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Afrox parent
may expand
IS@I‘ deals

S ) m\me
By James Lamont
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the industrial gas company and the
parent company of the local Afrox
group, 1s inveshigating further
opportunities with Iscor to supply
gases to 1ts wwon-producing Corex
plants and mning operations

Danny Rosencrantz, British
Oxygen’s chief executive and
deputy chairman, said yesterday
the group was nvestigating addi-
ttonal projects with Iscor after
Afrox, the gas, welding and health-
care group, yesterday opened the
valves on a R700 million contract to
supply argon, rutrogen and oxygen
to Iscor’s stainless steel works
Pretoria

Dawvid John, British Oxygen’s
chairman, said the group would
continue to support its South
African business and take advan-
tage of new opportunthes withun
the country He said the group was
negotiating new contracts n South
Africa, but he declined to elaborate

Afrox inaugurated 1ts boosted
gas supply to Iscor’s stamnless steel
operations yesterday. Its upgraded
air-separation plant in Pretorta 1s
supplying mncreased volumes of
argon, nitrogen and oxygen for use
in Iscor’s nearby works. The addi-
tional supply for the production of
stainless steel will be worth
between R20 milkon and R30 mil-
lion a year to Afrox

Under the terms of the 24-year

contract, Afrox began supplymng:

mereased volumes of gas from the
beginning of July comprising 180
extra tons of oxygen, 100 tons-of.
natrogen' and 35 tons of argon An
original 20-year contract,’. was
signed n 1987 o

“Even by world standards, this
15 the supply of a substantal
amount of argon to Iscor’s stainless
steel operations,” said Royden Vice,
the managmg director of Afrox

Iscor’s Pretorsa plant has under-
gone a R130 mullion conversion
from carbon steel to stainless steel
production, which 1t hopes to sell
on expnrt markets
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PETROCHEMICALS

TIME TO GET CRACKING

£ 2% [76

basic building block for the plastics industry, 1s high-

highted by the fact that polyethylene polymers to the
value of R320m were imported last year — at an eftective 10%
tanff rate Polyethylene exports totalled a mere R22,2m

And, says Dave Walwyn, Department of Trade & Industry di-
rector, chemical and allied industries, in the same year PVCs 10
the value of R60,6m were imported, while exports were valued
at only R32,4m Also m 1995, polystyrene to the value of
R28,9m was imported — but there were no exports as SA does
not manufacture the material

So, with import demand growing steadily, Polifin 1s now in-
vestigating a new Rébn petro-chemical complex — probably to
be built at Secunda Sasol 1s also looking at
three alternatives for the buiding of a
naphtha or chemical cracker to meet the
looming feedstock shortage in SA The two &
major areas where local feedstock supplies
are under pressure are ethylene and aro-
matics

Apart from Sasol’s traditional coal-based
route, the synfuel glant 1s also looking at the
possibility of buillding a coastal cracker M ¥
complex, based on mmported (crude oil) ’
feedstock And, sources say, 1t 1S even con-
sidering a parinership with one (or more)
coastal refiners

Confirms Durban-based Sapref — jointly
owned by Shell and BP — process develop-
ment manager Doug Bell “Though we
have no specific plans at this stage to man-
ufacture additional petrochemical feed- :
stocks, we may instal a catalytic cracker
later — but this major expansion won't be
undertaken within the next five years ”

So it seems quite possible that Sasol’s
plans might link up with either the Polifin
proposal, or with the future cracker plans Saso/
at Sapref — or both Sapref already sells for local industry?
propylene feedstock to Safripol, the Sasol-
burg-sited joint venture between Senlra-
chem and Hoechst, which manufactures polypropylene

Plastomark MD Wolfgang Raffalsky says while growing
polyethylene demand has produced a supply bottleneck that
necessitates imports, there 1s no such problem with ptopylene
“Sapref and Polifin together produce about 250 000 t/year of
propylene, while the local market demand for polypropylene 18
only about 120 000 t/year,” he says

But ethylene — and aromatics — remain the feedstock prob-
lem areas

Adds Polifin group planning manager Derek Lake “"While we
now manufacture ethylene by cracking gas and propylene by
purifying certain of Sasol’s Secunda streams, our proposed
plant will not only increase production of these two streams,

SA'S looming shortage of ethylene (Business July 26), a
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fight the end of the tunnel

(783 )

but could also produce butadiene and benzene Butadiene 1s
imported for use in the synthetic rubber mdustry and benzene
1s one of the building blocks of polystyrene ”

Sources in the downstream pettochemical industry say the
Sasol coal-based route has so far precluded the manufacture of
sulficient aromatics locally So the Polifin plant may rclicve the
bottleneck

Adds Walwyn “The level of iInvestment required for a fully in-
tegrated greenfields petrochemical complex cannot be justified
on the basis of the present demand But, with ethylene capacity
now around 450 000 t/yeat, demand will exceed capacity in
1997/1998 1f growth continues

“In the hght of the above, it would make sense to invest in e1-
ther a naphtha cracker adjacent to an ex-
1sting refinery at the coast, or a coal-naph-
tha cracker at Secunda,” he says
i) But a goveitnment-sponsored “cluster”
S study 1s also looking at the longer-term as-
' pects of the petrochemical industry This
it 3 includes possible supply-side incentives,

which will be more fully discussed at an

Rl October plenary session
i And, with the private seciot aiready
planning to invest in the multibillion up-
stream feedstock facilities, Walwyn says
"government’s role should be to focus on

i) J5 downstream expansion This means fully

exploiting the downstream job creation

3 potential, and turther expanding the mar-
ket for upstream products

“This does not mean a private-sector en-

| terprise should not mvest 1f 1t sees an op-

portunity, and thereby qualify for the newly

* announced incentives of tax holidays and
4 accelerated depreciation ”

President of the Plastics Federation of SA
Ray Crewe-Brown says with both the
global monomer and polymer petrochemi-
cal sectors undergoing rapid change, it 1s
essential to include state-of-the-art and
"new-generation” technologies in new up-
stream ndustry investments 1n SA

“We should also learn one important lesson from the Repub-
lic of China’s booming petrochemical industry — if you really
want to become a serious global player, focus yout plant in-
vestment on expott market demand, rather than aiming at the
domestic market In SA, we usually tend to look at local de-
mand first and make only the surplus production available for
export ”

He adds that SA’s upstream industry tends to target domestic
prices at just below import patity — which makes 1t difficuit for
fabricators to compete globally with countries where manufac-
turers get their domestic raw matetial inputs at far lower world
price levels W
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consumers could soon be swallowing
higher drug prices and low-qualty drugs

if the Department of Health implements
draft legisiation to track medicines, regu-
late packaging, force generic prescribing
and substitution, and close down dis-

pensing doctors
The latest regulations — promulgated

in the Government Gazette of July 12 for a
45-day comment period — show the de-
partment’s determination to implement
a multidimensional digital mark (Bust-

ness July 12) that will colour-code every
drug sold and regulate saies through a

central database The regulation aims to
eradicate the estimated Ribn/year theft
from State facilities But the cost of the
system, as yet untested, could reach
R500m 1n 1ts first year — a cost that
would be butlt into prices

“There’s no guarantee the system will
work Added bureaucracy — permission
from a centralised database for each sale
— could hamper productivity and effi-
cacy,” says Pharmaceutical Manufactur-
ers’ Assoctation CE Mirryéna Deeb “The
finest technucal tracking systems will be
useless in curbing a problem that centres
on poor management and nadequate
stock control The department needs to
privatise distribution and management
nationaily ”

Costs will be increased by a regulation
that warns that “No person shall sell any
medicine on prescription to a patient
who has young children at home unless
the medicine 15 packaged 1n child-resis-
tant containers” It's a regulation that
could force manufacturers to repackage
or change production Iines when Health
Minmster Nkosazana Zuma 1s threatening
industry with price controls, parallel 1m-
ports and mternational tenders for the
State’s bulk purchases The State 1s al-
leged to have awarded a major tender to
an Indian-based company

While consumers foot the bill for the
State’s poor management, they could
soon be deprived of modern, effective
drugs The draft regulations order doc-
tors to write all prescriptions in the inter-
national nonproprietary name, diluting
trademark protection Whether doctors
will be able to include brand names on
prescriptions 1s not clear.

