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Dear Red Hot Penny Shares reader,

I'm surprised they didn't throw stuff at me or boo me off the stage...

Public speaking is tough enough when the crowd agrees with you. But in this case, the crowd was against me...

I spoke at the FSP Invest Symposium. The conference was a "who's who" of investment experts – with Warren Jeffery,
Chris Hart, Igor Marinkovic and Justice Malala.

My talk followed Chris Hart who discussed the biggest threat to your retirement right now and Justice Malala who
discussed the reality of politics in the New South Africa…

Most investors expected me to come with a dire warning of an impending stock market crash. Or some or other
worrisome event they should look out for. My message, in reality, was very positive.

I explained how no matter what challenges we’re presented with, no matter the political situation in South Africa or
economic decisions in the US, I’m still buying stocks. And if you pick correctly there’s still a lot of money to be made! 

How the crowd reinforced my investment ideas
There was no massive line of investors waiting for me afterwards. The couple of questions I got were investors poking
me for reasons why not to invest.

The crowd's lack of interest is actually a good thing... It means there's plenty of upside left in stocks.

You see, at the peak of a stock market boom, everybody loves stocks. You can't convince anyone that it's a bad time to
buy. And eventually, these people get crushed.

Based on my speech, we’re nowhere near the peak. I told the crowd why now is a great time to own stocks... And
nobody cared. Nobody wanted to hear it.

That tells me individual investors still aren’t fully invested in stocks – Yet. Before this boom is over, they will be. You
see, individual investors always end up getting sucked in and buying at the top. But for now, there’s plenty of upside
left in the stock market. So this month, we're updating our Red Hot Penny Shares investment roadmap into 2015.

Why stocks can soar till the end of 2016
In short, our new investing roadmap is simple:

The Bernanke Asset Bubble will roll on through to the end of 2016.

As regular readers know, the "Bernanke Asset Bubble" is my idea that the US will keep interest rates lower than you
can imagine, for longer than you can imagine. And that will push asset prices, like stocks and real estate, higher than
you can imagine.

That’s exactly what’s happened over the past five years. And importantly, the low-interest-rate environment in the US
hasn't changed. So we don't want to change our game plan.

Even after five amazing years, there's still plenty of upside in the stock market. Before the boom ends, the market
could move 50% higher!

Stocks can soar from here for three reasons...

• Major stock market booms typically peak at "bubble" valuations.

• History shows that stocks can do well even as interest rates go up. For instance between May 2006 and May
2008 interest rates jumped 4.5% upwards. In the same period the JSE went up by 56%!

Our investing roadmap for 2015: 
Why I’m still buying shares while the
crowd thinks our market is too high
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• We’re in a sweet spot with the world’s largest economy rapidly recovering and one of the business world’s largest
expenses (oil) at a multi-year low.

The US makes up more than a QUARTER of the entire world’s spending power. So, with its economy growing
faster it is good for exports.

More importantly with the oil price at a five year low economies the world over will receive a boost. Transport
costs for goods are down – Meaning more profit for producers and retailers. People like you and I will spend less of
our income on fuel and more on products sold by retailers – Meaning even higher growth.

So if you agree with me on these three things pushing stock markets higher in 2015 and 2016, where should you invest?

The top investment spots for your money in 2015
1. The most important aspect – offshore income. Let’s face it – The rand has gone to pot. And I don’t see the rand
strengthening in the coming year. So – Invest in companies that generate money offshore. The more the rand weakens
the more money these companies make in rand terms. Shares to look out for in our current portfolio are Santova and
Merafe.

2. Invest where the money is – In up and coming consumer’s pockets. One of the biggest investment trends South
Africa has ever seen is taking place as we speak. The emergence of a new consumer class. Minimum wages are on the
up and so are wages for unschooled workers. That means more money in the pockets of the largest portion of South
Africa’s population. Invest in the companies that these people use every day – telecoms, banks, housing, retail, and
healthcare. Afrocentric and Sovereign Foods are great examples of companies operating in this emerging consumer
space. So are both the shares I’m tipping this month. But more on them later…

3. Cheap oil will stay around for longer. The oil price is at a five year low. It’s down 39% in six months!

As I’ve explained before, the low oil price is thanks to low interest rates. Low interest rates in the US allowed
companies to rack up amazing amounts of debt to do exploration and open up new oil wells.

Now the US has become a net exporter of oil since being a net importer five years ago.

