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Crookes Brothers Ltd
Promising medium-term prospects
as key projects come online
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Background
Crookes Brothers produces agricultural products including sugar cane, bananas
and deciduous fruit. It has operations in SA, Swaziland and Zambia. A new
farming operation is also under development in Mozambique to produce
macadamia nuts, annual crops and bananas.

12-month target price

R55.86

Spot share price

R61.00

12-month implied return

Our Thoughts
Crookes posted some very good numbers for the year to end-February, with
strong performances from its main sugar operations as well as its banana
produce. Profit margins expanded nicely, which saw attributable earnings end
33% higher.
However, investors have not been eager to stock up on the counter – its share
price has been moving sideways since the release of the results. We think some
were discouraged by management’s cautious outlook for FY18. Management
says it expects banana and cane prices to come under pressure as production
and supply on the market recovers. Any decline on the selling prices for these
two key products will certainly hurt the bottom line. The group is also planning
large-scale replanting of drought-damaged fields in Mpumalanga. Farms in
Mpumalanga account for close to half of Crookes’ planted area, so the
replanting may curtail sugar production volumes, which will also hurt earnings.
The ongoing drought in the Western Cape, where Crookes’ deciduous fruit
operations are based, is also a major concern. When water availability is under
pressure, young trees’ growth is limited and mature trees carry less fruit. Fruit
quality is also compromised, making it difficult to turn profits. If weather
conditions do not improve this winter, the deciduous fruit operations are likely to
end FY18 in a loss-making position. This is happening at a time when the
continued strengthening of the rand against the basket of currencies of Crookes’
export destinations is also putting pressure on the performance of the division.
Largely because of these factors we see the group’s earnings coming
under pressure during FY18. We therefore change our call from buy to
hold. However, we still think the counter is a buy for long-term investors.
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Key statistics
Market cap: R976.92m
Price:earnings ratio: 15.09
Forward PE ratio (FY18): 8
Dividend yield: 2.58%
Forward dividend yield: 2.7%

Approximately R400m of assets reflected on its balance sheet are in the
development phase. The group owns about 1,800 hectares of agricultural land
on the KwaZulu-Natal south coast that is earmarked for conversion into
residential and commercial sites. Of that, 1,400ha – containing 350 developable
hectares – have already been approved for rezoning, and the first project for the
development of a lifestyle village is planned for this financial year.

Risk: High
12-month high: R70.00
12-month low: R54.00
Ave monthly volume: 35 180
Financial year-end: 31 March

There is also the macadamias project in Mozambique that is not yet contributing
meaningfully to profits, but is expected to do so soon. The group made a
sizeable investment for the development of 1,500ha of land in northern
Mozambique for macadamia nuts and other annual cash crops. Management
reported an excellent first harvest from this project but more value will come
through in due course.
Adverse weather conditions are masking the substantial value about to be
unlocked from the deciduous fruits assets. About four years ago, Crookes
acquired High Noon deciduous orchards under its accelerated expansion and
diversification programme. The purchase increased hectarage in the highly
profitable deciduous fruits division to more than 650ha. Close to half of these
orchards were replanted and are now approaching maturity. This is likely to see
a rapid increase in fruit volumes if weather conditions improve, which will also
bump up earnings.

Latest event
Final results
Date announced: 31 May 2017

Share details
Company: Crookes Brothers Ltd
JSE Code: CKS
Sector: Food producers
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The impact of these projects on Crookes’s financials will be significant. Crookes is
predominantly a sugar company, but this will change: once the above initiatives come into
full effect, we expect non-sugar operations to start dominating the group’s financials.

Performance Review
RESULTS IN BRIEF

FY17

Change (%)

FY16

664

22%

543

Operating profit (R'm)

125

73%

72

Operating margin (%)

18.8%

42%

13.3%

65

33%

49

424.1

16%

366.0

Turnover (R'm)

Sensitivity analysis

Wacc

Terminal growth

2%

4%

Attributable earnings (R'm)

6.0%

9.2%

8 051

10 828

17 074

11.2%

5 476

6 809

9 167

12.2%

4 609

5 586

7 195

14.2%

3 332

3 890

4 721

15.2%

2 862

3 297

3 920

Heps (cents)
•
•
•

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.

•

•
•

The group’s three divisions reported solid growth in revenue. The sugar and banana
operations grew 21% and 27% respectively, benefiting from higher selling prices.
Revenue from deciduous operations rose 21% despite a substantial decline in prices
driven by rand strength, among other factors.
Operating profit increased 73% despite a R10m operating loss recorded in the
deciduous fruit segment. This saw the operating margin expanding to 18.8%.
Much of that growth, however, was eaten by a massive increase in profits attributable to
noncontrolling interests of R31.3m (2016: R1.1m). As of 1 April 2016, Crookes
converted its rights to the balance of a lease over a major portion of the 2,500ha Komati
Estate to a 20-year partnering arrangement with the Mawewe community.
Headline earnings climbed 16% to 424.1c/share (FY16: 366c/share).
Cash generated from operations grew 5% to R102m (2016: R97m).

Valuation
In addition to the normal variables that affect businesses in SA such as exchange rate
fluctuations, price volatility and labour disruptions, the agricultural industry is further affected
by the vagaries of mother nature. Droughts, floods and diseases can occur with little
warning. These exogenous factors increase the forecast risk for Crookes, but its crop and
geographical diversification helps to smooth its earnings curve.

The next 12 months
may be challenging
as the group
recovers from the
effects of the drought

We value the stock using a discounted cash-flow model assuming a terminal growth rate of
3.5% and a discounting factor of 12.35%. We used a discounting factor that is slightly higher
than average to compensate for the high volatility in the group’s earnings. Noteworthy is the
group’s planned capital expenditure of R226m for FY18, which is going to be one of the
highest in recent years. This will reduce free cash flow in FY18 but will bolster earnings and
boost cash flows in the medium to long term. The group may also have to increase its
borrowings, which will affect profits. Taking these and other assumptions into account, we
arrive at a fundamental price of R55.86/share and a one-year forward price:earnings ratio of
7.8. We issue a hold opinion for its shares.

Bull Factors
•
•

Diverse range of crops that are well-spread geographically mitigate climatic, regulatory
and geopolitical risks
Increased focus on non-sugar operations likely to enhance earnings and improve
diversity

Bear Factors
•
•

Financial forecasts summary

Earnings vulnerable to exogenous factors such as weather and volatile exchange rates
Drought conditions in the Western Cape to materially affect profits

2017A

2018E

2019E

2020E

Operating profit (R'm)

125.2

125.0

180.0

196.3

Net operating profit after tax (R'm)

100.2

103.9

145.3

158.2

Working capital changes (R'm)
Capital expenditures
Unlevered free cashflows (R'm)
Headline earnings per share (cents)
PER (times)

-51.5

-56.0

-62.4

66.6

-159.0

-226.0

-120.6

-102.4

-93.1

-156.7

-10.3

169.3

27.1

786.8

1042.2

1015.5

225.1

7.8

5.9

6.0
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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, 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 does 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 with regard to 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.

3

Please refer to important disclosure at the end of this document

www.absastockbrokers.co.za

equities@absa.co.za

Tel: 0860 05 04 03

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.

4

Please refer to important disclosure at the end of this document

