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Hidden gems

With South Africa’s economy facing a significant growth challenge, many companies on the JSE are destined to 
follow the same path unless they can gain market share or find growth elsewhere. For investors, slow growth 
generally equals low returns.

One way active managers can add value is by identifying segments or businesses within companies that are not 
currently the main driver of profits, but that are growing fast enough to drive growth in the future. A rather 
extreme example of this, which has been very kind to shareholders, is Naspers’s investment in Hong Kong listed 
Chinese tech conglomerate Tencent. Sometime in 2015 the market value of Naspers’s holding in Tencent surpassed 
the market value of Naspers itself, effectively according the rest of Naspers’s businesses a negative value. 

The remainder of this article discusses two holdings in Northstar funds that we believe contain hidden gems. Of 
course, we don’t expect these to turn out as well as Tencent did for Naspers, but would be delighted if they did. 

Growth for Life Healthcare in medical scans and neuropharmaceuticals
Life Healthcare (LHC) is South Africa’s second largest private hospital operator with more than 8 000 hospital beds 
in 49 facilities across Southern Africa. LHC’s share price has been hit hard since March as the wave of COVID-19 
patients has largely decreased, and regular hospital admissions have been slow to return to normal.

Going forward, South Africa’s healthcare industry faces slow growth in insured lives due to the challenges in our 
job market. However LHC’s international business, Alliance Medical Group (AMG), offers a far more attractive 
medium-term growth vector for the group.

AMG is a vertically-integrated imaging supplier providing medical scans such as MRI, CT and PET-CT scans in the 
UK and Europe. PET-CT scans analyse changes at the cellular level allowing them to pick up evidence of diseases 
such as cancer at an earlier stage than other scans. AMG provides around 70% of NHS PET-CT services in the UK by 
contract, and with volumes increasing and pricing largely fixed for the next six years, this creates a steady revenue 
stream for growth.

Life Molecular Imaging (LMI), which sits in AMG, is another potential profit generator for the group. It is a research 
and development company dedicated to the development and global commercialisation of innovative molecular 
imaging agents used in PET-CT diagnostics. LMI has a pipeline of novel imaging agents that help diagnose 
neurological, oncological and cardiovascular diseases, all of which have potential markets that are in the billions 
of dollars and growing fast. 

While exposure to South Africa’s beleaguered economy now seems something of a curse, local companies with 
business segments that are able to realise growth in new markets can still do well. We analyse two examples 
of these hidden gems to tease out their potential and explain how the value that could be unlocked will benefit 
Northstar investors.
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LHC bought LMI for US$1 in 2018, with an agreement to bring it to breakeven and thereafter share up to 50% of 
the cash generated up to a maximum of US$200 million over the next 10 years. LMI broke even in 2020 and from 
here on out LHC has a free option on future growth in the company.

The early detection and treatment of neurodegenerative diseases, and Alzheimer’s Disease in particular, represent 
a significant opportunity. LMI already has a diagnostic radiotracer to visualise β-amyloid plaques in the brain that 
is FDA approved and has the second largest market share in the US. They also have a next-generation tau tracer 
in phase II of clinical development. The presence of β-amyloid plaques and tau proteins in the brain are two early 
markers of Alzheimer’s and potentially other neurodegenerative diseases.

The value of the LMI optionality was demonstrated early in November when it seemed likely that a new drug to 
treat Alzheimer’s would be approved by the FDA, which would increase demand for scans using LMI’s products. The 
news caused LHC’s share price to jump 25% in two days, although the share retraced when the drug subsequently 
seemed unlikely to be approved after being reviewed by an independent panel of experts. We believe that AMG 
on its own is well-placed to grow strongly while a breakthrough in treatment for Alzheimer’s could mean a pay-off 
for LMI that would eclipse the current LHC share price. 

Growth in Africa looks good for Distell
Another company ravaged by COVID-19 for obvious reasons is Distell, which produces ciders, wines and spirits 
predominantly for the South African market. However, our analysis suggests that the current share price could be 
undervaluing the opportunities present in the rest of Africa.  

GDP per capita in sub-Saharan Africa is growing strongly off a low base, economies are formalising and alcohol 
consumption increasing, particularly in the emerging middle class. Distell’s proactive investments in routes to 
market in the region and the quality of their in-country strategic partners in certain geographies has seen strong 
growth in the rest of Africa, with organic volumes growing 28.6% in 2019. Although the impact of COVID-19 in the 
short term is uncertain, Distell's management previously indicated that the region could contribute R1 billion in 
profit by FY2024. Our research suggests that this growth opportunity is not yet fully reflected in Distell’s share 
price. 

Quality at a reasonable price
Northstar owns both Distell and Life Healthcare across all domestic equity and balanced fund mandates. Our 
research identifies sustainable quality businesses operating in bountiful industries with entrenched competitive 
advantages over their peers. We look to invest when these quality companies are available at a reasonable price. 
Teasing out the potential optionality within a business like LMI or the strong growth profile of Distell’s African 
operations, provides far deeper insight into the price we are willing to pay and what value could be unlocked in 
the future.



CIS DISCLOSURES

Sanlam Collective Investments (RF) (Pty) Ltd is an approved Manager in terms of the 

Collective Investment Schemes Control Act, 2002. 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. Performance is based 

on NAV to NAV calculations with income reinvestments done on the ex-div date.  

Performance is calculated for the portfolio and the individual investor performance 

may differ as a result of initial fees, actual investment date, date of reinvestment 

and dividend withholding tax. Investment performance calculations are available for 

verification upon request by any person. Different classes of participatory interests 

apply to these portfolios and are subject to different fees and charges. 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.

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.
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DISCLAIMER
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the Financial Advisory and Intermediary Services Act, 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. Legal 
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