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COMPANY :   STARAFRICA CORPORATION LIMITED

SECTOR    :   CONGLOMERATE
Interim results to 30 september 2006

Historic financial highlights


	6 months to 30 September 
	2006
	2005
	% Change

	Turnover ($000)
	22,640,151
	1,760,628
	1186

	Food business ($000)
	8,701,564
	394,029
	2108

	Other group businesses ($000)
	128,332
	174,306
	-26

	Wholesale business ($000)
	12,595,218
	1,060,786
	1087

	Packaging division ($000)
	1,215,038
	131,507
	824

	Profit before interest and tax ($000)
	3,378,545
	224,845
	1403

	Net finance (costs)/income ($000)
	345,724
	10,067
	3334

	Profit before tax ($000)
	2,724,270
	234,912
	1060

	Attributable earnings ($000)
	2,681,589
	159,890
	1577

	Basic earnings per share ($)
	6.17
	0.42
	1369

	Dividend per share ($)
	0.77
	0.10
	670


Comment on results 

The renamed StarAfrica has continued to release excellent results in the period under review with turnover increasing by 1186% to $22,640 million. There was an increase of 1403% in profit before interest and tax to $3,379 million and a net finance income of $346 million resulted in pretax profit amounting to $2,724 million. Attributable earnings increased 1577% on last year to $2,682 million and that resulted into an increase in basic earnings per share of 1369% to $6.17. An interim dividend of $0.77 was declared. 

There was volume contraction in most units thus weighing down on revenue growth. In term of profit contribution, food contributed 40%, wholesale 32%, Packaging 13%, Transport 9%, Engineering 5% and property 1%. 

Food Business contributed $1.4 billion to the group results and this was a reflection of the value added products and economic price for sugar sales. Sugar sales volumes were 19% down on the prior year due to raw sugar shortages and the company had to import coal. Exports of refined sugar to Namibia and Botswana were lower than the same period last year. 

Wholesaler and retail; business had pretax profit of $1.1 billion. Most businesses operated below full capacity thereby reducing volume turnover. Profit margins improved to 20%. R Chitrin and company was acquired in the period under review. 

Packaging business contributed $450 million to group results though volumes were down 46% on last year due to reduced demand and shortages of imported raw materials.

Transport business returned to profitability this year with $330 million being reported despite the fall in volumes.  The rehabilitation of the Blue Star fleet is continuing so as to enhance cross boarder haulage. ZSR Transport South Africa is operating satisfactorily and is likely to increase its fleet if it maintains current performance levels.  Property business contributed $90 million to group profits. Red Star Rusape branch was destroyed by fire and insurance proceeds have been received. 

Engineering business had good results contributing $159 million. It was negatively affected by intermittent supply of rubber for retreading and foreign currency for the procurement tyres.  

Operating prospects 
Starafrica has continued to consolidate its position on the local market and has a very strong balance sheet. Growth for the company comes through acquisitions as it has the necessary resources to do so.  On the regional arena, the company already has a transport division in South Africa and will grow its exports to regional countries to enable it to obtain the much needed foreign currency. The haulage operations have been established in South Africa and it is operating satisfactorily.

The company is to focus on securing raw materials for the refineries, polyfilm and Highfield Bag, spares for Blue Star Transport and products of the wholesale division. 

Cashflow generation remains the key to the company’s performance given the inflationary environment. Operating conditions remains depressed and to enable real long term success it depends on the authorities’ ability to have proper policies in place. Demand for the company products is likely to remain subdued due to erosion of the values of incomes. 
Recommendation

Starafrica is a very strong company both in terms of balance sheet and cash flow management. Demand for most of its products is still very strong and any devaluation of the local currency against major currencies is a plus to the company.  The major problems affecting the company include the exchange rate; fall in disposable incomes and price controls. Currently trading at a price of $130 and a historic PER of 14x when compared to the industrial average PER of 37x. We are forecasting FY07 EPS of $18.50 giving just 7x, which is fairly cheap. Medium to long term BUY.  
Patrick Saziwa

patricks@kingdom.co.zw
(0263) 04 7498811-4

This report has been prepared by Kingdom Stockbrokers (Private) Limited for dissemination to private clients, and is for general information purposes only. The report and its content do not constitute an offer to buy or sell any securities of any companies mentioned herein. Every effort has been made to ensure that the content is accurate, however, no responsibility or liability of any kind can be accepted by Kingdom Stockbrokers (Private) Limited, any of its directors, employees or associates for any loss or damage whatsoever that may directly or indirectly result from any advice, opinion, information, representation or omission, whether negligent or otherwise, contained in this report.   Recipients of this report shall be solely responsible for making their own independent investigation into the business, financial condition and future prospects of any companies referred to in this report.
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