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FROM THE ANALYSTS: EQUITIES 

REUNERT—SLOW AND STEADY 

By Andrew Randles (Analyst) 

0%

2%

4%

6%

8%

10%

0%

5%

10%

15%

20%

25%

30%

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017

N
et

 S
ha

re
s 

R
ep

ur
ch

as
e

d/
To

ta
l 

Sh
ar

es

Fr
ee

 C
as

h 
Fl

ow
 Y

ie
ld

Percentage of Shares Bought Back vs Free Cash Flow Yield

Free Cash Flow Yield Net Shares Repurchased as a % of Total Shares

Figure 7. Percentage of Shares Bought Back vs Free Cash Flow Yield. Source: Northstar Asset Management. 

History 

Even though Theodore Reunert and Otto Lenz, formed 
“Reunert and Lenz” in 1888 by specialising in electric 
lighting, power and transmission, it wasn’t until 1907 that 
the company made a name for itself by constructing a re-
placement steam-generated power plant for Johannesburg 
in a flabbergasting six weeks. 

Today 

The company we know today as Reunert is a manufacturing 
conglomerate with exposure primarily to South Africa, as 
well as smaller operations in Australia, Lesotho, Sweden, 
the USA, Zambia and Zimbabwe. 

The Group’s operations span high, medium and low voltage 
cable manufacturing that powers sub-Saharan Africa, tai-
lored information communication technology (ICT) services 
and products catering to 55 000 customers, as well as a 
host of intellectual-property rich manufacturing businesses. 

Capital Allocation 

In 2014 Reunert’s Management Team changed the fate of 
the company by selling-off the Nashua Mobile subscriber 
base for R1.79bn; leaving the business flush with cash 
(R2.7bn in 2015) and nascent opportunity. 

We believe management teams are perpetually faced with 

the following capital allocation decisions - invest in their 
existing business, acquire outside businesses or return cap-
ital to shareholders via share repurchases or traditional 
dividend payments. The outcome of these decisions are 
measurable and reveal themselves in terms of the returns 
that shareholders receive on their capital invested. 

Reunert’s Management Team takes a pragmatic approach 
to capital allocation by not investing internally or externally 
below a 13.5% Internal Rate of Return (IRR) and adding 
higher hurdles for elements of risk including cyclicality, 
liquidity and size etc. An IRR acts as a hurdle that must be 
earned in order to invest shareholder capital in a project, 
higher risk projects demand higher rates of expected re-
turn. 

Although the company has been deploying capital into 
pockets of opportunity in the existing businesses that show 
growth potential, what has impressed us is Reunert’s man-
agement culture of conviction and rigidity in allocating cap-
ital over time. A case in point being the smart share buy-
backs of Reunert stock over time (2004, 2011 and 2017).  
Warren Buffett wrote about share buy backs in his 1980 
letter to Berkshire shareholders: “If a fine business is selling 
in the market place for far less than intrinsic value, what 
more certain or more profitable utilisation of capital can 
there be than significant enlargement of the interests of all 
owners at that bargain price?“ 
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Figure 8. Reunert’s return on Invested capital. Source: Company Financials. 

Figure 7 shows the free cash flow yield of Reunert over time 
and when Management bought back shares as well as the 
yield that they bought these back at. Free cash flow is de-
fined as the cash a company earns after paying for all the 
expenses and investments required to run the business. The 
free cash flow yield is free cash flow divided by the compa-
ny’s share price - the higher this yield, the better for share-
holders. The graph depicts very clearly that Reunert bought 
back large amounts of shares when the share price was 
cheap/undervalued at a high free cash flow yield. 

Patrick O’Shaughnessy, CEO of O’Shaughnessy Asset Man-
agement, statistically proves in his 2015 research piece 
“High Conviction Buybacks” that firms that buy back 5% or 
more of their shares at a time when free cash flow yields 
are high (high conviction buyers), tend to outperform the 
market by 4.7% annually, on a risk adjusted basis¹. 

In addition to the share buy backs, the Reunert Manage-
ment Team have also paid an average dividend yield of 6.3% 
for the last 16 years and have been particularly generous 
with dividends while there was a shortages of investing op-
portunities either in the Group or through acquisitions. 

Returns 

Sound capital allocation with astute management of the 
firm, albeit within a very tough domestic economic environ-
ment has resulted in Reunert delivering impressive returns 
on invested capital over the years. Figure 8 is a visual per-
spective of this sound management of the business in fa-
vour of shareholders. 

The Future 

Since the sale of the Nashua Mobile subscriber base in 2014 
the company has been acquiring a range of businesses that 
either strengthen their competitive advantage in a given 
segment or gain exposure to an area of the economy at an 
attractive price. 

