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approach with the FirstRand board and management to formulate long-term strategy, 

capital allocation, orderly and transformative succession planning, to foster 

modernisation of the portfolio and to provide stakeholder stability and comfort in the 

shareholder base; 

 u the founders of RMH, namely Messrs GT Ferreira, Laurie Dippenaar and Paul Harris 

who have been able to consistently identify the next generation of financial services 

entrepreneurs and leaders and have instilled an ‘owner manager’ culture to facilitate 

growth in FirstRand ensuring that this ethos continues, notwithstanding the fact that 

none of the founders have held an executive position in the group over the last 

ten years; 

 u our well demonstrated M&A capability and a strong commitment to responsible 

investment in growth businesses which have been utilised to assist FirstRand in significant 

investment decision-making processes such as the recent acquisition of Aldermore plc. 

RMH also played an active advisory role in the finalisation of the agreement between 

FirstRand and Discovery in relation to the DiscoveryCard joint venture arrangement; and

 u the collaboration between AlphaCode (Rand Merchant Investment Holdings Limited’s 

fintech incubator) and the Foundery (RMB’s innovation unit), FirstRand has been 

introduced to a number of innovative and next generation technology businesses. To 

date, ten innovation projects, pilots and proof of concepts have been concluded 

between FirstRand and the fintechs.

RMH measures the success of its active, value-adding portfolio management strategy to its 

stakeholders in the form of investments that can deliver superior earnings, dividend growth 

and sustained long-term capital growth. FirstRand has consistently delivered on these 

metrics and the RMH board believes that the RMH shareholding has, and continues to be, 

a positively contributing factor to this outstanding performance. 

TABLE 1:  
FIRSTRAND’S PERFORMANCE RELATIVE TO ITS MAJOR SOUTH AFRICAN COMPETITORS

Total shareholder return over years (%) Current multiples

15 10 5 3 1 ROE (%) P/E (x) P/B (x)

FirstRand 23.9% 21.9% 24.4% 16.5% 56.5% 23.6% 17.5x 3.8x

Bank A 19.6% 13.0% 18.7% 18.3% 60.7% 14.7% 14.5x 2.3x

Bank B 13.0% 14.6% 13.8% 9.7% 24.3% 14.3% 12.1x 1.7x

Bank C 18.4% 12.1% 11.6% 7.7% 40.3% 13.7% 11.8x 1.5x

Source: Bloomberg as at 28 February 2018

RMH’s influential shareholding also enables it to, if ever required, pro-actively drive 

interventions should performance decline. 

Furthermore, the RMH board approved mandate does not preclude RMH from considering 

opportunities to sell and achieve a premium for FirstRand or parts thereof, an unbundling or 

investment diversification opportunities alongside FirstRand, as the case may be, at the 

appropriate time. 

1. Introduction 
Shareholders of RMB Holdings Limited 

(RMH or the group) are referred to the 

recent trading performance of RMH’s 

ordinary shares on the Johannesburg Stock 

Exchange (JSE) relative to its underlying 

intrinsic value. 

Notwithstanding the 70% increase 

in RMH’s share price since 1 August 2017 

(up to 5 March 2018), RMH has traded at 

an average 11.6%1 discount to its intrinsic 

value since 1 August 2017, peaking 

at 17.4% on 15 February 2018.

In response to recent enquiries raised by 

certain shareholders and suggestions that 

RMH should consider unbundling its 

FirstRand Limited (FirstRand) investment, 

we have set out below the RMH board of 

directors’ (RMH board) views on some 

potential reasons for the current discount. 

2.  RMH as a long-term shareholder 
in FirstRand 

RMH is the largest shareholder in FirstRand 

with a 34.1% shareholding. RMH does not 

have a controlling company structure and 

is not regulated in terms of the Banks Act, 

94 of 1990, as it is not classified as a bank 

controlling company. 

RMH is a quality growth investor and we 

believe that our interests are aligned with 

those of the other shareholders in FirstRand. 