This proposal could place pharmacists
In a potentially abusive position since
they would hold a virtual monopoly over
the choice of medicine dispensed The
extent of the abuse could be indetermi-
nate 1f government enacts a proposal to
bar doctors from dispensing, while refus-
Ing to allow nonpharmacists to own re-
tail outlets Put simply pharmacists now
operating low turnover, high mark-up
operations are likely to punt the cheapest
drugs

The gazetted proposal has far-reach-
Ing consequences If read with a proposal
In the draft Pharmacy Amendment Bill
that allows the pharmacist to dispense a
therapeutic alternative to the one pre-
scribed by the doctor. This would over-
nde the clinical decision of the doctor
and would have sertous implications for
professional liability

Pharmacological experts warn that
once a patient 1s stabilised on a drug,
whether a branded mnovative or a
branded generic, 1t 1s therapeutically de-
sirable that the patient is not switched or
forced to change drugs W
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PIPE-DREAM?

State-owned Sockor has given fresh
Impetus to the building of a R1bn gas
pipeline from Mossel Bay to Cape Town

The offshore o1l and gas exploration
company 1s trying to secure “participa-
tion partnets” after discovenng further
gas and oil deposits in Blocks 9 and 11A
in the Bredasdorp Basin, says CE Joggle
Heuser

The gas deposits are separate from the
Mossgas synfuel operation and from the
current development of the E-BT o1l field
— In partnership with Engen subsidiary
Energy Africa — which should come into
production early in 1997

“International o1l ndustry operators
have shown interest in partnering Soekor
These opportunities will be carefully con-
sidered and pursued,” says Heuser But,
he adds, as the discussions are being con-
ducted confidentially, he cannot divulge
details of those concerned

"Soekor has completed sufficient mar-
ket research to support a pre-feasibihty
study Preliminary studies by Petronet for
the pipeline have established that the

FINANCIAL MAIL  AucusT?2 1996

e ——————— e

project 1s a real possibility and not a
pipedream,” says Heuser
Petronet new projects manager John
Morgan says Petronet is “not playing an
active role until Soekor can prove suffi-
cient reserves to make 1t economically
feasible “ Its role will be as transporter of
the gas and operator of the pipeline —
marketing in the Western Cape will be
the prerogative of another party “But we
rémain nterested and will become ac-
five once the gas is available,” he adds
Heuser says he 1s confident that some
of the discoveries have the potential to
be developed economically and could
sustain a significant market in the West-
ern Cape for up to 20 years
He adds that the proposed pipeline
project has major economic implications
for the Cape Not only does 1t promise
employment, but the potential for
development spin-offs along the routs of
apipelime from Mossel Bay to Cape Town
and Saldanha are numerous “The provi-
sion of natural gas as an affordable and
environmentally friendly source of en-
ergy was the catalyst for economic pros-
perty around the world,” he says.
Meanwhile, Soekor will continue 1its
exploration programme “to ensure con-
tnuity of supply,” should continuing
studies and enough reserves prove the
feastbility of the scheme

“The development of the Western Cape

———

can benefit from an energy source alter-
native to coal Also, Soekor 1s helping to
develop Mozambique's Pande gas
fields,” says Heuser. .

With the E-BT o1l field coming into pro-
duction early next year and the prospect
of a commercial gas business soon,

Soekor hopes to commercialise from
1998 M
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HE petrol price is expected to

i1 drop 8c/litre from Wednesday

.. in the wake of a stable rand for

most of last month and a softening in
intémational fuel prices.

Motorists would have enjoyed a
9,5¢ a litre decrease, but it is under-
stood Transport Minister Mac
Maharaj has taken advantage of the
favourable fall and secured a 1,5¢/1
increase in the levy on the fuel price
which feeds the state accident insur-
ance fund, the Multilateral Motor
Vehicle Finance Fund (MMF).

South Africa’s regulated fuel price
includes various fuel levies, fixed
margins for retailers and wholesalers
— the rest of it is based on move-
ments in international fuel prices and
the fate of the rand.

The MMF levy on the diesel price is
expected to go up 1c¢/l, while the
diesel price itself will drop 4¢/1in line
- with currency and price movements.

The Transport Department counld
not be reached for comment, but it is

gsggat/%f @];72? zg /96

dersto ion took place
after consultation with the Minerals
and Energy Affairs and Finance min-
istries. |

The department has complained
that the MMF is heavily in need of cash
to meet outstanding claims. Maharaj
js planning a controversial revamp to
the way the state accident insurance
scheme works. He is proposing a “no-
fault” scheme, which the MMF will
administer as there will no longerbe a

need to prove negligence. For actuarial
reasons, the scheme is expected to

cost much more, and will require sev-
eral increases in the levy. In the draft
White Paper, Maharaj works on the
assumption the levy will stand at
12¢/1 from May. The latest increase
has brought the levy to 10,5¢/L

It is understood the fuel companies
were hoping the government would
take advantage of the drop to increase
their wholesale margin, which has
remained static for 18 months.

Transnet economist Mike Schussler
said the collapse of the rand should
rule out a decrease next month.
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Anti-dumping
duties slapped
on polymct
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" DURBAN — G‘%emm nt has slapped

anti-dumping duties on polymer im-
ports following complaints from SA’s
dominant producer Polifin. '
. 'The Board on Tanffs and Trade said
at the weekend that the duties — on
polymer 'imports from the UK, US,
France and Brazil — would remain in
place until December 27, pending fur-
ther mvestigation and responses'from
the mndustry. The closiig date for re-
sponges s today.
" The move follows an application by
Polifin ~— jointly owned by Sasol and
 AECI — claiming 1mports had “sup-
. pressed and undercut its marging”

But mndustry players slammed the
decision, claiming Polifin was “bully-
mg” the market. Such imports are es-
timated to account for less than 2,5% of
130,000 tons of local demand |

The prowvisional duties pin a
R1 050/ton hurden on UK imports,
R670/ton ~on DBrazihan imports,
R550/ton on US mports, and France a
R230 duty — on top of the normal 10%

ad:-valorem tax the imports face. Poly-
mer prices currently range between
' R3 500 and R4:500 a ton. I
{ / Polifin, which reports its year-end
| figures today, lifted prices of plastics
j;raw materials 12%-15% 1 May,; argu-
hingthat local prices were closely tied to

internationalprice' movements. Prices
. stumped 30%-50% last year following

the withdrawal of Chinese demand
f{..L#iSﬁiRuIy}Iwr Jmporiers’ Association”

iwds alreadyprotected by the weaker
rand and the ad valérém duty Further
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Polifin rides tough trade

conditions to lift1 Income -

Reinie Booysen

POLIFIN lifted attmbutable 1n-
come 28% to R454m for the year to
June, as lower financing charges
and reduced tax offset the affect of
tough trading conditions.

The group — which two weeks
ago received government protec-
tion agamst PVC imports on
grounds that they were causing
“material injury” — posted share
earmings at 83c (64c) The final
dividend of 17c¢ boosts the year

ayout to 27c The share closed 6¢
down at 780c yesterday, against a
12-month Apnl high of 864c.

MD Trevor Munday saxd prices
had drop plijed sharply last year and
had only to stabilise mn the
latter part uf the rEportmg period

But the group, whose major
shareholders are Sasol and AECI,
expected to post real earnings
growth this year, underpinned by
the gains from 1its capital expen-
ditureefforts

Turnover rose 7% to R3,2bn,
and operating profit only 2% high-
er, at R742m, but finance charges
fell 57% to R63m

Long-term lhabilities dropped
from R374m to R179m, although
some of this was shifted to the
short-term book 1n the expectation
that strong cash flow 1n the first
half of thas financial year would

™ i 1. * .. _
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Current Llabilities rose from
R896m to R976m Tax dropped 297
to R223m.

Munday saud the decline 1n the
operating profit margin, from 24%
to 23%, was due to decommssion-
ing costs of plants at Pohfin’s Mad-
land site, and poor margins on a
20 000 parcel of imported poly-
ethylene, the bulk of whlch had to
be re-expurted when domestic de-
mand proved msufficient

Return on equity was down
shghtly from 34% to 32%.

Annual cash cost savings of
R150m, envisaged when the Mid-
land restructuring project was
ori y sanctioned, would prob-
ably be exceeded 1n the future.

