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Figure 9. Total learners in SA vs Independent schools Market share. Source: School Realities Report. Department of Basic Education.. 

FROM THE ANALYSTS: EQUITIES 

PRIVATE SCHOOLING IN SOUTH AFRICA—DIFFERENCE IN 

COST, DIFFERENCE IN QUALITY 

By Andrew Randles (Analyst)  

Primary school and high school education in South Africa is primarily performed by the government, which spent R267.5 billion 
or 15.9% of the budget in 2018/19 on “Basic Education,” or approximately 5.5% of 2018 GDP. Despite this investment, our 
education system remains one of the worst performing in the world.  

Research by the Institute of Race Relations shows that schools are critically under-resourced, with just 29% of government 
schools having a library and only 18% a science laboratory. The results of this are clear in statistics such as that only 13% of the 
2006 Grade-1 class achieved a university entry qualification when they wrote matric in 2017. The report also showed that 
South Africa only boasts a 38% matric pass rate if one takes into account students who dropped out before sitting the final 
exams.   

Earlier this year, The Economist reported that in 47% of South African high schools not a single pupil meets a commonly 
accepted international standard for maths.  

The private school system performs well but at an exorbitant cost. Private schools in 2017 saw a 98.8% pass rate for the 11 500 
students who sat the Independent Examinations Board (IEB) exams, but the average private high school costs R136 000 
compared to R35 000 for the average public fee-paying high school.  

New “for-profit” private school networks bridge the gap between quality and costs 

Private school network operators such as Curro aim to service the gap in the market, supplying a spectrum of quality education 
options from R22 800 per annum to R103 800 per annum, with a 99.7% IEB and 93% National Senior Certificate (NSC) pass 
rate. They also achieved an 88.1% and 81.1% IEB and NSC university exemption pass rate compared to South Africa’s average 
university exemption rate of 22% for the last five years. Independent private schools have a market share of 4.6% of students 
attending school in South Africa (Figure 9), leaving plenty of room for consolidation and growth. Given general discontent with 
state schools and assuming an improvement in the economy, we can expect the growth in private school students compared 
to public school students to continue in line with the 18-year compound annual growth rate of 4.3% since 2000. Of that 4.6%, 
Curro has about 10% of the market, Advtech 5% and Spark 2%, with the rest being made up of other independent schools. 
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Note: 2017 shows an abberation due to a misclassification of independent schools in  Gauteng in the National Master List 
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Figure 10. South African Independent Schools Market Share 2018/2019. Source: School Realities Report. Department of Basic Education.. 

Schools as an investment  

Schools can make for good investments as they have the potential for a strong brand leading to student retention and stable 
profitability. The potential to develop a strong brand/intangible asset is driven by a number of factors, but primarily by the 
school’s curriculum, its performance over time, culture and physical location.  

Pricing power for successful schools is high as parent demand for quality education is price inelastic up to the limits of 
affordability. Once established, capital requirements to maintain schools are low and can lead to high and stable cash flows, 
albeit capped by the number of students the school can accommodate. 

Growth potential (target market) 

Clearly, there is a demand for quality schooling, but most South Africans are constrained by cost. We estimate that the target 
market of students that could afford this ‘more reasonably priced’ education is approximately 1.2 million learners, which 
means total independent learners could increase by 97.4%. 

Strong growth is capital intensive early on 

Setting up a school requires significant up-front capital to buy land in densely populated areas and fit out facilities. Once built, 
schools have a high fixed cost base with teachers’ salaries accounting for approximately 70% of operating costs, educational 
expenses (books, materials, departmental expenses) 10%, administration 10%, ground and maintenance expenses 7%, with 3% 
remaining as a surplus. We estimate that approximately 60% of school costs are fixed. 

This means that short- to medium-term risk is elevated by upfront costs, high fixed costs and the potential for slow student 
inflows as a school proves its value. Schools generally make substantial losses in their first year as the fixed costs are not met 
by the initial revenue generated from the first intake of students. A new school will take at least seven years to reach a 
capacity utilisation of more than 80%, where it reaches full potential operating margins and creates large shareholder returns.  

At the moment there is a land-grab happening between the private school networks in South Africa. This large up-front capital 
investment combined with delayed profitability causes strain on short-term cash flow and a potential deluge of cash for 
investors willing to take the risk of funding these investments. For example, in 2018 Curro made R388 million in operating cash 
but shelled out R739 million to buy more land, build more schools and add to old ones. 

Figure 11 shows Curro’s use of cash over the last decade. 

Risks to the model 

Although we model for ongoing growth in private education, the South African middle class is stagnating, predominantly a 
function of a stagnant economy.  This creates risks to a model that needs volume due to high fixed costs.  
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Figure 11. Curro Ten year Sources and Use of cash. Source: School Realities Report. Department of Basic Education.. 
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Northstar's investment position 

We believe that an opportunity will arise where the market underappreciates the potential for JSE-listed education companies 
to deliver outstanding shareholder returns.  Presently however, our work indicates that the opposite thesis applies and these 
businesses are trading above what we deem to be fair valuations.  

¹ https://irr.org.za/media/media-releases/35-22-may-press-release-freefacts-22-05-18.pdf/view 
² https://www.economist.com/special-report/2019/04/25/south-africas-youngsters-are-let-down-by-a-lousy-education-
system 
³ https://businesstech.co.za/news/lifestyle/258621/top-private-and-public-schools-in-south-africa-cost-vs-performance/ ;     

https://businesstech.co.za/news/lifestyle/244513/south-african-private-schools-that-are-cheaper-than-public-schools-in-

2018/  

⁴ Independent Schools Association of South Africa: https://www.isasa.org/download/establishing-a-new-school/  

https://irr.org.za/media/media-releases/35-22-may-press-release-freefacts-22-05-18.pdf/view
https://www.economist.com/special-report/2019/04/25/south-africas-youngsters-are-let-down-by-a-lousy-education-system
https://www.economist.com/special-report/2019/04/25/south-africas-youngsters-are-let-down-by-a-lousy-education-system
https://businesstech.co.za/news/lifestyle/258621/top-private-and-public-schools-in-south-africa-cost-vs-performance/
https://businesstech.co.za/news/lifestyle/244513/south-african-private-schools-that-are-cheaper-than-public-schools-in-2018/
https://businesstech.co.za/news/lifestyle/244513/south-african-private-schools-that-are-cheaper-than-public-schools-in-2018/
https://www.isasa.org/download/establishing-a-new-school/
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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 

performance 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 investors, in order to manage it more efficiently, in accordance with its mandate. 

Collective investment 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. 

Reinvestment 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 

different 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 

repatriation of funds; macroeconomic risks; political risks; foreign exchange risks; tax risks; 

settlement 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, 

performance 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 

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 

supervision.  

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 

provided 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 supervision.  

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

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

