
CLOVER INDUSTRIES LTD (JSE:CLR)

Recommendation: Speculative BUY

Clover industries was founded in 1994 and is based in Roodepoort, South
Africa. Clover manufactures and markets food products in South Africa. It
offers dairy products, yoghurt, yoghurt based dairy snacks, groceries,
beverages, functional drinks, soy milk, lactose free and toddler products.
The company also provides bulk ingredients and bulk trading and
procurement services.

FUNDAMENTAL/TECHNICAL OVERVIEW

Clover reported its unaudited interim financial results for the period
ending 31 December 2018 on the 5th of March 2019. Revenue for the six
months increased by 4.1% to R4,39bn (2017: R 4.21bn) excluding the
impact of IFRS 15 (if included, revenue growth would have been 7.3%).
Headline earnings per share rose by 5% to 123.5 cents and Clover
declared an interim dividend of 27.89 cents per share, an increase of 5%
(2017: 26,56 cents) compared to the prior comparable period. In
addition, Clover also ended in a very strong cash position of R1.02bn,
giving the group scope to invest in growth opportunities.

The company’s biggest revenue contributor is generated from its
beverage category which consists of dairy fruit mix, fruit juices, ice-tea,
flavoured milked and water. With the exception of water and some of
the juice sub-categories, Clover has a dominant market share in the
beverage sector. The segment contributed 38.5% to total group revenue.
The group’s second and third biggest market revenue contributors come
from its dairy concentrated products and value-added dairy fluids. The
sub-categories in these groupings consist of butter, cheese, condensed
milk and dairy milk products respectively. This product category
contributed 20.5% to group revenue.

Clover is a company that is highly geared to the South African economy,
given that it derives the bulk of its income from South Africa. Most food
producers have been under the whip over the past 2 years, either
because of the challenging economic conditions, bad management and
external reasons (weather, Rand, etc.). Despite the challenging operating
environment, the group has managed to maintain margins and gearing
levels at acceptable levels.

On the 4th of February, Clover informed shareholders that they have
entered into an agreement with Milco SA Prop (a consortium led by Tel
Aviv-based Central Bottling Company and JSE listed black empowerment
group Brimstone Investment Corporation Ltd) to acquire all the issued
shares in Clover for a total cash consideration of R25 per share, valuing
the company at R4.8bn. On the 12th of April, Brimstone announced that
they would exit the consortium due to pressure from a pro-Palestine
activist group. More details regarding the transaction is provided by
independent analyst Anthony Clark of Small Talk Daily on page 2.

The company recently released a trading statement advising
shareholders that headline earnings will be more than 180.5 cents per
share compared to a previous loss of 23.1 cents per share. As at the time
of writing, Clover was trading on a forward price to earnings ratio of 9,6
and historic dividend yield of 3.86%
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SHARE INFORMATION
Share Code CLR

Indus try Food & Tobacco

Sector Cons umer Staples

Market Capital  (ZAR m) 3 862

Current Price (ZAR) 19,85

Target Pri ce (Mil co offer) 25,00

Pri ce - 52 Week Hi gh: 24,22

Pri ce - 52 Week Low: 13,50

Divi dend Yield 3,86%

Beta  5 Year (JSE Al l  Share) 0,60

VALUATION RATIOS **
Period P/E P/SALES EV/EBITDA

Last 12 Months -108,0x 0,4x 7,4x

Current Yea r Est 9,6x 0,4x 5,2x

Expected 7,8x 0,4x 5,0x
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The market got very excited in February when it was 
announced an international consortium
after months of speculation had agreed to buy-out local 
diary counter Clover Industries for
R25.00 a share valuing the company at R4.8bn.

Commentary from: Anthony Clark
Anthony Clark is one of South Africa's leading independent small and medium cap analysts.
He’s been in the industry for several years and his track record speaks for itself.
Follow Anthony on Twitter @Smalltalkdaily Research

The market got very excited in February when it was announced an international consortium after months of
speculation had agreed to buy-out local diary counter Clover Industries for R25.00 a share valuing the
company at R4.8bn.

The counter listed in 2010 at R10.50 a share and has had a choppy ride since listing.

This was a substantial premium to the price Clover has been trading at in the months prior to the formal offer
with Clover trading at R14.00 in October 2018 and at R20.00 just before the offer was made to shareholders
in February 2019. So, with the formal offer done and dusted and the shareholder vote at Clover having
approved the deal why is the stock trading at a 26% discount to the R25,00 offer on the table?