International polymer prices

1= A F RwLdT fﬁi_ﬁﬁﬁgag i
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close (cents)
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declined durmg the first haif of

the financial year due to world- .
wide inventory destocking and a
temporary withdrawal from off-
shore purchasing by China — al-
though 1t resumed purchasing 1n
the second half Prices then rose «
and began to stabilise towards the

end of April. ¥

Domestic SA prices were about
2% to 3% mgher year-on-year, 1n |
spite of a 12% decline 1n average -

international contract prices :
Capital expenditure on fixed

assets totalled R452m during the
year The board had m clple
%rnved capital expenditure of
n over the next three years, of
whmh R353m would be apent n

the current year

In his review, chairman Paul -
Rruger welcomed the Board on

Tanﬁ's and Trade’s “willingness .

to enforce World Trade Orgamsa- *-

tion rules which prohibit dumpmg
and other disruptive trade prac-
tices.” He said SA’s 10% ad val-
orem tainff protection for polymer
manufacturers was among the
lowest 1n the world, and “certainly
lower than that of the USA and
Europe”.

The board recently slapped ad- -
ditional antidumping penalties on

PVC imports from the UK, Brazl,

the US and France following com- -

plaints from Polifin.
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PRETTY PROSPECTS Ticvor Munday, Polifin’s managing director,
predicts further real earmngs growth next year
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Turnover value rises on higher prices

Polifin returns
Srany

strong

By Jonathan Rosenthal

Johannesburg — Polifin, the petro-
chermcals and polymer company,
overcame a weaker polymer market
and higher o1l prices to merease
attributable earnings by 28 percent
to R454 mullion on the back of a
7 percent increase 1n turnover fo
R3,2 billion for the year to June 25

Polifin, which has AECI and
Sasol as majority shareholders,
reported a 2 percent increase 1n
operating profit to R742 mullion
Substantially lower finance charges,
which fell to R63 mzlhon from last
year's R148 milhion, and a R4 mil-
hion lower tax charge at 223 mithon,
accounted for the strong growth m
attributable earnings

Although turnover climbed
7 percent to R3,2 bilhon, most of this
was driven by increased selling
prices, with volumes showing hittle
growth

Pohfin said 1t was predicting
“further real earnings growth in the
1997 financial year” International
contract polymer prices during the
year were an average 12 percent
lower than compaiable prices in the
previous 12 months, largely due to
the withdrawal by Chmese cus-
tomers from the market 1 anticipa-
tion of a drop m mport tanifs by
China

In the early part of this year
prices began to recover and sta-
biised m April, showing a year on
year average increase of between
2and 3percent But the company
was shill expecting polymer prices
to show a gradual decline over the

years

“Our view was that prices
would ease over the next few years
as the capactty gap — between pro-
duction and demand —widened,”
said Trevor Munday, the managing
director

Polifin’s ratio of operating profit
to turnover dropped to about
23 percent from 24 percent last year
This was despite attempts to con-
tain costs and absorb inflationary
IMCIreases

Presstire on margins came from
the import and re-export of large
quantities of polythene, because of
an unrealised increase 1 demand

The company meurred unspeci-
fied costs for the closure and
decommussioning of the outmoded
Midland plants

The company did not disclose
its earnings from the sale of two cal-
cum-carbide furnaces to ferro-alloy
producer Samancor, but said, that
the proceeds were used to partially
offset closure costs, all of which
“would have been brought to
account m this year’s results”

Capital projects amounting to
R452 malhion were funded out of
cash flow while R194 mullion was
repaid on long-term borrowmngs,
bringing them down to R179 mul-
lion Short-term debt was increased
but this should be hquidated within
the next six months, Munday satd
“The continuing strong cash flows
are expected to reduce borrowings
to ul within two years,” the compa-
ny said

[1See Business Watch, Page 2
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Sasol’s petrochemical arm
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must face cruc
S

CRUCIAL investment decisions face
| SA’s petro chemical industry over the
next few years as it considers various
| optionstomeet the loomng shortage of
ethylene

An essential feedstock for the fast-
growing plastics industry, ethyleneis a
volatile gas at present produced by Po-
J1fin from feedstocks extracted as a by-
product by Sasol — whuch, with AECI,
jointly controls Pohfin — in 1is fuel-
from-coal process at1ts Secunda plant.

SA can produce 400000 tons of
ethylene a year, but demand 1s growing
rapidly and a shortage is Jooming over
the next year or so

The options open to the industry in-
clude an mland cracker based on coal-
derived feedstock, which will further
entrench Sasol’s coal-based technolo-
gy, and a coastal naphtha cracker
based on 1mported o1l

The naphtha option will widen the
slate of available mputs for the chem-
ical and plastics industries and 1m-
prove the competitiveness of the indus-
try in terms of quality and eostings

But the choice 18 not an easy or ob-
vious one. A naphtha cracker would
cost 1n the region of R4bn-R5bn and
would double the ethylene feedstocks
available on the market without there
being any guarantee that this would be
matched by downstream develonment

“The timing of such an ? ¢stment
is going to have to be carerully based so
we do not have to exp~c all the prod-
uct,” Sasol GM John Marriot said.

Engen strategic planmng manager
Dave Wnght said he did not believe a
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haphtha-based cracker was an imme- .
diate priorty although it would be,
needed” at some point in the future -
“If we are looking at local consump-,
tion only then a Secunda-based crack-
er, provided that 1t 18 cheaper, would, -
make gense,” he said.
The trade and mdustry department” .
has mmtiated several “cluster” studies
to examne critical choices facing sec-, .
tors like the petrochemical industry. .. .
A cluster study group is examining,, . .
among other things, supply-side meass, ..
ures to promote and develop the kind of -, -
export-led downstream industries, ..,
needed to yustify further nvestmentm . ,
ethylene production. .y
Polifin MD Trevor Munday said the | -
cluster studies were axmed at expand-
mg the downstream industries “mnto a.
whole new league altogether” He an-
nounced recently that Polifin was ex-
aminmg also the ethylene options and
the possibility of mvesting about Rébn
in a new petrochemical complex
“It 15 early days yet . the team thaf
we have put together 15 evaluating all
aspects of the project, mcluding where
the most smtable site1s.” ]
Some researchers have argued that
although coal-based techmology has.
played an 1mportant role m developing
the petrochemical mdustry, it has 1so-
lated SA from developments elsewhere
1n the world where o1)-based technol-
ogy has dominated Coal-based feed-
stock 1s more expensive, even thoughit. -,
saves foreign exchange, and puts plgs-; -,
tics and chemcals manufacturers at & -,
price disadvantage. — Reuter.
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AECI reports 14% drop
In net earmngs toR1 34m

Cﬁs) |8 |9k

Reinie Booysen

AECI posted a 14% drop i net
earmngs to R134m in the half year
to June, after sharply lower first-
quarter demand in most sectors
subdued trading income, with 1n-
creased mterest charges taking a
further toll.

The lusifles&mijchems
company controile y 0
American sard trading conditions
had improved cunmderably in the
second quarter, and this contin-
ued through July. Full-year earn-
ings were expected to show fur-
ther improvements after the pre-
vious year’s resurgent earmngs
growth AECI said second-half
earmings should be higher than
last year’s, “barring serious dis-
ruptions to the economy”.

Earmings were 79¢ a share
(94¢), and the dividend of 25¢ was
unchanged The share price closed
unchanged yesterday at R23,20

With net interest-bearing debt
rising R312m to Rl 714m, MD
Mike Smith said efforts to dlﬂ ose
of AECT’s effective 25% atake In
AECI’s own shares, via an inter-
national placing, were continung,

Smce the share peaked at
R28,45 in Aprl, the value of this

Samantha Sharpe

CAPE TOWN — Oil company En-
gen could face an expensive dam-
ages claim following allegations in
the Cape Town Supreme Court
yeaterda that the company had
failed to complete a thorough en-

~ = w¥nronmental clean-up at a former

petrol storage site in Knysna.
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stake had dropped R203m, to
about RB99m yesterday Some an-
alysts doubt whether the second
ha]f could bring about a large
enough improvement in the share
price to recover thas notional loss

AECI said the key factors be-
hind the interim results were n-
ventory reductions in customer in-
dustres, higher levels of illegal
imports 1 some areas and pro-
tracted late summer ranfall
which hit the beverage and con-
struction sectors i particular.

