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Journalists just don’t get it
An article appeared in the Citizen suggesting that to create value all you have to do is invest in a portfolio of shares with low price earnings ratios and wait for management to turn the companies around.  They do not understand that:

1.  High risk companies and low growth companies have low PE ratios.  Why would one want to invest in such companies in the “hope” that they will turn-around?  If you have studied Our Manual, you will know what the formula for a fair PE ratio is.  I am not wasting my time repeating it here.

2.  The PE ratio is flawed.  It is calculated by dividing the price per share by the Headline Earnings per share.  The price is factual but HEPS is likely to be fictional.  I will deal with this issue again in a future Q&A memorandum.
Profiling Naspers
This has to be one of the most confusing companies to analyse.  Don’t quote me but I get the impression that maybe it is designed to be so.

Here is the income statement simplified:

	$m
	15
	16
	17
	18
	19

	Own operations
	-90
	-529
	-827
	-696
	-358

	Associates
	977
	1 038
	1 829
	3 277
	3 410

	Capital gains
	711
	752
	2 050
	9 077
	1 339

	Taxation
	-388
	-260
	-244
	-360
	-229

	Discontinued ops
	0
	0
	0
	0
	2 759

	Minority share
	-3
	-7
	113
	59
	-20

	Earnings
	1 257
	994
	2 921
	11 357
	4 142


In 2017 I wondered how they were going to improve on $2.1bn capital gains going forward.  Silly me, they sold a chunk of Tencent to push capital gains to over $9bn.  Then I wondered how they were going to top $9bn in the next year.  Clearly this was not possible so they unbundled MCG, which was not enough to increase the bottom line.  In the 2020 year they hived off Prosus, which will further complicate their results next year.
Profiling Aspen

Most alert Hedgehog members dumped this share when the company’s problems came to light a few years ago after an incredible run.  The return on investment has been:

	20:
	15
	16
	17
	18
	19

	ROI
	-23.2%
	-7.6%
	-1.3%
	-50.4%
	-21.7%


The share price fell from R406 at the end of 2014 to R106 at 31 October 2019.
The final two straws were the fall in the return on equity to 3.7% (there were non-recurring items in here) and the cancellation of dividends for the year.  If you still hold these shares you should rethink your policies.

Coronation’s holding in this company at 30 June 2017 was 3.8%, increasing to 8.8% at 30 June 2019 – betting on a turnaround?  Vanguard held between 2.0% and 1.4% of the company during the past 5 years.

Profiling Sasol

The company’s return on equity fell from 15.5% for the year ended 30 June 2015 to 2.0% for the year ended 30 June 2019.   DPS growth has been -14.0%, -20.0%, -14.9%, +2.4% and -54.3% over the past five years.
The share price of the company was R431 at 30 June 2014.  At 31 October 2019 it was R274.

My biggest concern about this company is that, after Eskom, Sasol is the second biggest polluter in SA.  One wonders whether they have made adequate provision for the cost of cleaning up their act?
Profiling Hyprop
If you want to see the power of dissecting the return into fundamentals and sentiment, study the statistical sheet of this share.   The fundamental returns have been sound over the past 10 years with a blip in 2019 when there was no growth in distributions.  But negative sentiment has been killing the returns.  The imputed growth rate fell from 5.58% at the end of 2017 to 0.13% at the end of October 2019.  The company was hurt by Moody’s debt down-grade and by its investments in non-SA African countries, from which it is trying to pull out of at present.  The revaluation of properties fell from R464m in 2018 to a negative R337m 2019.  The company is going through a really tough time.
Why do I analyse it?  I did hold it many years ago – got out of it when it was not performing.  I analyse it purely as an educational exercise.

Help

I have been missing some good humour in my life recently.  When I heard of the son, who had been convicted of killing his parents, asking the judge for leniency because was an orphan, I felt a lot better after having a laughing fit.  I just love Trevor Noah’s humour.  Baby Blues in the Citizen started with a bang (Mom: “I forgot what I was looking for.”  Daughter: “Here it is.” Mom: “No, that’s not it.” Daughter: “How do you know?”)  But it has since become puerile.  Do you know of any really good one or two liners that can make my day? 
Kind regards,
Charles Hattingh,
November 2019
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