Their manic drilling – They have completed perhaps 20,000 new wells since 2010, more than ten times Saudi Arabia’s
tally – Has boosted America’s oil production to nearly 9 million barrels a day (b/d). That is just 1m b/d short of Saudi
Arabia’s output. 

And as we’re speaking Saudi Arabia and the other large oil producing nations is still cutting their prices to try and retain
market share against the new production entering the market. I expect the low oil price will stay around. And this will help
the economy and many companies that have oil as one of their main expenses – Think of Comair for example…

Everything won’t be moonshine and roses – You need to watch out for the
‘potholes’ along this road

What you need to remember though is even with things looking positive and strong investment trends in place there are
a couple of things to look out for:

• The lights will go out more than you can imagine. As I was writing this month’s issue I was plagued by two
hours of load shedding from 08:00 till 10:00 in the morning and then two more hours from 16:00 till 18:00 in the
evening. It’s been going on for two weeks now. And I don’t expect it to stop.

While Eskom’s woes create opportunities they also destroy them. A shortage of electricity reduces growth opportu-
nities and could hurt the production of resources companies.

• Interest rates in South Africa will rise some more. I expect interest rates in the US and Japan to stay low. But in
anticipation of their rise in 2016 our rates will go up this year. My expectation is another 0.75%. The 15-year average
interest rate is 12.5%. We’re at 9.25% currently – So a target of 10% by end 2015 is still low. But even a 0.75%
increase in interest rates will hurt highly geared companies. So stay clear of the companies that are overly indebted…

So there you have it. My investment outlook for 2015, my investment roadmap and the threats you should look out for.

Now, let’s get into the first two hot share tips I’ve got for you in 2015!

Here’s to unleashing real value

Francois Joubert
Chief Investment Strategist, Red Hot Penny Shares
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Now that’s how you do business. Calgro M3 (JSE: CGR) just bought a 50% stake in a major development from
Esor for only R500.

Developments like this don’t just happen to fall into your lap. They require extensive market research,
planning and negotiating. Experts need to be consulted, and government needs to be convinced.

But for Calgro – This project, the profits from sales and the handsome management fee has pretty
much fallen in its lap with a tiny R500 acquisition fee… And with it comes a lot
more profits to Calgro’s bottom line, and the all-important ‘order book growth’
most investors look for in a company.

This deal is really important… You can figure out for yourself the significance of
a R1 billion company signing a R2 billion deal with only R500 cash… So how
did Calgro do it, and what profit do you stand to make?

How on earth did Calgro get this big deal so cheap?
It all starts with Esor. You see, a year ago a large international company bought a
big chunk of Esor Franki (the Franki bit) – Leaving the company as Esor. Part of
the deal was that Esor wasn’t allowed to compete in the areas Franki operates in.

Esor received a boatload of cash for the deal. But it was left with an uninspired
business in need of growth.

In its search for growth it was instantly hooked by the low cost housing sector.

You see, in 1996 there was 1.4 million shacks or informal houses in South
Africa. By 2011 this number grew to 1.9 million. That’s during the same time
that government built around 2.5 million new houses for people.

The fact is the low cost housing sector is still growing at a staggering rate.

Esor saw this and acquired the Diepsloot East development in March 2014 to
take advantage of the trend.

One man’s folly is another man’s gain
How this company just bought a
R2.1 billion property development
for R500! 

Ins ide :
A R2.1 billion deal
for R500 could make
you rich!       

Page 1

Pocket 127% gains
from this once in 
80 year opportunity 

Page 3

The most valuable
investment secrets
you’ll ever learn   

Page 6

YOUR DIRECT LINE TO SA’S HOTTEST SHARE TIPS

News announcement – Acquisition by Calgro M3
Calgro M3 is pleased to announce that it acquired a 50% stake in Esor’s Dieplsoot East residential housing
development.

Calgro acquired this 50% stake and the contracts for project management as well as implementation of the project
that will include a management fee.

The total cost of this acquisition is R500 (Five hundred rand).

26 November 2014

Buy
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The problem is that
Esor only has R50
million in the bank
and lost around R24
million in the past
six months. To
exacerbate the
problem Esor is also
inexperienced in the
low-cost housing
sector…

And that’s where
Calgro comes in…

Calgro has around 
three times more
cash in the bank
compared to Esor. It
generated R82
million in profits
during the past six
months and its
experience in the
low cost housing
market allowed it to
grow profits every
year for the past
four years!