The second-quarter improve-
ment boosted margmns as local de-
mand revived and international

prices for certain key raw mate-
rials dropped. But continued

Engen coyld face envuonrlnjr}?tal damages claim

could have far-reaching implca-
tions for the closure of other petrul
storage sites and for the owners of
land whach were formerly used as
garages

Property developers Berns
Knysna Holdings claimed that
Engen had been neghgent 1n 1ts

responsibility to rehabilitate land
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weakness in the buﬂdm and con-
struction 1ndustry conﬂtra;lned
performance m businesses such as

acrylic products, industral ure-

thanes and paints.

“With Kynoch recording strong

gowth grm:g trading profit re-
e

quarter and sub-

istantially exceeded that achieved
in 1995, “the company said

cient to prevent

‘ment was ,
ding income shed-

total group tra
ding Rﬁm'to R254m, As financing
costs rose) R51m to R133m, and
tax dropped by R36m to R27m,

up earnings, before accounting
or investments and associates,
shed 18% to R94m

Net trading profit from AECI’s

agricultural businesses rose
aharply from Rom to R61m, with
improvements also recorded by
the explosives, speciahty chem:— -
cals and property sectors. Set-
backs affected the “fibres” sector,
including Nylon Spinners, which
shed R42m to R24m; “other busi-
nesses”, including Dulux, which
shed R20m to R2m; and
monomers, polymers and related
products, largely representing
ABCI’'s 40% share i Polfin,
whach shed R33m to R145m.

previously used to house petrol
storage tanks,

Alsu at issue was the removal of
soll contaminated by petroleum
products at the site — ad acent to
a water concourse leadmg mto the
Knysna lagoon -— Berns Knysna
sand

The matter continues 1n the
Cape Town Supreme Court today
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AECI’s net earnings

By James Lamont

INDUSTRIAL EDITOR
Johannesburg — AECI, the diverst-
fled chemicals conglomerate,

recorded a shde n total net earrungs
to R122 mullion in the first six
months of the year from R145 nul-
lion i the same period last year, the
group said yesterday

AECT was hit by a sharp decline
in local demand 1n the first quarter

Turnover increased to R3,48 bil-
hion mn the first six months of this
year from R3,16 billion previously,
but net trading profit shpped to
R254 mllion from R260 mulion

Fmanemng costs rose to R133 mul-
hon from R82 million and net inter-
est-bearing debt rose to R1,7 billion

from R1.4 billion

Earnings a share fell to 79¢ from
94c The group declared a dividend
of 25¢ a share, unchanged from last
year

The group's export sales surged
to R641 mullion, representing
18,4 percent of turnover compared
with 15,5 percent 1n the first half of
last year

AECI's four mamn operating
comparues are Chemucal Services
(66 percent),  Dulux, Kynoch
Fertthzer and South African Nylon
Spinners It also has a 40 percent
mterest m Polifin and a 49 percent
stake m AECI Explostves

Mike Srmuth, AECT's managing
drrector, said that the company’s
trading levels were smular to last

hugher Thus reflected gross expend-
ture on fixed assets and investments
of R294 mullion and hugher interest
rates on local borrowings

Smuth said that AECI had expe-
rienced a “dull period” until the
end of March, but had bounced
back in the second quarter with
strong growth from Kynoch He
said the group would remain at that
buoyant leve! for the rest of the year

“My hope 15 that we will beat
last year’s second-half and last
year’s full-year results,” he said

“l feel we will do reasonably
well in the second half

He said good rainfall had boost-
ed sugar and maze yields The
weaker rand, which favoured

aw’ﬁgs ll‘ltEl‘ESEbllls w:re mu} %p% would benefit the indus-

tries the group serviced

Smuth said the wunexpected
slowdown tn the first quarter of this
year could not be attnbuted to a sin-
gle factor beyond the heavy late-
summer rainfall and last year’s
explosion of credit

“The trading environment in the
first quarter was a real problem,” he
said “But I am not unhappy where
we firushed ” )

Destocking m customer indus-
tries and higher levels of illegal
imports were also negative factors,
and sales to the beverage and con-

struchon sectors were adversely
affected by the rainfall

[] See Business Watch
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REMIER Pharmaceuticals and

dcock Ingram are poised to tell
shareholders that long-runnming
merger talks have reached an
agreement 1n principle
. It 18 understood that the deal,
treating a company worth R5,5bn,
will be concluded by the end of thas

onth Several obstacles, includ-
ing problems relating to outside
shareholders, and certain contrac-
tual agreements, have still to be
overcome, but these were not ex-
pected to scupper the tie-up
»  Analysts suggested that the
Rrok brothers, who own a large
chunk of Prempharm, had not
been enthusiastic

Premier Group CEQO and
man Doug Band refused to com-
ment on developments Analysts
said the contractual 1ssues could
relate to the licensing agreements
each company had

Institutional sources said the
structure of the merger was un-
hikely to be a new company, which
prompted speculation that the
deal was effectively an acqusition
of Prempharm by Adcock Ingram

Talks between the two hsted
groups started earlier this year,
sparking controversy over future
leadership Analysts said that of
the two candidates — Adcock CE
Don Bodley and Prempharm CE
Phil Nortier — the latter ap-
peared to be the front runner

Prempharm merger i close

Band said this wei the lead-
ership debate had been resolved,
and was not one of the 1ssues hold-
ing up the completion of the deal
Adcock financial director Daryl
Kronson said the groups were con-
fident the deal would go ahead

Analysts and umrons sources
said yesterday that the transac-
tion would see large scale ratio-
nahsation across both companaies,
which could see more than 1 000
jobs lost

Adcock was capitalised at
R2,68bn on the JSE yesterday, as
the counter shed 20c or 1% to close
theday at R19,30