We have been able to achieve significant 

success with FirstRand through:

 u managing the investment on a 

decentralised basis with operational 

management devolved to the 

executives in the FirstRand 

franchise model;

 u acting as a committed, stable, 

long-term, value-adding and influential 

shareholder employing a partnership 

1.  Calculated as the RMH intrinsic value on a monthly daily average basis for the period 1 August 2017 – 28 February 2018. RMH’s intrinsic value is calculated as the 
market value of RMH’s 34.1% stake in FirstRand less net funding (R1.55bn) plus the carrying value of RMH Property (R899m), as reported at 30 June 2017. 
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4.  Qualitative considerations
The RMH board believes that there are 
additional qualitative factors to consider 
that support a normalisation of the discount: 

 u creation of financial capacity by 
RMH to invest in businesses alongside 
FirstRand, including the ability to be a 
patient and supportive shareholder for 
unlisted investments; 

 u RMH has a preferred and strategic 
view of FirstRand – with a long-term 
focus and ability to look through 
cyclical performance; and

 u RMH’s shareholding facilitates 
consistency and stability for FirstRand 
– a position that is preferred by the 
regulators and FirstRand management 
and that is in the long-term interests 
of both sets of shareholders.

3.  Potential reasons for the RMH shares trading at a discount to intrinsic value
Since 1 December 2017, RMH has traded at an average discount to intrinsic value of 13.0%. 

This compares to the three and seven-year average discount to intrinsic value of 6.8% and 

3.3% respectively.

3.1.  QUANTITATIVE CONSIDERATIONS: LIQUIDITY AND VOLATILITY DYNAMICS BETWEEN 
FIRSTRAND AND RMH

Since December 2017, South Africa has experienced a significant increase in net foreign 

flows into JSE equities driven by the positive momentum generated by Cyril Ramaphosa’s 

ascension to the Presidency. This has manifested in strong investor demand for highly liquid 

domestic cyclical stocks such as banks and retailers. The FTSE/JSE Banks index has increased 

by 35% since 1 November 2017.

FirstRand, as a highly liquid counter, has benefitted from these developments as reflected 

in its increased value traded, share price and trading multiples performance since 

December 2017. Furthermore, it has been observed that in periods of increased volatility, 

the RMH discount to intrinsic value has historically tended to widen or narrow significantly.  

In recent times, as the discount has widened, the RMH board believes that there has also 

been an increase in the buying of RMH shares to take advantage of the current levels as 

a cheaper entry point into FirstRand. Refer to annexure 2 for further analysis on the relative 

liquidity and volatility dynamics between RMH and FirstRand. 

The RMH board is encouraged by recent macro-economic and political events and the 

positive flow-through effects thereof on RMH’s underlying investments. Whilst this positive 

performance may persist in the short to medium-term, markets are inherently unpredictable.

The RMH board believes that in the longer term, liquidity and volatility, and by design the 

RMH discount to intrinsic value, are likely to normalise to historic levels. 

3.2. QUANTITATIVE CONSIDERATIONS: HOLDING COMPANY FRICTION COSTS
It is widely accepted and empirically observed that holding companies typically trade 

at a discount due to friction costs such as central head-office costs and tax.

RMH’s holding company costs (R40 million for the year ended 30 June 2017), equate to 0.5% 

of net income. A review of broker research reports suggests that RMH’s costs are lower than 

other investment holding structures and, in fact, recognised brokers that cover RMH do not 

place a discount on RMH due to friction costs in their determination of the intrinsic valuation 

of RMH.
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5. RMH Property strategy in context 
In May 2016, the RMH board approved 
a property investment strategy to create 
additional shareholder value and diversify 
RMH’s earnings base across the breadth 
of the property value chain. The property 
strategy is principally to: 

 u identify, partner and grow 
entrepreneurial and owner-managed 
businesses in line with RMH’s general 
investment ethos; 

 u invest in capital light, vertically 
integrated property companies, 
specifically with internal management 
teams that offer asset management, 
development management and 
property management skills; 

 u target unlisted opportunities; and 

 u seek to balance net asset value 
growth and yield. 

Further details of the RMH Property 
portfolio are available at www.rmh.co.za.

At present, the RMH Property portfolio 
primarily comprises development focused 
businesses with returns driven by capital 
growth. This contrasts with JSE-listed 
property companies that have portfolios 
primarily skewed towards more mature 
yielding assets with predictable cash flows 
and consistent dividends. The RMH Property 
portfolio is expected to continue to have a 
bias toward assets that provide capital 
growth in the medium-term. 