Acquisitions to Strengthen the Moat 

In the various business segments, Reunert has been under-
taking very specific and we believe well considered acquisi-
tions to strengthen their business moats. 

Electrical Engineering 

The Electrical Engineering segment (37% of operating 
profit), which predominantly manufactures cables and cir-
cuit breakers has traditionally not had a competitive ad-
vantage/moat.  Reunert created a relative competitive ad-
vantage for the business by acquiring ZAMEFA (Metal Fab-
ricators of Zambia) in 2016, a cable manufacturer. This pur-
chase has allowed them to process copper cathode into 
copper rod or finished cable onsite thus allowing for cost 
savings on transporting cable or raw materials to South 
Africa or to export partners. 

Information Technology Communications 

Reunert’s competitive advantage in their Information Tech-
nology Communication segment (53% of operating profit) 
is two-fold in our opinion. Firstly, the company has an asset
-backed finance arm called Quince Capital, which offers
favourable rates to customers in order to facilitate asset
purchases (multi-purpose printers etc.). Financing hard-
ware creates longer-term albeit tentative “hooks” into cli-
ents.

Secondly, the company is creating a one stop-shop for 
SMEs (Small and Medium Enterprises) for all of their ICT 
needs. This offering has been enhanced with the acquisi-
tion of SkyWire which offers broadband access. Large ICT 
operators are presently not servicing this segment of the 
market. Reunert has traditionally, through their copier 
business, had lengthy relationships with these clients. 

Applied Electronics 

The Applied Electronics segment (10% of operating profit) 
produces high tech products such as military grade radar 
and communication equipment. In recent years, the Group 
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has acquired companies such as Rynonic Robotics, Nanoteq, Omnigo, and Terra Firma. New acquisitions have business mod-
els varying from providing robotics systems to developing cryptographic products and solutions to meet cyber security and 
cyber defence needs. These new additions are rich in intellectual property, are growing fast and should act to even-out the 
boom-bust cycle of defence manufacturing. Currently, the segment has a healthy order book. 

A low-risk option on South African growth 

President Cyril Ramaphosa has committed to bringing a target of R1.2 trillion in new investments into South Africa over the 
next 5 years. We believe that Reunert would prove a major beneficiary if this transpired, particularly if this new investment 
was accompanied by infrastructure development. However, our investment thesis for the company has in the past transcend-
ed this requirement and instead rested on Reunert’s focused management culture, consistent long-term dividend-paying 
strategy, opportunistic share-repurchase program and smart investments in value accretive growth opportunities. Having 
owned the company for a while, the share price has risen considerably and at current levels, we believe the stock is fully val-
ued! 

¹ This analysis was conducted (U.S. Large Stocks Universe, 1987–2014) by O’Shaughnessy Asset Management, Report Titled: “High Conviction Buybacks”, by

Patrick O’Shaughnessy, CFA: August 2015 
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CIS DISCLOSURES 

Collective investment schemes in securities are generally medium- to long-term investments. 

The value of participatory interests or the investment may go down as well as up. Past perfor-

mance is not necessarily a guide to future performance. Sanlam Collective Investments (RF) 

(Pty) Ltd (the manager) does not provide any guarantee, either with respect to the capital or 

the return of a portfolio. The manager has the right to close certain portfolios to new inves-

tors, in order to manage it more efficiently, in accordance with its mandate. Collective invest-

ment schemes are traded at ruling prices and can engage in borrowing and scrip lending. The 

collective investment scheme may borrow up to 10% of the market value of the portfolio to 

bridge insufficient liquidity.  

Annualised returns are period returns re-scaled to a period of one year. This allows investors 

to compare returns of different assets that they have owned for different lengths of time. 

Actual annual figures are available to the investor on request. Income distributions, prior to 

deduction of applicable taxes, are [included/not included] in the performance calculations. 

NAV to NAV figures have been used for the performance calculations, as calculated by the 

manager at the valuation point defined in the deed, over all reporting periods. Investment 

performance calculations are available for verification upon request by any person. Reinvest-

ment of income is calculated on the actual amount distributed per participatory interest, 

using the ex-dividend date NAV price of the applicable class of the portfolio, irrespective of 

the actual reinvestment date. The performance is calculated for the portfolio. The individual 

investor performance may differ, as a result of initial fees, the actual investment date, the 

date of reinvestment and dividend withholding tax. 

Different classes of participatory interests apply to these portfolios and are subject to differ-

ent fees and charges. A schedule of fees, charges and maximum commissions is available on 

request from the manager, or is available on the website at www.sanlaminvestments.com. 