Prempharm, which has a mar-
ket capitahsation of R2,645bn,
ended 10c or 0,4% stronger at R24
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Plastics mdustry counts -
the cost of protection & 7 '~
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The B_mmc_ama choice of Simultaneously, transport costs South Affican petrochemucal mdus- * -
coal-based technoloav 1S for export products have been lugher, try faces crucial mvestment decisions ; wm -
gy further eating mnto competitiveness over the next few years as it considers |
__3_:3@ a Uoﬁmzdm_:\ bnnﬂn@bm ..,.“_Hc ammﬂﬁnrmwmoaﬂh.%oaﬁ- various options to meet the looming 5
ton, who undertook a major study mto  shortage of ethylene n o
6003_3@ sector, _.mﬁolm the sector for the Cape Town-based An mm.mm:ﬂmm feedstock for the fast-
Lynda Loxton Industirnial Strategy Project, this growmg plastics mdustry, ethyleneis | . " Badns
approach mught be atiractive from the a volatile gas presently produced by ’
LASTICS and chemicals pomt of view of adding value to rela- Polifin from feedstocks extracted as a
glant Polhfin upset many tively low-grade domestic resources, by-product by Sasol 1n its fuel-from-
manufacturers when 1t butit really only worked from an coal process at its Secunda plant
managed to persuade the wmport-substtution perspective =asol can produce 400 000 tons of
Board on Tanils and Trade = The cost structures are therefore dif- ethylene a year, but demand 1s grow-
to slap anti-dumpmg duties on poly- ferent from those 1n mternational oil- mg rapidly and a shortage 1s loormng
mer (plastic raw materals) imports  based competitors and tanff protechon  withmm two years
But while many ranted and raved 1s needed, while the prospects of The options open to the mdustry I )
about “high-handed measures to exporting PVC of any kindare hrmted  meclude an miland cracker based on | . gy s ty A Bos n smae e mE
reduce competition”, the incident With the economy opening up and coal-derived feedstock, which wall Sasol: Can produce 400 000 tons of ethylene a year, but shortage looms
once agamn underscored the folly of many manufacturers eager to move further entrench Sasol's coal-based within two years 1:53%%_.__ SASOL ANNUAL REPORT 1995
the decision taken dunng the 1973 mtoexport markets, such constraints technology, and a coastal naphtha
ol criss to “go 1t alone” and take the are wmitating and obsttuctive Hence cracker based on imported feedstock downstream development would take are examimng supply-side measures
coal-based petrochemicals route the fury of the polymer importers that will fill in the “mmssing hnk” that place at the same time to develop the kind of downstream
Bilhons of rands have been poured But one cannot wipe out bilhons of has charactensed the petrochemcal “The ttmng of such an mvestment mdustnes needed to justify further
mto that route since thenn the formof rands of mvestment and intensive mdustry for so long 1s gomg to have to be very carefully mvestment m ethylene production
Sasol I and III, as well as Mossgas, to  technological development overmght, The naphtha option will widen the based so that we do not have to  Polfin chief executive Trevor Muri-
ensure South Afmnca’s self-sufficericy no matter how desirable 1n the short  slate of mputs for the chemical and export all the product,” says Sasol day says the cluster studies were
At the same time, comparues such as term So what to do? - plastics industries more than 1s  general manager John Martiot. aumned at expanding the downstream
AECI and Sentrachem have aban-  This 1s one of the many 1ssues presently possible with coal-based Engen strategic planning manager mdustries “mto a whole new league
doned plans for coastal petrochemmcal bemg examined by “cluster groups” technologies Thus will mprove the Dave Wnght does not beheve a naph- altogether” He recently announced
complexes and have moved mstead to orgamised by the Department of competitiveness of the mdustry, both tha-based cracker 1s an immediate that Pohfin was also exammng the
the “coalplex” near Sasolburg Trade and Industry to examine the 1n terms of quality and costings prionty although it would be needed ethylene options and the possibihty
But the basic mputs for the chem- structural weaknesses mherited But the choice 1s not an easy or “at some pomt m the future” of mvesting about R6-bithon 1n a new
1cal and plasfics industnes have, from years of apartheid-inspired obvious one A naphtha cracker Says Wright “If we are looking at petrochermeal complex
because of the coal-based route, mmport substtution and how to right would cost R4-billion to R5-billion  local consumption only, then a ‘It 15 early days yet  the team that
tidined olit more éxpensive than if* themgiven the lobilisation ofthe and double the ethiyleng feédstocks” Secunda-based cracker makes eco- ~we have put together 1s evaluating afl  »~=+
they were oil-based, as theyarein the world economy, ». T ) available on the market, without any nomuc sense,” he said aspects of the project including where
A S A case m pomt is the fact that the guarantee that the kund of export-led  The DTI's “cluster” study groups 1s the most suntable site,” Munday saxd
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Reinie Booysen

SASOL Gas could have a 15-million gi-
gajoules-a-year gas buyer lined up m
Richards Bay to add to its growmg
KwaZulu-Natal customer hst, 1f a “hot
briquetted iron” plant, proposed by
Murray & Roberts Contractors, gets off
the ground.

Sasol already has about 6-million
gigajoules of sales — equal to about
162-mallion cubic metres of gas or 160-
mullion hires of diesel — virtually tied
up with signed letters of intent in the
province. The 150 potential gas cus-
tomers 1 Richards Bay and Durban
range from small businesses to large-
scale industrial operations hke the
Alusaf aluminium smelter and Mondh.

Sasol is spending R120m over the
next five years to add distribution
spurs to a disused Petronet o1l pipeline
from Secunda m the Transvaal to
Richards Bay and Durban. The
pipeline 18 being commissioned and the
first gas will start flowing to Mondi lat-
er this week Monda, one of the largest
signed-up customers, is due to take
nearly 1-million gigajoules a year

Sasol’s long-term plan for 1its
KwaZulu-Natal gas supply project 1s to
sign up annual sales of at least 20-mal-
hon gigajoules, The proposed hot bri-
quetted iron plant will go a long way
towards that objective. Apart from con-
verting the Richards Bay-Durban por-
tion of the pipeline, Sasol 18 planning to
build a new spur from Durban North to
Durban South, and is considering an-
other spur to Mantzburg.

Sagol Gas GM Willie Rossouw says
Sasol has the capacity to produce sub-

COMPANIES

Sasol Gas has large
buyer n th

$ ®
S antllally more than 20-mllion gga-
joules of gas — on top of its fuel and
petrochemical needs — annually

“Over the years the Secunda gasi-
fication works has become increasingly
efficient, and we now have substantial
additional gas capacity — if we can
find buyers at the nght price ”

Although there 18 a possibility that
Sasol may face competition from Mo-
zambique’s Pande gas project, Ros-
souw believes this is unhkely, There
will not be sufficient large base load
customers in Richards Bay to warrant
the construction of a pipeline from Mo-
zambique to the port.

The Pande project “doesn’t yet ex-
15t”, and the Industrial Development
Corporation and US Enron “appear to
be well down the road” in their project
to use Pande gas to smelt magnetite 1n
Mpumalanga or the Northern Pro-
vince This would provide Enron with
its base load consumer, he said

Murray & Roberts Contractors CE
of mining and industrial business Mike
Wilde said the pre-feasibility study on
the Richards Bay aron plant should be
completed by the end of this month.
“Then we must go out and find in-
vestors.,” He said Murray & Roberts
Contractors were merely promoting
the project, and was “not 1n the busi-
ness of owning iron or steel plants”,

As reported m Financial Mail this
week, one local and three foreign m-
vestors have expressed interest 1n the
project. The rough estimate of project
costsis R1 344m

The project wall be linked to a steel
mill in Port Elizabeth “or the greater
Eastern Province”, Wilde sa1d.
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E % % predicted last December, observes CE | Munday
O © £ Trevor Munday Phase one of the new polypropylene
W aF9B sConsidermg that Polifin has been plant at Secunda 1s under way and the
o %r% = through a year of enormous change, with | next two years will also see the group
‘5 Q L the acquisition of SA Cyanamid and the | concentrate on polyethylene upgrading
El '§ﬂ f; Midland Restructuring Project (MRP) be- 1 projects
0O o0& E ing commissioned — plus some bi1g cycli- Munday says international polymer
E - gzﬂaﬂ 5 cal shifts in the international markets — | pricesarc stable but are expected to ease
W 5¢9 “& we feel reasonably pleased,” he says off along with world oil prices
- § E § O Turnover grew only 7% 10 _ E— The Board on Tariffs &
H m g 2 R3,2bn and operating mar- M T X 4a:yd Trade has responded to Po-
"E" g ® gins softened to 23% In the | ne ‘A NS complaint of dumping
2 5 O E wake of lower product prices |3 " by raising tanffs.on the of-
o5& down 30%-50%) and de- | fending countries’ products
4 A Munday dismisses accu-

creasing sales in the first
half A stronger second half, }
with China back n the mar-
ket after a temporary with-
drawal and prices creeping |
back up, kept operating 1n- S
come growth positive e
A drop in the effective tax |2y
rate to 32%, plus significantly
lower finance charges re-
sulted in a 28% gan n at-
tributable income to R454m
Strong cash generation allowed the re-
payment of R194m in long-teérm borrow-
mgs Munday says short-ierm debt,
which stood at R135m at year-end,
should be retired out of cash flow by the

Interim stage

The net effect on the balance sheet 15
to reduce net borrowings by R60m and
cut the gearing to 26%

Completion of the R646m MRP project
(three months ahead of schedule and
within budget) should see an estimated
annual cash cost savings of R150m kick
in for the first time in 1997

After deducting a higher depreciation
charge, this should contribute as much

Tt e ——T%
- o ekl
| . n DELIVEBINE IHE EEBBD_S,;_. FE;#JF o
N aiy ™ )
ywarto JUHEEE_;;,&;G;H 1939 ﬁ::fg}flfsﬁs lﬁ

L ~ Ay

ﬂ . Lot 3208
Ofietating Income (R} P

Coooan L Al
Rtnhatable Rk, o e er asron 45
Fan ) L TR SR 83
|" Elllj | 1“'! x 1‘*&* dhy :-l-u"*]"wa *_tiiﬂ?—*#ﬁﬂ?i}

! N r Ty e sl i

"r'_P ! A ..I.Iri.l‘_P

as 12c to EPS next year

Other major capex projects included
the purchase of SA Cyanamid and the
upgrading of business information sys-
tems to run SAP R3 software

with another R1bn earmarked for up-
grading existing facilities and developing

new ones over the next few years, “the
process of change will continue,” says

N

sations of bullying the mar-
-} ket “Anyone who gets 1n-
. % volved in antidumping can
-1 be accused of buliying SA1s
~¢46417 an atiractive country for
efia] dumping and when this
happens, it undoubtedly
hurts us ”