So, out of
desperation, Esor
sold 50% of its
share in the
Dieplsoot project
to Calgro for
R500. But, it saves
the project for Esor
by bringing in a
partner with know-
how, funds and
experience in
making big
projects like this
work…

And as I said –
This deal will help
push Calgro’s share
price to R16 in the
next six months!

There’s even more behind Calgro’s
immense growth potential

Calgro is a R1.2 billion company. So this R500 deal to
acquire half of the R2.1 billion company is big in
Calgro’s books.

But there’s even bigger potential waiting for the

company…

You see, at this stage
estimates are that the
shortage of houses in
the affordable
housing market alone
is nearly one million
homes. Add to this
the shortage in GAP
and RDP homes and
the shortage passes
into the 2.5 million
level…

Add to this the fact
that government has
approved funding for
Human Settlements
Development of 
R70 billion for this
year alone, and you
can understand 
that there’s a lot of
room for growth, as a
lot more houses will
be built.

The backlog in
housing is still far

from filled.
Demand is
insatiable. Calgro’s
project pipeline is
around 40,000
houses 
with a value of 
R17 billion –
Excluding the
Diepsloot project!

The fact is that 
just a portion of
this project 
pipeline is enough
to make Calgro
shareholders a lot
of money.

And based on the
massive amount of projects the company has lined up,
and its growing cash balance I expect it’ll be able to
grow its earnings per share from the current 83cps this
year to about 112cps and about 159cps by the end of
2015. Now currently the share is trading on a PE of
10.54, so with earnings at 159cps its price target could
be 1762c by 2015…

Buy Calgro M3 below 1150c and see the share shoot
up to 1762c within the next six months!

2

Calgro’s massive pipeline of projects will see it
grow well into the future

Project Total No of Total 
Units in estimated 
project project revenue

Fleurhof 10199 R 3,700,129,600.00
Jabulani CBD 3881 R 1,107,855,593.00
Jabulani Hostels 563 R 240,000,000.00
Scottsdene 2624 R 898,597,066.00
Brandwag 1051 R 230,500,000.00
Witpoortjie 2023 R 750,364,000.00
Belhar 3614 R 1,044,315,000.00
South Hills 5161 R 1,521,872,870.00
Vista Park 5320 R 1,649,211,132.00
Namibia Otjomuise Phase 1 2523 R 812,000,000.00
Namibia Otjomuise Phase 2 1400 R 450,574,713.00
Maitland 136 R 63,600,000.00
Summerset Place 466 R 300,278,571.00
Kwa Nobuhle 1399 R 3,733,333,333.00
La Vie Nouvelle 394 R 499,000,000.00
Totals 40754 R 17,001,631,878.00

Profits! – Profits have grown 516.91% since 2011, and I expect
massive growth still to come – hold on for the ride! 

Open Communication! – Management’s openness with strategy
and challenges in the business is a plus as it makes the job of
managing the share’s risk much easier because we know what to
expect!

Wow Factor! – Buying a R2.1 billion project with a mere R500 –
talk about massive return on investment!

Assets! – Calgro’s consistently grown its cash in the bank, it’s
assets are increasing and its stock of nearly completed houses is
at a high, ready to be sold and generating a big income for the
company this coming year!

Calgro M3 Holdings
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This month’s recommendation is by far, the best
opportunity to come across my desk in the past year.

You’ve probably heard of companies such as PPC, NPC
and Lafarge. There’s nothing special about these huge
cement producers. Sure, they’re well-known market
giants and they’ve dominated the cement industry for a
century now.

But what most people don’t know is, they haven’t built
a new cement plant in the country for 80 years now.

Sure, they’ve upgraded existing ones. They’ve spent
billions to try and modernise old ones. But essentially
they’re still running 80 year old technology.

And that’s where today’s tremendous opportunity 
comes in.

It’s in a company called Sephaku. Now, Sephaku has
spent billions in the past couple of years building two
new cement plants.

While most investors have never heard of this company
I’m sure you’ve heard of Aliko Dangote. He’s Africa’s
richest man. And he’s also the financial backer that
allowed a small company like Sephaku Cement to build
the cement plants that are challenging the ageing South
African industry.

You see, they’ve built state of the art factories, the first
new ones in 80 years! These plants will produce cement
at a much lower cost thanks to their technological
advantage compared to the likes of PPC…

In fact, as we speak this tiny
company is coming from nowhere and
grabbing a 16% share of the South African
cement market!