That has much to do with the dynamics of the deal. The buy-out was led by a consortium named MilCo
where a major participant was an Israeli dairy business Central Bottling Co., based in Tel Aviv. However, one
of the local consortium partners was empowerment player Brimstone, who had agreed to take a 15% stake
in the buy-out vehicle.

When news of the Israeli participant became known, Brimstone’s Western Cape Muslim heritage became a
factor with some minority Brimstone shareholders unhappy that Brimstone was jumping into bed with an
Israeli company. What should have been a good commercial deal, whereby Brimstone would have become a
large minority BEE partner in a buy-out of an established, profitable entity Clover Industries, suddenly
became a sensitive hot potato for Brimstone’s board.

In the end, Brimstone pulled out of its participation in mid-April however its R720m investment was locked-in
to the deal and had to be extricated via another suitable partners stepping in to take over Brimstone’s stake.
It is this delay in finding and signing a new partner that has led to market concerns that the deal may unravel,
hence the current discount to the agreed offer price of R25.00 per share.

A trading update in May highlighted the regulatory and Competition Authority concerns regarding Brimstone
pulling out if the deal. The statement also indicated that operationally Clover, despite challenges and a
difficult consumer environment, was forecasting a rebound in earnings after a difficult FY2018.

The Clover share price has been sliding since early May off some 14% as the market and investors get jittery
that the deal may be called off. Some of the hot, trading money has obviously walked away. Trading volumes
have been modest indicating institutional shareholders are hanging on.

I was at the Clover General Meeting Vote at end of March and the buy-out was overwhelmingly supported
and approved.

I am aware that there was a list of possible candidates that could take-up the Brimstone 15% stake all that
just takes time. Its this uncertainty that has cast a cloud over Clover. At R19.85, I remain convinced the deal
will go through with Milco. Too much work has been done and interestingly there were two rival offers for
Clover. Perhaps if Milco does turn sour the other party may come back into the fray?
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On a price to sales metric, Clover appears to be offering value.

The company’s PB is at 1.29, which is slightly above the long-term
average of 1.21.

Total debt-to-equity increased marginally since FY18.

Margins declined significantly during FY18 due to certain once-off
costs but has since recovered to normalised levels in 1H19.

The Group reported a positive ROE of 8.08% for the 1H19. ROE
declined in 2018 FY due to once off costs.

The company’s return on invested capital is slightly below the
weighted average cost of capital.
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Disclaimer:
This publication has been issued by PSG Wealth Old Oak and does not represent the official PSG Wealth view. It is confidential and issued for the information of clients only. It shall not be reproduced in
whole or in part without our permission. Any unauthorized use, duplication, redistribution or disclosure is prohibited by law. This publication is not to be construed as providing investment services in any
jurisdiction where the provision of such services is not permitted. It is provided for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security, and we
have no responsibility whatsoever arising here from or in consequence hereof. The user assumes the entire risk of any use made of this publication. Any decision to purchase securities mentioned in this
publication must take into account existing public information on such security or any registered prospectus. The information contained herein has been obtained from sources which and persons whom we
believe to be reliable but is not guaranteed for accuracy, completeness or otherwise. Opinions and estimates constitute our judgement as of the date of this material and are subject to change without notice.
This publication does not attempt to identify the nature of the specific market or other risks associated with an investment. Leveraged /Geared positions in securities have the ability to accentuate the
profit/loss made on investments. Geared /Leveraged positions are not recommended based on the information contained in this publication. Securities, financial instruments or strategies mentioned herein
may not be suitable for all investors and investors must make their own investment decisions using their own independent advisers as they believe necessary and based upon their specific financial situations
and investment objectives. Certain investments/recommendations may have tax implications for private customers. Investors should seek advice from a tax advisor before acting on information contained in
this publication. The securities described herein are subject to fluctuation in price and/or value and investors may get back less than originally invested. Past performance is not indicative of future results.
The employees responsible for the production of this report may from time to time own securities mentioned herein.

Analyst Certification:
The research analyst who prepared this report certifies that the view expressed herein accurately reflect the research analyst’s personal views about the subject security and issuer and that no part of his 
compensation was, is or will be directly or indirectly related to specific recommendations or views contained in this report.

The company is currently finding itself in extreme oversold conditions according to its 14-day RSI . This is most probably due to
timelines not being met and short-term investors “forced” to sell. Strong support could be found at the 200-day moving average at
R19.22. A break through these levels could see us test the long-term trendline at R16.
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