A lack of market confi-
dence saw the Polifin share
drop precipitately to 500cC

late last year, though 1t has since recov-
ered to 786¢,

Assuming earmings for next year of
about 25%, a forward p-e of 7,6 makes 1t
look mexpensive — a worthwhile
risk Margaret-Anne Halse
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Development costs for a “base case
project” able to deliver 250m standard
cubic feet of gas a day, through a 170 km
pipeline to Oranjemund for 30 years,
have been estimated at about US$700m

Last week's drilling — and subsequent
flow testing — of Shell's Kudu-4 well,
about 150 km west of Oranjemund, s
part of a “comprehensive appraisal and
development plan” for the huge, 4,7 km-

deep offshore natural gas field

Windhoek-based Ger Kegge, MD of
Shell Exploration and Production BV,
says the results of the test should provide
the basis for “a more accurate cost esti-
mate of the gas to support continuing
marketing efforts ”

Reserves have to be proven and data
gathered for the development of the field
for further appraisal planning “We ex-

pect that the well will prove reserves to-
wards 3 trillion cubic feet, with a signifi-
cant further expectation Additional

=-=Proposed
gas pipeline,

Fl=rraln

Free Siate

Part
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reserves will require further drilling
and/or seismic surveys ”

But a sales agreement will have to be
In place before development can be un-
dertaken “Indications are that the gas
price necessary for the project to be vi-
able 1s in the range of the current gas
Pric€s 1n mature markets such as West-
€rn Europe,” says Kegge

The feasibility of the development of
Kudu gas depends on mimimising devel-
Opment costs, using leading-edge expe-
rience gained In the North Sea and else-
where

Having the facts should therefore en-
able Shell — and partners Energy Africa
(10%) and Texaco (15%) — to discuss
possible future sales with potential cus-
tomers such as Eskom and Iscor/Sal-
danha Steel with greater authonty

"We've had various discusstons with
potential customers in the Cape, includ-
Ing Eskom and Iscor, but are not yet con-
sidering a pipeline,” says Kegge

Cost 1s the most vital factor in finding a
base load customer for the massive fleld,
which 1s now conservatively estimated
to have sufficient reserves to feed a

1 7560 MW Eskom power station on the

KUDU TARGET MARKET
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Cape west coast for at least 25 years

Eskom energy manager Brian Statham
says though a gas-fuelled power station
"Is one of the options on our list,” present
Indications are that this might not be
possible in the next 10 years

He says “While Eskom still has sub-
stantial generation over-capacity, price,
quality and avatlable gas volumes are
the other primary considerations that
first need to be determined *

Lead time for a new gas-fuelled power
station will be about three years But,
says Kegge, no firm
gas price can be
g quoted without Kudu-
& 4 well results and the
development plan
completed “Depend-
Ing on the project size
and market develop-
ment, first gas could
..., be onshore soon after
-1 the year 2000 ~

| Statham says SA’s
substantial,  cheap
. coal reserves create a
;2 major cost hurdle to
the gas power station
g option but gas has im-
{ portant economic and
i cost benefits These

Include
W Load following and quick-start capa-
biltties,

J Environmentally easier to handle, with
lower pollutant emissions,

0 Greater energy efficiency, and

Q A long prpeline, from Oranjemund or
Port Nolloth, would provide substantial
compression storage facilities, obviating
the need for gas storage tanks

Statham says Eskom will meet Shell
and 1ts Namibian power utility counter-
part Nampower “by the end of the year

Kegge adds that Shell 15 confident it
will find base load customers — either in

SAorinNamibia B

|
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ATRLINES operatmmg in and out of SA
are to present Mineral and Energy Af-
fairs Minister Penuell Maduna with
evidence that they pay about 30% more
for fuel in SA than at typical airports
abroad — boosting 01l company profits
at the expense of air ticket prices
A meeting with previous mmister,
Pik Botha, produced a commitment to
take action against the o1l companzes,
provided awrlines could substantiate
their case. Botha resigned in June, and
the airlines will have to start afresh
The arrhnes, represented by the
Airlines Association of SA — which
will also represent the International
Aar Transport Association — will argue
that the higher ticket prices are in-
hbiting toursm, undermining its abil-
1ty to generate foreign exchange for SA
Fiiel prices represent about a third
of most airhines’ operating expenses
Airline officials sand at the weekend
the root cause of the high price struc-
ture 'at Johannesburg International
Axrport was Sasol's taght grip on that
market::In terms of the secret supply
agreement between Sasol and the rest
of the 61l mmdustry, at least 80% of the
850-million litres of fuel supphed at

Airlines to resist -
‘high’fuel C

the airport has to-be boupht from the
Natref refinery —1n which Sasol has a
64% and Total a 36% 1interest — unless
Natref cannot supply the full 50%.

In practice, because of the phenom-
enal growth in demand 1n recent years,
Natref1s now able to supply only about
60% of the awrport’s needs The rest 15
railed up from refineries m Durban by
other o1l compames

Sasol sets the price for its fuel at “in
bond landed cost” (IBLC), based on the
assumption that finished jet fuel 15 1m-
ported from Singapore and the Middle
East However, o1l compames rarely
import fuel from Singapore, the world’s
most expensive market.

After averaging a mix of posted and
spot prices from three Singapore re-
fineries and the Bahrain-Caltex refin-
ery, the notional costs of moving the
material to Durban are added, includ-
g shipping, mmsurance, wharfage and
other fees. This produces the IBLC, to
which Sasol adds an 11,695¢/ pipeling
charge to pump the fuel from Durban
to Johannesburg. In truth, no jet fuel
passes through state pipelme operato¥
Petronet’s pipehine from thecoast 4

The toll on fuel prices 18 heavy, es-

Continued on Page 2
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Fuel prices

Continued from Page 1

pecially as the other 01l companies —
(ﬂ‘ntal, BP, Shell, Caltex and Engen —

use the same pricing structure for the
fuel they rail up from Durban.
Johannesburg prices are now 25¢/
to 30c¢/l above the levels at large Eu-
ropean airports, with SAA near the
bottom of this range m view of its 1m-
mense volumes (1t buys about 350-mil-
hon litres a year at Johannesburg and

600-mallion litres nationwide).
According to one foreign airhne fuel
buyer, the average visiting airline paid
about 100¢/f to 105¢/ at Johannesburg
International last week, against 76¢/
to 80¢/l at London’s Heathrow While
he acknowledged that Johannesburg
prices were unhkely to drop as low as
Heathrow’s, he said the dispanty was

ricing 18 outdated and retrogressive,”
? 2‘ the official said at the weekend
, A Sasol spokesman said Durban

prices were “very much m hine with mn-
ternational prices, confirming that the
mport parity pricing system gives fair
wholesale market prices” Johannes-
burg International prices were higher
than the international average for two
reasons: “Firstly its location 600km
from the coast necessitates, in the case
of Natref, the cost of crude transporta-
tion from Durban and the further cost
of transporting products from Natref to
the aarport. The pipeline charge 15 1n
fact a very real charge.”