Sephaku unsettled PPC to such a degree
that it’s now: “right-sizing our Riebeeck 
operation and deferring our plans to modernise it until
market conditions justify the R1,3 billion investment
required”.

Investors loved PPC for years, and its pricey shares
reflect it. Going forward, they’re not your best bet for
triple-digit gains though.

PPC has now realised spending R1.3 billion to
modernise an ageing plant won’t help it retain market
share. It’s metaphorically throwing in the towel.

Thanks to antiquated competitors
Sephaku will steal massive market

share in 2015
Sephaku completed building two new cement plants in
the past year.

The first is the Delmas plant, in Delmas Mpumalanga.
The second is its Aganang plant near Lichtenburg,
North West.

The first plant is set to produce 1.4 million tons 
of cement a year with the second set to produce 
1.1 million tons a year.

What makes this 2.5 million tons a year production

This tremendous ‘once in 80 years’
investment opportunity is ripe for
127% gains this year!

Buy

The Facts : Calgro M3 Holdings  

Short name : Calgro

Sector listed : Heavy Construction

Ticker symbol : CGR

Buy range : Buy below 1150c

Share price at 11 December 2014 : 1090c

Target : 1762c in 6 months

Expected gain : 61.5% 

PE : 11.6

Market cap : R1383 million

Calgro is heading for the sky

Calgro is going exponential!
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very significant is the fact
that South African cement
production is around 
14.9 million tons.

The first cement was sold
from Sephaku’s Delmas
plant at the start of 2014.
By September 2014 the
plant was running at 80%
of its capacity.

It should hit 100% in 
the coming months. And
as it does, Sephaku will
also get its Aganang
facility to ramp up
production towards the
100% mark.

How do I know that 
the company will be able
to sell 2.5 million tons of cement into our market?

Well, it’s based on price domination.

As I told you, there hasn’t been a new cement plant
built in South Africa since 1934. Existing companies
are using old technology. They need to constantly spend
money on upgrading and modernising their ageing
plants.

That means their costs are sky high.

Sephaku on the other hand is running state of the art
technology.

It’s got brand new plants set up and its production costs
are the lowest in the industry.

Most importantly though, Sephaku will pass on these
cost savings to consumers.

How do I know this?

Well, through a typical retailer Sephaku sells its 42.5N
cement at R72. PPC sells the same cement for R92.
That’s a R20 difference.

Now I won’t speak for you – But if I was a builder and
I could get a quality locally produced product at 19.5%
cheaper than its competitor’s product it’s really a no-
brainer which one I’d pick…

In fact, Sephaku’s product proved so popular it’s 
gone from selling R206 million cement from 
1 January 2014 till 30 June 2014 to selling R309
million of cement between 1 July and 30 September
2014.

That means Sephaku sold 50% more cement in the last
quarter than it did in the six months before that!

My expectation is that by March 2015 the company will
hit R1.78 billion in revenue…

Housing for the
masses will drive
cement demand
and share price

gains
I’ve just told you that
companies like Calgro
have nearly insatiable
demand for new, low 
cost, and affordable
housing.

And as they build
thousands more 
houses there’ll be 
massive demand for
cement.

Think of a small, 
80 square meter RDP

house. Two bedrooms, two bathrooms a lounge and a
tiny kitchen.

This house needs seven tons of cement to be built.

Now consider this:

Calgro has a project pipeline of 40,000 houses. That’s
280,000 tons of cement.

But Calgro is only a single player in this big market.
FNB, Absa, and Standard Bank are all involved in
similar projects.

And even these are only the tip of the iceberg. In the
past decade government has given housing to around
2.5 million people.

But estimates are that there are around 12 million
people that are still without housing.

If one house is built for every four of them we’re
looking at an additional 25 million tons of cement alone
that will be needed to build these houses! 

And that’s excluding the cement that would be needed
to lay foundations for roads, hospitals, schools, and
shopping centres to serve all of these new housing
communities…

Simply put – Any company coming into the cement
market at the RIGHT PRICE shouldn’t find it difficult
to sell their product.

Demand is there. It’s growing. In the past year 
it’s estimated that cement demand grew by 
800,000 tonnes.

And with government pledging to spend more on actual
infrastructure and less on pencil pushers our R4 trillion
infrastructure plan for the next decade will surely see
cement companies sell millions of tons of cement to
builders…

Get your latest Red Hot Penny Shares tips by SMS: Contact customer services on 086 111 4365 to register
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Profits! – Sephaku’s rapidly growing revenues and
profits with its Metier business doing 34% growth
just in the past six months! 

