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Dividend growth and annuity income key
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Background
Metrofile is a specialist in records storage and management, image processing,
business and IT continuity, file plan development, confidential records
destruction, paper recycling as well the sale and maintenance of a wide range
of related business equipment.

12-month target price

602c

Spot share price

480c

12-month implied total return

Our Thoughts
As fundamental investors we are always on the lookout for cheaply priced
assets that can deliver above-average returns. We believe Metrofile fits this
profile. It has consistently produced stellar results and generates good cash
year on year. Its shares are reasonably priced with a one-year forward price:
earnings ratio of 11. Below are five reasons why we think this stock deserves to
be added to our buy list.
Annuity-type income. The key attraction to Metrofile is the simplicity of its
business, which comes with highly predictable earnings. Information and
records management is based on the life cycle of a physically or digitally
recorded document. Once a document is passed on to Metrofile for backup, the
group offers infrastructure and specific services to manage each phase of the
document’s life cycle until its ultimate destruction. Once signed up, clients are
bound to stick with the same provider for a long time. Largely because of these
attributes, Metrofile operates mostly on long-term, inflation-linked contracts,
which effectively makes its record management an annuity business.
Juicy dividend yield. Metrofile offers investors exposure to a sharply growing
dividend stream with lower than average business risks. With a dividend yield of
6.25%, it appeals as one of the top dividend-paying small caps on the bourse.
We expect the company to continue with its exceptional dividend-paying policy.
Management indicated that if leverage remains within the target range of at
least 1.5 times normalised earnings before interest, tax, depreciation and
amortisation (Ebitda), it will maintain a payout ratio of at least 80%. In FY16 the
group distributed about 90% of its earnings as dividends.
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Key statistics
Market cap: 2.09bn
Price: earnings ratio: 15.74
Forward PE ratio (FY17): 11

Pricing power due to barriers to entry. Metrofile boasts a dominant share of
the South African market. Acquiring the properties and developing the
infrastructure and systems to cost-efficiently manage millions of boxes – while
providing speedy access to those records – is beyond the expertise and
financial resources of most would-be competitors. With such barriers to entry,
existing players tend to have pricing power not enjoyed in most other sectors.

Dividend yield: 6.25%

Benefit from owning properties. Metrofile owns the bulk of its 44 warehouses
or facilities in SA, with a property and asset value of well over R500m. This
investment, built up and paid for over time, enables the group to competitively
price its services without eating its margins.

Ave monthly volume: 6.4 million

Regulatory support. Current and incoming regulations support the records
management sector. The introduction of the Consumer Protection Act in 2011
and the imminent promulgation of the Protection of Personal Information Act will
compel businesses to store greater volumes of documents for longer periods.
This is likely to see more companies outsourcing record storage, management
and destruction, which will boost demand for information and record
management services.

Final results

Forward dividend yield: 7.88%
Risk: Medium
12-month high: 530c
12-month low: 370c

Financial year-end: 30 June

Latest event
Date announced: 29 August 2016

Share details
Company: Metrofile Holdings Ltd
JSE Code: MFL

These strong fundamentals are, however, watered down by the threat posed by
the growth in digital information solutions. Private industry and government
organisations are exploring paperless office solutions which might result in a
decline in demand for physical file storage facilities. Metrofile is, however,
exploring digital information solutions itself and recently adopted the One iCloud
platform as its cloud offering.

Sector: Business support services

Please refer to important disclosure at the end of this document
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Performance Review of latest results
Sensitivity analysis

Change (%)

FY15

1%

3%

5.0%

Turnover (R'm)

796

11%

721

9.7%

781

928

1 201

Operating profit (R'm)

217

6%

204

11.7%

607

686

812

Operating margin (%)

27.2%

-4%

28.3%

12.7%

542

602

693

Attributable earnings (R'm)

144

5%

138

14.7%

445

482

534

Heps (cents)

33.8

5%

32.3

15.7%

407

436

477

*Normalised results

Wacc

Terminal growth

*RESULTS IN BRIEF

This reflects the sensitivity of our forecasts
to assumptions of the terminal growth rate and
the weighted average cost of capital (Wacc).
The highlighted cell shows our target price in cents.

FY16

Normalised revenue for the year to end-June was 10.5% higher while Ebitda increased 6.9%
to R796m (FY15: R721m). The operating margin shrank to 27.2% from 28.3% largely due to
non-recurring costs of about R12m from head office restructuring and one-off CEO transition
costs. This translated into 4.6% growth in normalised headline earnings per share. Without
the one-off costs (R8.7m after tax), headline earnings would have been 35.8c/share,
reflecting growth of 12%.