Johannesburg International did not

enjoy the economaes of scale Heathrow
did. High quality requirements for jet
fuel demanded dedicated and expen-
sive logistical infrastructure. In addi-
tion, Sasol’s “commercal, not secret,
agreement with the other ol compa-
mes does not specify the prices they

excessive “We feel that gﬁor%: iﬁ[ ﬂat:ruld charge the airhnes”



Decline hits Hoechst
as'market slows dow
sl 1) B0 126114

idend receipts of R2,87m (R2,447m),
HOECHST SA sutfered a 27% dechne and net financmg cogts of R19,845m
In attributable earnings i the gy (R23 458m) lef: Pre-tax income of
months through June, to R15,6m, as R742Tm — gpg below last year’s
economic actrvity slowed and the inter- R18,325m Notably, the tax situation
national market for polyester fibres hit turned sharply from g R4,688m credit
turbulence, to a R946 000 liability, leaving taxed
Anticrpating the bad news, Hoechst income of R8.373m (R13,637m)

shares settled 50c lower, at 2 12-month Beuthner said the performance of
low of R45 on Thursday, down from the the plastics and films busimesges was
high of R63,20 on 15 March satisfactory, While benefits were ex-
Headline earmngs were down 25% pected next year, the restructuring and
at 11,5¢ a share ( 15.3c), and an interim rationalisation of the N oristan non-
dividend of 8¢ wag declared (n1l) core activities affected healtheare
Steffen Beuthner said he did earmungs, while favourahle conditions
not expect a materal improvement for 1n the ammal health sector had con-
the balance of the year, but that he was tributed to the mproved performance

positive about next year, Although a of Hoechst Roussel Vet
reversal of adverse trends was antic- Poor chemieals results reflected the
1pated by year-end, the turbulent con- sale of the graphics and dyes busmess-
ditzons m the nternational market for es, a softening in international chem.-
gulyester staple fibres also affected the jeg] prices and the underperformance

A market of the SA textile market,
,‘i £l

els. The impact which this had on grosg ttveness of this sector
profitabihty wag exacerbated by stag- The R200m Himopnt technology-
nant local demand for textile fibres » based polypropylene plant at Safripol
This led to “a marked dechine inthe woyld position the plasties busmess to
contribution from the fibres businegg fully exploit the growing polyolefin
which 1s clearly reflected 1n the group’s market, Hoechst’s commugsioning of a
performance as a whole”, R205m polyester polymer plant in Na-
“While turnover increaged marginal-  ta] late next year would reduce man-
ly to R876m (R853m), operating profit ufacturmg costs and make the fibreg
fell 33% to R26J,§;:51 (R39,8m) An ab- hgglness almost self-guf; cient,
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Lower prices of fibres

By James Lamont

ahoas

e INDUSTRIAL EDITOR

Iﬂhannesjl‘aurg — The attributable
earnngs of Hoechst South Africa,
the pharmaceutical and chemcals
group, dropped 27 percent to
R15,6 mullion m the first stx months
of this year

The decline in polyester fibres
prices on the world market and a
slowdown 1n local economc actvi-
ty dragged down the earnings

The company, which operates
i healthcare, polymers and therr
derivahves and chemicals, said 1n g
staternent of mferm results that
headline earmings a share fel]
25 percent to 11,5¢ for the first six
months of the year from 15,3¢ in the
same period last year,

A sharp decline in Hoechst’s
fibres business lay behund the dent
in profitability

Far Eastern fibres producers
depressed mternational selling
prices at a time when key raw
material prices were at historic high
levels This was exacerbated by
stagnant local demand for textie
fibregitd ¢

Steffen  Beuthner Hoechsi's
managing director, said he expect-

T (] ML) i

ed the company’s performance this
year to be worse than last year’s, n
Spite of a forecast reversal of
adverse international trends He

predicted no significant Improve-
ment i the second half of the year

But he expected a strong
upswing next year from new
Investments, cost reductions and

. the launch of new products,

These include a R210 mullion
polyester polymer plant 1
KwaZulu Natal and the R200 myl-
lton polypropylene plant at the
Safripol plant in Sasolburg

Group turnover mcreased mar-
gmally to R876 mullion m the first

¢
SIX m@gaﬂf )thls year from
R853 milion However, operating
profit fell 33 percent to R26,5 mul-
Iion from R39,3 mllion the previ-
ous pertod

The directors declared a dvi-
dend of 3c for the mterim period

Beuthner said they were mak-
INg many nvestments and cost
reductions i anticipation of an
excellent year ahead and 1998

“Industrial growth in South
Africa this year has been zero
What growth there has been has
come from agriculture,” he said

He said Hoechst had moved i
the half year to sell and rationahse
1ts non-core businesses The health-
care division’s Norstan activities
were restructured and the company
sold off 1ts graphics and dyes bus-
nesses from its chemacal division

Hoechst, which 15 controlled by
its German parent of the same
name, was hsted in the chemucals
and ouls sector in July last year

The share price was litle
changed unti 1t posted sharp gains
early this year But these were grad-
ually eroded as concerns about the
commodity cycle pulled the share

price lower The share closed
unchanged at R4,50 on Thursday

q%‘loechst I
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By James Lamont &

#Heather Dugmore
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siiJohannesburg — Revlon, the mter-
wnational beauty products company,
%.has suspended 1ts two top execu-
4 ttives m South Africa over suspected
thrregulanties  concerming  therr
sxwives’ business interests, sources
mclose to the company sad
gayesterday
f;
i

Malcolm Kemp, the managing
director of Revlon South Africa,
and Steve de Vilhers, the local com-
pany’s general manager, had been
suspended some months ago pend-
ing the resulis of an mternal audit

Allyry Stmon, Revion's media
hiaison manager at Revlon's head
office n New York, declined to

*-comment on the allegations “It 1s

2 Iliot out pohicy to comment on pet-
One ‘of the sources said

~ssonnel matters,” she said

%
£k, =

George Fellows, the group’s
chief executive, was unavailable for
comment

De Villiers said neither he nor
Kemp could comment because they
“were employed by the company”
The company’s human resources
department also said 1t wasnotn a
position to talk Kemp, however,
dismussed the allegations as indus-
try rumour -

“It's all rumour I've been away

‘Suspensions’ put a blot on‘Revlon’s local
cT(p)ip 8

for seven weeks m Atlanta with my
famaly and I know nothing of this
Yes, there has been an internal
audit, butit is a regular thing There

15 no suspicion of embezzlement,”
he said, -

A source said Kemp and De~

Vilhers’ suspension concerned
31 - .

1ssues relating to therr wives’ fra-
grance and pantthose busmesses
Both men were involved m those
businesses without disclosing this

be

mformation to Revion ' “Their
wives were mvolved mm busiesses
contrary to Revlon's practices,” the
source said

The source added that the two
executives had not been at work for

the past few months and had trav-

elled to New York two weeks ago,
during which time they took the
opportunity to discuss possible
severance packages o
Nerther executive could be con-

g3

m_m:% b usiness

ifacted ‘at Revlon's head office m

Johannesburg yesterday, but Kemp

is believed to be taking counter
legal action against Revlon

Kemp previously held the post-
tion of chief executive for Revion's
Europe and Africa operations
before being posted to South Africa
as managing director

Staff at Revlon said they were mn
the dark as to what the internal
audit Tm& yrelded

13




Petronas
rules out
any link

w; gal asol
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Kuala Lumpur — Petrolam
Nasional (Petronas), the Malaysian
petrol company, would not tie up
with Sasol in any way Dato Hassan
Marican, the chief executive of
Petronasﬁ , sard last week.
oo ~w116 said that its expansion plans
o At dd o include using
5250l or Mossgas, the confroversial
R4 state-owned ﬁ%gl?&nm-gas produc-
_enasavehicle, , . .
*  He dénied that the South
}  African government rejected Petro-
nas’s bid for the privatisation of
Mossgas earher this year. ~
There has also been aton
that Petronas would seek to tie up
with Sasol, the state-owned syn-
thetic fuel producer, since Petro-
nas’s R1,9hillion purchase of a
30 percent stake in Engen m June
Sasol 15 precluded from operat-
. 1ng its own retail petrol stations It
would benefit from a link with
Engen, which has about 25 percent
of the South African retail market.
Sasol may seek a hnk with
another o1l company present in
South Africa to enter the retail mar-
ket before 1t 15 deregulated.
Marican said he believed that
the 35 percent premium Petrona
paid for its stake in Engen was fair,
in view of the company’s strategy
for Africa
“The deal gives the opporturuty
for both Engen and Petronas to
pursue our objechves mm a more
synergishic manner The company
will expand as and when the mar-
ket presents itself wath the opportu-
nities. As for our plans, you wll
just have to wait and see,” he said.
Marican dispelled speculation
that Petronas invested n Engen
because 1t expected the South Afri-
can fuel ndustry to be deregulated
He said that the market was
over-regulated and that deregula-
tion was hikely m the future.
However, he emphasised that
the company invested m Engen
because 1t intended to use its
investment “as a springboard into
the rest of Africa”.
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John Spira says that now 15 a
good time to buy those rare,
expenstve imvestments that show

unerring growth every year

e shares of comparues which

I unerringly grow their eamn-

ings year after year are bound
to command a premuum

That 15, after all, the prnme crite-
nion for mshtutions which want to
create solid growth for thewr core
portfolios

Such mvestments are rare and
they are therefore expensive

Investors who wish to include
counters of this 11k in their portfo-
lios, and it 15 certamly prudent to
carry at least one such counter m
any growth-onientated portfolto,
are faced with the quandary of just
how big a premium they are pre-
pared to pay to get a foot into ths
exclusive door

Now 15 a good time to embark
on the quest because shares which
slot 1nto thus category have, by and
large, performed in desultory fash-
1on this year

Some, n fact, have actually
been losing ground The market
reasons that the economic slow-
down 13 hkely to have a negative
effect on earrungs in the year ahead
The tnck 15 to ferret out one share
among the few commonly termed
royal-blue stocks whose price has
falled to progress and whose earn-
mngs will continue to climb 1n the
face of the market's musgivings
about such growth.