Open Communication! – Management had a clear
plan with its two new cement plants,
communicated it to the market, and executed
without delay.

Wow Factor! – It’s the first time in 80 years that the
big cement giants are being challenged. With low
production costs as a competitive advantage
Sephaku will wreck its competitors! 

Assets! – Sephaku Cement’s spent R3.66 billion on
its new cement plants – Now it’s time to start
reaping the benefits.

Sephaku Holdings
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It’s only a matter of time before
Sephaku will be coining it

Sephaku’s come from a company without any revenue a
year or two ago to where it produced R309 million in a
single quarter. Now it needs to do two things to hit a
massive payday:

1. Increase Delmas production from 80% to 100%

2. Successfully grow Aganang production towards
100% in the coming year

The company has shown great success in taking Delmas
from start-up to its current 80% production level.

It’s also had no problems selling its cement – Thanks to
its massive cost competitiveness.

So I don’t foresee any problems for the company in
ramping up production at Aganang in the next six
months either.

But there’s another profit booster behind Sephaku as
well.

A while ago Sephaku bought a company called Metier.
Metier sells ready-mix concrete.

This acquisition has been a massive success.

Metier grew revenues by 34% in the past six months
and its earnings are now at R77.5 million compared 
to around R38 million profits it made during 2013.

That’s why I rate Sephaku as a buy, at today’s R6.80
you’re looking at a 127% gain!

I’m expecting this target price to be reached by middle
2016.

So make sure you buy Sephaku (JSE: SEP) below 
R7 to see 127% gains in the next 18 months.

The Facts : Sephaku Holdings  

Short name : Sephaku

Sector listed : Construction Materials

Ticker symbol : SEP

Buy range : Buy below 750c

Share price at 11 December 2014 : 690c

Target : 1563c in 18 months

Expected gain : 127% 

PE : -96

Market cap : R1349 million

2015 is the year that brings everything together for Sephaku

After a year of 
sideways Sephaku is going UP
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Are you missing out on 
vital portfolio updates?

Every Tuesday, I send out a weekly Red Hot Penny Shares email update to let you know about any crucial happenings
in the market and how they affect the shares in our portfolio. I cover cautionary announcements, impending results,
changes in management and, most especially, tell you the reason behind the moves you’re seeing in the share price. 

These alerts have a second, crucial role. 

If, for example, a share’s fallen dramatically, I let you know it’s time to sell.

It’s vital that you receive these emails.

So if you’re not already signed up to receive your weekly email alert, send your email address to rhps@fsp.co.za with
the subject line “Please put me on the RHP alert list”. And remember, if there are any changes to the portfolio during
the month, I’ll also send you an SMS. 

If you only do one thing this month,

make sure youʼre on this list
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Today, I’m going to show you one of the most important investment lessons you’ll ever learn...

Let’s start with the big secret... The truth about how the father of value investing, Benjamin Graham, made his
millions...

Most people know Graham literally wrote THE book (or books) on how to invest: “The Intelligent Investor” and
“Securities Analysis”.

Likewise, most people know he was a successful investment manager that got very rich because of his investing skill.

That’s all true.

But most people don’t know how Graham got rich
It all boils down to a company called GEICO.

For most of his career, Graham avoided buying insurance companies and never put more than 5% of his portfolio into
any individual security. But in 1948, at the age of 54, Graham decided to allocate 25% of his portfolio into insurance
firm GEICO. He bought 50% of the company for $712,000.

By 1972, Graham’s stake in GEICO was worth $400 million. He made more than 400 times his money in 25 years. It
wasn’t a lifetime of careful value investing that made Graham a wealthy man... It was an investment in GEICO.
Graham made vastly more money in GEICO than he made in all of his other investments combined. About 10 years
after buying GEICO, Graham had made so much money that he quit investing altogether and closed his fund.

The success Graham had with GEICO led Warren Buffett – Who was Graham’s student at Columbia University – 
To study the company intensely. In January 1951, Buffett famously visited the company’s headquarters on a Saturday,
knocking at the front door until a janitor let him in. After speaking with GEICO executive Lorimer Davidson for four
hours, Buffett put 65% of his savings in GEICO’s stock – A stake worth about $10,000.

