November 2019

This is a marketing communication

Holland Views – Jardine Strategic – Price: $32, Mcap: $18.2bn

Are you a value investor? Really?
What if we could offer you a share which trades at 0.56x the NAV, and that NAV grows and the
NAV was also super prudently priced – a double discount as it were. Would that interest you?


Regular readers will know of our longstanding work on investment holding company
Exor which has aged well. Today we present another family-run investment holding
company which has much similarity to Exor. It looks to us to offer significant value, just
as Exor did in 2013 and 2015, for those prepared to do the work.



Now, whilst we like the Margin of Safety such shares can offer vs. their Sum of Parts, we
also realise the folly of expecting longstanding discounts to NAV to suddenly disappear
just because you own the shares! So, what we seek in investment holding company ideas
is for them to ideally have a combination of businesses that are high-quality growing
compounders and then also a low price vs. a prudent valuation (in Exor’s case in 2015,
this was the case with Fiat, Ferrari, CNH et al).



The business we highlight today is Jardine Strategic. A longstanding investment holding
company under the tutelage of the Keswick family for five generations.



Caveat out of the way first: this is an esoteric company and stock. It is a British company
incorporated in Bermuda, listed in Singapore but headquartered in Hong Kong. This
messiness precludes the stock’s inclusion in many MSCI indices. It also has an opaque
corporate structure with cross ownership in its sister company Jardine Matheson which
means that its effective share count is actually half the headline figure. Getting this latter
point right is key to understanding the value on offer.



That out of the way, this is above-all a very prudently run conglomerate with minimal
debt (at all levels) and – importantly – a portfolio of rare assets and businesses which are
publicly listed. Whilst the parent sits at an attractive discount to an easy to calculate Sum
of Parts (NAV), we think several of these individual holdings are in turn very prudently
valued versus their asset backing and earnings power also.



Simplistically, purchasers of Jardine Strategic shares today get exposure to Hong Kong
super prime real estate (valued at 0.33x tangible book), an exceptional south-east Asian
food retailer (whose returns are reminiscent of Tesco in its heyday), Mandarin Oriental
(also at c.0.3x it Property value) and finally a top-notch Indonesian industrials business
(valued at c.12x PE). But you have upside of c.63% to get to these valuations!



We confess that (newly promoted to Chairman) Ben Keswick, is to us, something of an
unknown quantity compared to say John Elkann. Ben Keswick has maintained a far lower
profile than the aforementioned Elkann (who himself is hardly a headline grabber), and
this limits our ability to assess his future stewardship of the assets to the same degree.
That said, the combination of the value on offer and a strong historical financial track
record offsets this risk to a considerable degree.
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How far will you go for value?
With a largely ‘developed markets’ list of clients there is a chance that few of our readers will
spend sufficient time on an idea such as this. Indeed for us, as an exercise in Equity Research
return on capital (i.e. time) this will not be our most profitable idea. That said, we feel it is still a
large part of our role to get our clients to look in different places in the search for value and
superior longer term returns, particularly when so many predictable companies are priced for
perfection these days.
In fact, this is the second time we have completed this exercise, having looked closely at the
Jardine conglomerate and its large discount in 2015, but we never published our work. The
discount duly narrowed and the shares rose from $27 to c.$44. Weaker Asian markets and protests
in Hong Kong have brought the shares down once again. This time to record high discount. We
suspect that readers of this piece will either be very interested or not at all. We thus explain our
thesis by way of a number of charts and models we have built to better understand the underlying
companies. The crucial ones are our, and Jardine’s own, illustration of the Sum of Parts work laid
out in Figures 3 and 4. These show our calculation of the company’s intrinsic value and that
calculated by the company. However, before looking at these investors must accept that there is
complexity in the holding structure of the parent companies, i.e., Jardine Matheson and Strategic.
This leads to two important outcomes. Firstly, that the number of shares in issue for Jardine
Strategic must be altered to reflect this cross holding. The second being that there are two possible
ways to calculate value as a result.
Fig.1 Jardine Group structure

Source: Holland Advisors
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Disclaimer
This document does not consist of investment research as it has not been prepared in accordance with UK legal
requirements designed to promote the independence of investment research. Therefore even if it contains a research
recommendation it should be treated as a marketing communication and as such will be fair, clear and not misleading
in line with Financial Conduct Authority rules. Holland Advisors is authorised and regulated by the Financial Conduct
Authority. This presentation is intended for institutional investors and high net worth experienced investors who
understand the risks involved with the investment being promoted within this document. This communication should
not be distributed to anyone other than the intended recipients and should not be relied upon by retail clients (as defined
by Financial Conduct Authority). This communication is being supplied to you solely for your information and may
not be reproduced, re-distributed or passed to any other person or published in whole or in part for any purpose. This
communication is provided for information purposes only and should not be regarded as an offer or solicitation to buy
or sell any security or other financial instrument. Any opinions cited in this communication are subject to change
without notice. This communication is not a personal recommendation to you. Holland Advisors takes all reasonable
care to ensure that the information is accurate and complete; however no warranty, representation, or undertaking is
given that it is free from inaccuracies or omissions. This communication is based on and contains current public
information, data, opinions, estimates and projections obtained from sources we believe to be reliable. Past performance
is not necessarily a guide to future performance. The content of this communication may have been disclosed to the
issuer(s) prior to dissemination in order to verify its factual accuracy. Investments in general involve some degree of
risk therefore Prospective Investors should be aware that the value of any investment may rise and fall and you may
get back less than you invested. Value and income may be adversely affected by exchange rates, interest rates and other
factors. The investment discussed in this communication may not be eligible for sale in some states or countries and
may not be suitable for all investors. If you are unsure about the suitability of this investment given your financial
objectives, resources and risk appetite, please contact your financial advisor before taking any further action. This
document is for informational purposes only and should not be regarded as an offer or solicitation to buy the securities
or other instruments mentioned in it. Holland Advisors and/or its officers, directors and employees may have or take
positions in securities or derivatives mentioned in this document (or in any related investment) and may from time to
time dispose of any such securities (or instrument). Holland Advisors manage conflicts of interest in regard to this
communication internally via their compliance procedures.
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