Forward pricing is used. The portfolio valuation time is 08h00 for fund of funds and 15h00 for 

all other portfolios and the transaction cut-off time is 14h00. The transaction cut-off time 

should be 14h00, for portfolios except fund of funds, but execution is not always guaranteed. 

If execution could not take place on the same day, it will take place the next business day, or 

at the earliest possible opportunity. For fund of funds, the cut-off time for the execution of 

trades is 14h00 on the day preceding the pricing date. 

Foreign securities within portfolios may have additional material risks, depending on the 

specific risks affecting that country, such as: potential constraints on liquidity and the repatri-

ation of funds; macroeconomic risks; political risks; foreign exchange risks; tax risks; settle-

ment risks; and potential limitations on the availability of market information. Fluctuations or 

movements in exchange rates may cause the value of underlying international investments to 

go up or down. Investors are reminded that an investment in a currency other than their own 

may expose them to a foreign exchange risk. 

The terms and conditions, a schedule of fees, charges and maximum commissions, perfor-

mance fee frequently asked questions as well as the minimum disclosure document (MDD) 

and quarterly investor report (QIR) for each portfolio are available on Sanlam Collective 

Investments’ website at www.sanlaminvestments.com. Associates of the manager may be 

invested within certain portfolios and the details thereof are available from the manager.  

Northstar Asset Management (Pty) Ltd, registration number 1996/001423/07 and FSP num-

ber 601, is the co-named partner and investment manager of the co-named portfolios within 

the Sanlam Collective Investments Scheme and is an authorised discretionary financial ser-

vices provider under the Financial Advisory and Intermediary Services Act (No. 37 of 2002). 

This information is not advice, as defined in the Financial Advisory and Intermediary Services 

Act (No. 37 of 2002). Please be advised that there may be representatives acting under super-

vision.  

The manager retains full legal responsibility for the co-named portfolios. 

THE FINANCIAL ADVISORY AND INTERMEDIARY SERVICES ACT, 2002  

Northstar Asset Management Proprietary Limited is an authorised financial services provider in 

terms of the Financial Advisory and Intermediary Services Act 2002. All information contained 

in this document should not be construed, or relied upon, as advice. If you require financial 

and/or investment advice, please engage the services of an independent financial adviser.  

INFORMATION AND CONTENT  

The information and content (collectively 'information') accessible in this document are provid-

ed by Northstar as general information about the company and its products and services. 

Northstar does not guarantee the suitability or potential value of any information or particular 

investment source. Any information in this document is not intended nor does it constitute 

financial, tax, legal, investment, or other advice. Nothing contained in any service or any other 

content in this document constitutes a solicitation, recommendation, endorsement or offer by 

Northstar. Nothing contained in any service or any other content in this document constitutes 

a solicitation, recommendation, endorsement or offer by Northstar.  

Illustrations, forecasts or hypothetical data are not guaranteed and are provided for illustrative 

purposes only; returns or benefits are dependent on the performance of underlying assets or 

other variable market factors; there are risks involved in buying or selling a financial product; 

past performances are not necessarily indicative of future performances; and no guarantees 

are provided. 

NORTHSTAR ASSET MANAGEMENT 

Northstar Asset Management (Pty) Ltd 

Registration No. 1996/001423/07 | FSP number 601 

Suite 1A, Madison Place, Alphen Office Park, Constantia Road,  

Constantia PostNet Suite #784, Private Bag X16, Constantia 7848 

Tel +27 (0)21 810 8400 | Fax +27 (0)21 794 2885 

info@northstar.co.za | www.northstar.co.za 

SANLAM COLLECTIVE INVESTMENTS 

Sanlam Collective Investments (RF) (Pty) Ltd 

Registration No. 1967/00865/07  

2 Strand Street Bellville, 7530 PO Box 30, Sanlamhof, Bellville, 7532 

Tel +27 (0)21 916 1800 Fax +27 (0)21 947 8224 

service@sci.sanlam.com, www.sanlaminvestments.com 

Please refer to our website for directors & company secretary details 

DISCLAIMER 

Northstar Asset Management (Pty) Ltd, registration number 1996/001423/07 and FSP number 

601, is the co-named partner and investment manager of the co-named portfolios within the 

Sanlam Collective Investments Scheme and is an authorised discretionary financial services 

provider under the Financial Advisory and Intermediary Services Act (No. 37 of 2002). This 

information is not advice, as defined in the Financial Advisory and Intermediary Services Act 

(No. 37 of 2002). Please be advised that there may be representatives acting under supervi-

sion. 

Legal Information http://northstar.co.za/page/legal-information/ 

http://northstar.co.za/page/legal-information/