RMH will continue to follow a deliberate 
and phased approach to its property 
investments. Over the next ten years, 
RMH intends to grow RMH Property 
from R899 million (as at 30 June 2017) 
to approximately 10% of RMH’s market 
value (R10 – 15 billion). 

RMH Property’s investments will continue 
to be funded by debt raised against RMH’s 

34.1% stake in FirstRand. The debt position 
at RMH was R2.1 billion at 30 June 2017 
(R1.2 billion as at 30 June 2016, prior to 
the first RMH Property investment). 
Overall, the post-debt value of RMH 
Property is less than 1% of RMH’s current 
market capitalisation of R125 billion (as at 
5 March 2018) and is not expected to 
have a material impact on the value of 
RMH in the medium-term. 

From a cash flow perspective, RMH 
received R4.5 billion in dividends from 
FirstRand for the year ended 30 June 2017, 
relative to a small incremental funding 
cost from RMH Property that is expected 
to be below R110 million for the year 
ending 30 June 2018 – this equates to 2% 
of dividends received from FirstRand and 
should not have a material impact on 
RMH’s liquidity. When considering earnings, 
RMH accrued R8.4 billion of earnings from 
its stake in FirstRand relative to the 
R8 million earned from RMH Property 
in FY17 (before taking financing costs 
into account), and there should not be 
a material earnings impact on RMH in 
the medium term.

6. Current assessment
The RMH board is of the view that the 
recent trading performance does not point 
to a longer-term structural deviation from 
RMH’s historical discount range. 

The RMH board has considered a number 
of tactical responses to unlock shareholder 
value by reducing the discount to intrinsic 
value through various trading strategies 
and/or a share repurchase programme. 
However, it is the RMH board’s view that 
the risks associated with implementing 
these strategies (i.e. friction costs and share 
price volatility) do not currently outweigh 
their potential benefits. 

Whilst RMH Property will provide 
diversification opportunities in the 
medium- to long term, the principal value 
driver of RMH will remain its FirstRand stake 
(99.3% of RMH’s intrinsic value), with RMH 
Property providing some future optionality 
without introducing significant financial 
and funding risk. The RMH board does not 
believe that there should be any impact 
on RMH’s market value relative to the 
intrinsic value of its FirstRand stake by virtue 
of RMH Property in the near term.

The RMH board continuously assesses the 
portfolio in relation to internal and external 
corporate activity and investment and will, 
in consultation with our management 
partners, pursue opportunities that result 
in greater value creation than that implied 
in the current structure having regard for, 
inter alia, the specific requirements 
of FirstRand and RMH at that point in time.

7. Conclusion
The RMH board is committed to the current 
RMH structure which has, over decades, 
provided outstanding results for 
shareholders and has been a flexible and 
effective vehicle for corporate activity. 

This structure creates a platform through 
which value can be added to the 
underlying investments and, importantly, 
has inherent option value. 

The RMH board will continue to dynamically 
assess and optimise RMH’s strategy and 
structure on an on-going basis.

RMH BOARD OF DIRECTORS

7 March 2018
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Annexure 1

FIGURE 1: (PREMIUM)/DISCOUNT TO INTRINSIC VALUE SINCE RMI UNBUNDLINGFIGURE 1: (PREMIUM)/DISCOUNT TO INTRINSIC VALUE SINCE RMI UNBUNDLING (%)
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Average 5.1% Average 11.6%

Source:  Bloomberg, RMH financials. Based on the intrinsic value methodology used in the RMH annual integrated report and updated based on the listed value for 

RMH’s FirstRand stake

As set out above, RMH has had two distinct 
observed periods of trading post the 
unbundling of RMI in 2011: 

PERIOD 1:

RMH traded at an average premium 
to intrinsic value of 0.3% between 
4 March 2011 and 31 March 2014:

In the years prior to the global financial 

crisis (GFC), the growth ambitions of large 

international banks drove the expansion of 

their footprints into emerging markets. This 

period was characterised by a global ‘risk 

on’ appetite as developed market banks 

sought higher returns and growth outside 

of their home markets, which were 

relatively saturated. 