He wrote up the stock for his clients in a report titled “The Security I Like Best”. The next year, Buffett sold his
position for a 50% gain or so.

Buffett proves you’re never too old to become rich!
Buffett didn’t own GEICO shares again until 1976. 

You see, in the years preceding 1976, GEICO’s management put the company on the wrong course. The company 
was in trouble and was in need of a turnaround. It got a new management team and after Buffett met with them in
May 1976, he was impressed. Buffett believed the turnaround at GEICO would be successful. It’s a little ironic,
because Buffett is famous for refusing to invest in turnaround situations. He says most turnarounds “don’t”. But in
this case, he’d been following the company closely for 25 years... And determined it was the best business he had 
ever found.

He got to know the CEO. He knew he could personally provide the financing required. That’s a much different
situation than you or me buying shares of a cheap stock and hoping it goes back up.

Buffett began to buy huge blocks of GEICO shares. He later provided a huge amount of capital, $75 million, to the
company through a convertible bond.

Buffett’s money helped save GEICO. By 1980, he owned one-third of the company. GEICO represented 31% of
Berkshire Hathaway’s equity portfolio at the time. Like his mentor Ben Graham, Buffett was now poised to make
tremendous profits. He had allocated a huge portion of his net worth into the best business he had ever found.

By 1985, GEICO represented 50% of Berkshire’s portfolio.

By 1994, Berkshire had received $180 million in dividends from GEICO – Seven times more money than Buffett
spent on buying the stock. Finally, in 1995, Buffett bought the remainder of GEICO that Berkshire didn’t own for 
$2.3 billion. By that point, Buffett had earned 48 times his initial investment in the company!

The most valuable investment
secrets you’ll ever learn
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Today, GEICO is worth 400 times what Buffett paid for it...

Think about that, a R10,000 investment could be worth R4 Million!

So what are the secrets you should learn from these great investors?
Investment Secret #1 – A lifetime of great investments won’t make you rich

The secret isn’t trying to find a winner every time you invest. Not even a lifetime of great investments will make you
rich – sure they’ll make you a lot of money. But they won’t make you RICH. What you actually need is a lifetime of
decent investments and more importantly – You need to find THE ONE and hold on to it.

You need to find that one investment that’ll go from zero to hero. A company with the performance Mr Price, Invicta,
or Shoprite has had in the past decade.

Because a string of good investments will grow your portfolio faster than inflation. But holding on to that one really
incredible investment will change your life forever!

Investment Secret #2 – Dividends are much more powerful than you realise...

In less than 20 years Buffett was receiving SEVEN TIMES his capital in dividends from GEICO.

Imagine that! You’re 40 years old today. You put R10,000 into a single share. By the time you’re 56 you get R70,000
JUST IN DIVIDENDS from the company per year!

Think that’s impossible?

I don’t.

There’s no reason you can’t do the same – Even if you’re older than 50.

Don’t forget: Graham bought GEICO when he was 54. And Buffett’s best investment ever was in Coca-Cola. He
started buying the blue-chip soda brand after the 1987 collapse. He was 57 years old when he made that investment.

My advice: Keep a list near your computer or on your desk. When you come across a truly great business – A
business that enriched investors for decades – Write down the name. Read its annual reports. Follow its progress. Get
to know the business like you know your siblings or your spouse. See how the company responds in good times and
bad times. Then... Wait for the market to give you a great opportunity to buy the stock.

Current shares like this in our penny share portfolio, ones I would buy and hold for BIG, long run gains are shares
like Zeder, Afrocentric, Adapt IT and perhaps even Torre.

Red Hot Mailbag Your questions answered

If you have any investment questions that need answering
make sure to ask them on the Investorsclub.co.za
website. If you tag my name with your question I’ll give
you an answer personally. Alternatively I’ll answer your
question in the Red Hot newsletter or the weekly 
E-Alert!

Question: “Francois, should I be weary of companies
doing a lot of share buybacks? What about companies
that issue new shares or do rights offers?” – Quintin

Answer: Share buybacks can be good or bad. It really
depends on the company’s situation.

Think back a year to a year and a half, Village Main Reef
did share buybacks at a high share price while it was
struggling to make profits. Soon thereafter the share price
dropped.

That means Village effectively ‘made a loss’ trading its
own shares.