Prospects
Global and South African economic growth will likely be subdued over the next year or two,
but information and records management is a growing niche market due to increasing
regulatory interest. We expect Metrofile to maintain double-digit earnings growth. Our
projections take the following factors into account.

Incoming regulations
support records
management
businesses

Revenue growth. We have maintained our revenue growth projections in the 8% to 16%
range over the short to medium term. While much of it will be generated organically, we
expect the contribution from acquisitions to increase. Given Metrofile’s pricing power and the
fact that most of its contracts within the records management division, which accounts for
about 78% of group revenue, are inflation-linked, its short- to medium-term growth can be
estimated with reasonable certainty.
Margin expansion. Metrofile’s operating margin has oscillated consistently between 27%
and 29% over the past six years. We expect FY17 to show a significant improvement,
benefitting if the once-off costs that affected FY16 results fall away. In the medium to long
term, we expect the operating margin to move towards the upper end of the range,
benefitting from cost dilutions from revenue growth and synergies from acquisitions.
Acquisitions. In 2008, Metrofile began expanding into Africa and the Middle East. It entered
the United Arab Emirates through the acquisition of eFile Masters, an imaging and
information management company. Last year it acquired shareholdings in Document Bank
Botswana, Al Bidda Metrofile (Qatar), Lexie Legal Services (South Africa) and eFile Teejan
(Oman). With management determined to continue pursuing acquisitions, we see them
becoming an important component of Metrofile’s growth. As acquired businesses are
bedded down, synergies will be unlocked.
Capital expenditure. Metrofile is investing heavily in infrastructure expansion including the
development of new facilities and new equipment. In FY16, capex of R73.6m was incurred
and the company is lining up another R130m for this financial year. While this might put
pressure on the balance sheet and competes directly with dividends, we believe it will
enhance earnings as more revenue is generated from owned rather than leased facilities.

Valuation
After applying our earnings estimates, our discounted cash-flow model yields a fundamental
value of R602/share. The fundamental value is 25.3% higher than Metrofile’s’s current
share price, which warrants a buy opinion. We used a long-term growth rate of 4% and
discounting factor of 12.72%.

Bull Factors




Simple business model with highly predictable earnings
Sticky customer base
Business model well placed to take advantage of changing regulations.

Bear Factors


Growth in digital information solutions poses a threat to the traditional methods of records
management
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Financial forecasts summary:
Operating profit (R'm)
Net operating profit after tax (R'm)
Working capital changes (R'm)
Capital expenditures
Unlevered free cashflows (R'm)
Headline earnings per share (cents)
PER (times)
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2016A

2017E

2018E

2019E

216.7
158.9
-41.2
-72.1
76.5
33.8
14.2

253.5
182.5
-47.8
-74.6
96.8
39.7
12.1

283.9
204.4
-54.0
-77.2
109.7
44.5
10.8

318.0
229.0
59.4
-79.9
246.6
50.0
9.6
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Intellidex Disclaimer:
This research report was issued by Intellidex (Pty) Ltd. Intellidex aims to deliver impartial and objective assessments of securities, companies or
other subjects. This document is issued for information purposes only and is not an offer to purchase or sell investments or related financial
instruments. Individuals should undertake their own analysis and/or seek professional advice based on their specific needs before purchasing or
selling investments. The information contained in this report is based on sources that Intellidex believes to be reliable, but Intellidex makes no
representations or warranties regarding the completeness, accuracy or reliability of any information, facts, estimates, forecasts or opinions
contained in this document. The information, opinions, estimates, assumptions, target prices and forecasts could change at any time without prior
notice. Intellidex is under no obligation to inform any recipient of this document of any such changes. Intellidex, its directors, officers, staff, agents
or associates shall have no liability for any loss or damage of any nature arising from the use of this document.

Remuneration
The opinions or recommendations contained in this report represent the true views of the analyst(s) responsible for preparing the report. The
analyst’s remuneration is not affected by the opinions or recommendations contained in this report, although his/her remuneration may be affected
by the overall quality of their research, feedback from clients and the financial performance of Intellidex (Pty) Ltd. Intellidex staff may hold positions
in financial instruments or derivatives thereof which are discussed in this document. Trades by staff are subject to Intellidex’s code of conduct which
can be obtained by emailing mail@intellidex.coza. Intellidex may also have, or be seeking to have, a consulting or other professional relationship
with the companies mentioned in this report.

Guide to recommendations
A buy recommendation is made where the target price is 10% above the current price, a sell when it is 10% below the current price, and a hold
recommendation when it is within 10% of the current price. The risk measure is a subjective determination guided by the beta of the share price.
We also examine the financial and operating leverage of the business. ©This document is copyrighted by Intellidex (save for information contained
in this document provided by third parties which may be copyrighted to them) and may not be distributed in any form without the express prior
written permission of Intellidex.