South African banks were net beneficiaries 

of this with the conclusion of the initial 

Barclays/ABSA investment, ICBC’s 

investment into Standard Bank and the 

failed HSBC/Nedbank transaction. 

Although RMI was unbundled after the 

major effects of the GFC had been felt, it is 

likely that RMH was still able to benefit from 

the expectation of a strategic control 

premium for FirstRand, facilitated by the 

RMH ownership structure in the run up to 

significant regulatory capital changes in 

key developed markets after 2010.

PERIOD 2:

Between April 2014 and July 2017, RMH 
traded at an average discount of 5.1% its 
intrinsic value:

In a post-GFC low global growth 

environment characterised by increased 

banking regulation and stringent capital 

requirements, developed market banks 

retreated into their home markets or 

shifted to focus on their existing core 

markets i.e. Barclay’s sell down of its Absa 

shareholding (driven by capital and other 

regulatory burdens associated with their 

emerging market exposure) and Old 

Mutual/Nedbank group (restructuring 

to focus on domestic/core markets).

RECENT:

More recently, the local industry has been 

impacted by an increased South Africa 

“country risk” premium due to heightened 

political and macroeconomic uncertainty 

which resulted in multiple sovereign rating 

downgrades from A- in 2011 to BB+ in 2017. 
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Annexure 2

Figure 2 below shows the difference in average daily volumes traded as a % of shares in 

issue (liquidity ratio) for FirstRand and RMH over various periods in the last three years.

Historically, the difference in liquidity between FirstRand and RMH has ranged between 5 – 8 

basis points.

For the 30 trading days to 29 January 2018, FirstRand’s liquidity ratio increased to 45 basis 

points (compared to 38 basis points in the previous 60-day period). This compares to RMH 

that only increased by 4 basis points to 34 basis points comparing the 60-day prior period to 

the last 30 days. In value terms1, FirstRand traded on average R20.6 billion in January 2018 

compared to R3.5 billion for RMH.

FIGURE 2: RELATIVE LIQUIDITY2 OF FIRSTRAND AND RMHFIGURE 2: RELATIVE LIQUIDITY(a) OF FIRSTRAND AND RMH

  FirstRand     RMH     Difference in average daily values traded (R billion)
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Source: Bloomberg as at 29 January 2018
1.   Reflects both local and foreign investors’ trading in RMH and FirstRand.
2.  Liquidity ratio calculated as average daily volumes traded/shares in issue. FirstRand liquidity ratio 

adjusted for RMH’s shares in FirstRand. RMH liquidity ratio adjusted for Remgro’s, Royal Bafokeng Holdings’ 
and the founders’ shares in RMH.

Since 1 February 2018, the average volumes traded in RMH have increased with the liquidity 

differential narrowing by 17 basis points to -7 basis points (i.e. RMH more liquid than 

FirstRand). In February 2018, FirstRand traded on average R25.2 billion and RMH traded R7.0 

billion in value terms. 

Furthermore, in periods of increased volatility, we have observed the discount to intrinsic 

value widening or narrowing. For example, between July 2015 and December 2015 (a 

period of heightened macroeconomic and political uncertainty leading up to “Nene-gate” 

on 9 December 2015), RMH’s discount to intrinsic value narrowed by 5.8%. Conversely, 

between November 2017 and February 2018 (on the back of the liquidity differential 

described above), RMH’s discount to intrinsic value widened from 10.5% to 14.1%.

The information contained 
in this document has been 
prepared by RMH board for 
illustrative purposes only.

No information, including any financial 

information, set out in this document 

should be construed as a trading 

update, profit forecast or estimate 

or an expectation regarding future 

performance of the company or 

prediction of market conditions 

which may impact the company. 

The information should not 

be regarded as advice nor a 

recommendation to investors or 

potential investors in relation to 

holding, selling or purchasing RMH 

shares and does not take into 

account any investor’s particular 

investment objectives, financial 

situation or needs. Before acting on 

any information investors or potential 

investors should consider the 

appropriateness of the information 

having regard to these matters and 

should seek independent financial 

advice regarding in what manner the 

information may affect their particular 

investment situation.