On the other hand Afrimat and Onelogix both do share
buybacks very effectively. Both these companies are
sustainably profitable. On a yearly basis, when their
shares stagnate or pull back they buy them at attractive
levels using a portion of the company’s profits. So, if the
share price rises it means the company effectively profits
from the ‘trade’. These good share buybacks also
increase profits per share, again boosting the share price
even more.

So you need to evaluate these share buybacks on a
company-by-company basis because they can be good or
bad.

What about companies that issue new shares or do rights
offers?

New share issues and rights offers mean the number 
of shares the company has increases. So, your piece 
of the pie (if you keep the same number of shares)



Make big money from small stocks in 12 months or less!

Red Hot Penny Shares

RECOMMENDATION
Name Sector Ticker Tip Date Tip Price (c) Recent Growth Target Risk level Signal 

value (c)

AAdapt IT Holdings Technology ADI Nov-14 665 814 22.41% 960 Low Buy
Aqaurius Platinum* Platinum Mining AQP Mar-14 394 244 -38.07% 720 High Buy
Afrocentric 
Investment Corp Healthcare&Services ACT May-12 280 535 91.07% 912 Medium Hold
Amecor Electronic Equipment AER Aug-14 300 275 -8.33% 520 Medium Buy
BSI Steel Industrial Metals BSS Jan-14 66 55 -16.67% 140c Medium Buy
Calgro M3 Holdings Heavy Construction CGR Jan-15 1090 1090 0.00% 1762 Medium Buy
Command Support Services CMA Jun-10 27 27 0.00% 50 High Suspended
Comair Travel and Leisure COM Dec-14 442 487 0.00% 926 High Buy
Conduit Capital Ltd Financial Services CND Mar-13 140 159 13.57% 315 Medium Buy
CSG Holdings Support Services CSG Aug-14 165 220 33.33% 346 High Buy
Datacentrix Technology DCT Oct-14 400 337 -15.75% 740 Low Buy
Interwaste Holdings Waste and Disposal 

Services IWE Oct-13 90 132 46.67% 180 High Hold
Jasco Electronic 
Holdings Electrical Equipment JSC Nov-12 142 77 -45.77% 165 High Hold
Keaton Energy General Mining KEH Sep-11 245 234 -4.49% 755 Medium Buy
Merafe Resources General Mining MRF Dec-12 66 91 37.88% 256 Medium Buy
Rolfes Technology 
Holdings Specialty Chemicals RLF Oct-13 558 330 -40.86% 800 Medium Buy
Santova Logistics Ltd Industrial Transportation SNV Feb-14 116 269 131.90% 207 Medium Hold
Sephaku Holdings Building Materials SEP Jan-15 690 690 0.00% 1589 Low Buy
Sovereign Food Food Producers SOV Jul-14 715 825 15.38% 1350 Medium Buy
Torre Industries Industrial Goods and 

Services TOR Jun-14 270 395 46.30% 385 Medium Hold
Wescoal Basic Materials WSL Apr-14 193 190 -1.55% 478 Medium Buy
Zeder Investments Specialty Finance ZED Mar-14 400 714 78.50% 672 Low Hold

NOTE: Recent values taken at market close on 11 Decvember 2014

*Aquarius Platinum share price adjusted for Rights Issue
Please note that even though I do supply risk levels, ALL the shares I tip have incredible profit potential. In order to practice good money mangement and limit risk
in your portfolio, I suggest you adjust the weighting of your holdings according to the risk level I publish. They are purely a guideline. For reporting purposes, the
Red Hot portfolio is equally weighted.

Red Hot Penny Shares PowA!PowA! Portfolio
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becomes smaller. That means fewer dividends and fewer
profits.

But, it’s never that simple in the share market is it?

When the company issues these new shares it gets money
for them. And at the end of the day it’s all about what the
company uses this money for that matters.

For example: Torre Industrial Holdings has done a couple
of rights offers in the past two years. But they’ve been
immensely positive for shareholders.

Why?

Well, Torre used the money to buy new businesses. All of
these new businesses start to generate profits and hence
Torre’s profits grow and shareholders make more money.

But then there’s also an example of a company that issues
shares in completely the wrong way.

Jubilee Platinum…

Jubilee has great business prospects and an innovate
product. But it will take years to bring this to the market.
In the meantime Jubilee needs money to keep the
business afloat.

But that means Jubilee does a new share issue every
couple of months.

It uses these shares to pay lawyers, its directors, and
management team. Sometimes it even uses this money to
pay bonuses. Ever wondered why Jubilee’s share price
has crashed 97% since it listed? This is why!
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