Absa Stockbrokers disclaimer
This research note is prepared for Absa Stockbrokers (Pty) Ltd and / or Absa Portfolio Managers (Pty) Ltd ("Absa ") by Intellidex (Pty) Ltd, a company
registered in South Africa, registration number: 2008/005881/07 (“Intellidex”). Intellidex is an independent company contracted to Absa.
The views expressed in this note are those of Intellidex and/or its analysts and are not necessarily the views of Absa or any officer or agent
thereof. The information contained in this communication does not constitute an offer or the solicitation of an offer to enter into any transaction for
the sale or purchase of any security, nor does it constitute any recommendation, guidance or proposal to enter into any transaction for the sale or
purchase of any security. The information is provided for illustrative purposes only and is not guaranteed. Absa does not represent or warrant that
the information contained in this report is true or accurate and no undertaking (express or implied) is given and no responsibility nor liability is
accepted by any member of Absa or its employees and agents, as to the accuracy of the information contained herein. Past performance is no
indication of future performance. While every effort has been made to ensure the accuracy of the above information, Absa does not accept any
liability or responsibility for any loss, damage or expense incurred in relying on the above information or in the use thereof, nor makes any
representation as to the accuracy or completeness of the above information. All opinions, estimates and findings contained in this document may
be changed after distribution by Intellidex at any time without notice.
This document has been prepared in accordance with local regulations which may differ from the requirements of US, UK and European
regulations. In distributing this research to you, Absa do not hold this out to be impartial (objective) as it may have been prepared by persons who
may be exposed to conflicts of interest.
You should be aware that this document might have been originally disseminated by Intellidex to its clients other than Absa. As such, employees
and clients of Intellidex and any persons connected with it may have had the opportunity to act upon the information contained in this document.
The recipients of this document are urged to seek independent advice about the securities and investments referred to in this document.
Absa Stockbroking and Portfolio Management is made up of:
Absa Stockbrokers Pty Limited and Absa Portfolio Managers (Pty) Ltd.
Absa Stockbrokers (Pty) Ltd is a Member of the JSE Equity Market and a Registered Credit Provider Reg No. NCRCP68, an Authorised Financial
Services Provider with FSP No 45849.
Absa Portfolio Managers (Pty) Ltd trading as Absa Asset Management Private Clients, an Authorised Financial Services Provider, License No. 552.
Content for non-US residents only.
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FAIS Notice and Disclaimer:
This brochure/document/material/report/communication/commentary (“this commentary”) has been prepared by Absa Stockbroking and Portfolio
Management.
Absa Stockbroking and Portfolio Management has issued this commentary for information purposes only and you must not regard this as a
prospectus for any security or financial product or transaction. We do not expressly, tacitly or by implication represent, recommend or propose that
the securities and/or financial or investment products or services (the “Products”) referred to in this commentary are appropriate and/or suitable for
your particular investment objectives or financial situation or needs. This commentary is not, nor is it intended to be, advice as defined and/or
contemplated in Financial Advisory and Intermediary Services Act, 37 of 2002 (“FAIS”), or any other financial, investment, trading, tax, legal,
accounting, retirement, actuarial or other professional advice or service whatsoever (“advice”). All the risks and significant issues related to or
associated with the Products are not disclosed herein and therefore, prior to investing or transacting, you should fully understand the Products
and any risks and significant issues related to or associated with them. This commentary is neither an offer to sell nor a solicitation of an offer to
buy any of the Products, which shall always be subject to our internal approvals and the execution of all requisite documentation.
You have to obtain your own advice prior to making any decision or taking any action based hereon and we, our affiliates, officers, directors,
partners, or employees (in whose favour this constitutes a stipulation on behalf of another) do not accept any liability whatsoever for any direct,
indirect or consequential damages or loss arising from any use of or reliance on this publication or its contents, and irrespective of whether or not
you have obtained independent advice.
Should you be a consumer in terms of the Consumer Protection Act No 68 of 2008, as amended, (i.e. a natural person or an entity with an asset
value and annual turnover below R2m), then the above provisions limit and exclude the liabilities which we will have towards you and also place
obligations on you.
Absa Stockbroking and Portfolio Management is made up of:
Absa Stockbrokers Pty Limited and Absa Portfolio Managers (Pty) Ltd.
Absa Stockbrokers (Pty) Ltd is a Member of the JSE Equity Market and a Registered Credit Provider Reg No. NCRCP68, Absa Portfolio
Managers (Pty) Ltd, an Authorised Financial Services Provider with FSP No 552.
Absa Portfolio Managers (Pty) Ltd trading as Absa Asset Management Private Clients, an Authorised Financial Services Provider, License No.
552.
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