Stringent requirements they
might be, but Afrox comfortably
meets all the terms of thus most
demanding of checklists

The group’s earnuings pedigree
18 beyond reproach Growth at the
share level has been positive for the
past umpteen years, furthermore, 1t
approached 30 percent last year
"ﬂp-lat 15 @ remarkable acluevernent
for a company of considerable size
At R15,10, the share price 15 almost
identical to the level ruling at the
start of the year

The remaming unanswered
question 1s whether or not Afrox 13
able to mamntam its forward
momentum m the face of an
inclement economic chmate

In December last year, when
Afrox released its annual report,
Royden Vice, the charrman and
managing cirector, was confident
that earmings would improve mn the
year to September 30

In May thus year, when Afrox
released interim current cost earn-

x is.cooking
attractive p-e multiple
- 912 (94 |

BOC GASES
AFROX

raltheare
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CONFIDENT Royden Vice, the charrman and managing director of
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Afrox, is confident that the company’s earnings will improve for the year
to Seplember 30 He says the weak rand has helped the group

mgs 20 percent ahead of the com-
parable period last year, Vice pomt-
ed to conttnuous progress

Clearly, when this year’s results
see the hight of day, they wll tell of
positive earnings growth,

But we have little indication of
how posttive they will be,

Severe reservations are reanng
thewr head, because earnings for the
present six months must shape up
against earmings which grew
38 percent 1n the six months to
September 30 last year

Now that 1s a daunting prospect
which probably accounts for the
share’s lacklustre behaviour in
recent months

My boxing coach used to tell
me “When in doubt, stick a left
out ” My mvestment coach used to
tell me “When in doubt, give the
boss a shout “

On this occasion, I discarded the
former and opted for the latter

Vice was, predictably, cagey But
he was happy to scotch ?:Es that
last year’s second-half performance
would detract meanungfully from
this year's rate of earnings growth

“Yes, 1t 15 a Jugh base Yet we

haven't felt the economic slow-
down and I do not expect the
improvement in earnings a share
for the full 12 months to be far off
the 20 percent reported at the mnter-
1m stage ”

And thereafter?

Vice remamed upbeat, ponting
to the downline benefits of several
substanttal contracts Afrox had
clinched i recent months

He also referred to the strong
growth of the group ‘s healthcare
business and the increasing uses to
which Afrox’s gases were being put
in the minung indus

He also noted that the weakness
of the currency had been benefiqal
to Afrox

“It's helped our exports and
kept forergn competiion at bay
Importantly, we don’t import any-
thing to speak of ”

Enough said Afrox complies
with every cnterion

Given its hugh pass mark, the
forward price-earnings multiple of
25, which 15 denved from a conser-
vative 20 percent earnings gam

assumption, 15 by no means
demanding

I
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Staff Reporter

TESTS show chemical giant Somchem 1s
slowly poisoning the Buffels River at 1is
controversial ammunition test faclllty near
Hangklip ‘Lo |

The Buffels River dam - sole water supply
source for Pringle Bay and Roo1 Els ~ 18
about 200m downstream from Somchem’s
facihiy, where artillery ammumtlon 15 tested.

Traces of the toxic elements beryllium
and antimony have already been found 1n
samples from streams flowing 1nio Buf-
fels River and experts fear other foxins,
including eyanide, may also be washing
down the river from the test site.

Berylhum and antimony are metallic
elements believed to be present an the
hardened copper used during: tests of
artillery ammunition,

Ant1mony 1s highly foxic and, if taken,
give Tise to symptoms snmlar to those
preduced by arsenic

In 1993, after a marathon court battle
with the Roo1 Els council, Somchem-agreed !
1n an order of court that 1t would cease all ¢
(| testing should 1t be found 1t had polluted

water supplies to a degree making them
| unfit for human consumption , -

Astatement yesterday by Somchem and |'
six other organisations, which include
local municipahties and pressure groups, |

“conceded that lead 1n'the sof1 ﬁnvmmd the |
i} test site exceeded official g‘§ detnkailmlts
5 Somchem, for the first, tlmé iast week,

also acknowledged that h\}’n cyamde com-
| | pounds were among the mgredwnts of the
| artillery propellants tested on, the site,
l

Somkem directed queneswéq C‘harhe
Boucher, chairman of the test range work—

A

Ing group, but he was u11::111:*..*:1111&131«a‘h 2
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SA plans to decrease
oil dependence on lran
Tim Cohen

mtendedlfdle Cig’a j

CAPE TOWN — crease its oil de-
pendence on Iran and was 1n wide-ranging talks with
waudi Arabia 1n negotiations which extended beyond
the future of Mossgas, Mineral and Energy Affairs
Minister Penuell Maduna said yesterday.

Maduna indicated that SA’s o1l storage capacity,
the future of Mossgas and the hkely sale of more of
oA’s strategic fuel fund were interlinked.

An “interesting” offer had been received from a
Saudi Arabian group to acquire an interest m Moss-
gas, but 1t had been received after the expiry date of
the Cabinet’s “test-the-market” mandate for Moss-
gas Contrary to reports that the offer was rejected,
Maduna said it was being considered in the context of
wider discussions about future trade relations be-
tween Saudi Arabia and SA

He sard 65% of SA’s imports came from Iran, He
acknowledged it was unwise for SA to depend on a
single country for the bulk of its supplies.

Maduna would not comment on the future of
Mossgas, saymg only that a report would be present-
ed to the Cabmnet this week

He suggested further cuts to SA’s strategie oil
stock would take place soon, but did not mention the
amounts mvelved Tt is understood the decision on
how much of the stocks would be cashed depended on
whether SA’s oil storage facilities were utllleed SA
has four months’ supply mn the strategic fund

If SA did manage to rent space mn the eﬂ storage
facilities, the strategic o1l fund could be reduiced sub-
etantla]ly because reserve stocks would exi§t in the
country even though they were not owned by SA

Maguna said SA was keen to buy o1l frem Iraq if
the pnee was right and the sale was within UN reg-
ulatiois. The foreign affairs department was regis-
teringSAasa buyer of Iraqi oil.




By Christo VolSchenk

ECONCMICS EDITOR

Cape Town — Mossgas, the state-
ownted synthetic-fuel producer in
Mossel Bay, fould be sold to Saud
Arabla m part payment for o
imports under 5 comprehensive
rade deal that South Afrea and
Sauch Arabia are negotiating,

gy affairs, said
yesterday that Saud, Arabia’s offer
to buy Mossgas last month could
form part of 5 bigger trade dea
bemng negotiated with the country
Saudi Arabia 15 the largest qil pro-
ducer 1n the world

It was reported recently . that
Saudt Arabia’s offer to buy
| Mnsjsgas for R1,5 billion was sum-

" marily. jected:by the government.

because the bffer had Been recerved

The government announced
recently that all other offers to buy
Mossgas had also been rejected

Maduna confirmed thag the
Saudt offer had been recerved afew
weeks after the June deadline had

expired, but he denied that it had |

been swept from the tabja because
1t was recetved Iate

He said he would submit a
report to the cabinet on Mossgas’s

future this week Maduna sard he
expected the cabinet to make 5 final

abia

(£2) c7(aw) 20/e/96

deciston on the synthetic-fuel pro-
ducer m two weeks, Lo

He said m 4 Press briefing m
parhament that the deg] might
result in South Africq buymng crude
otl from Saud; Arabsa

Maduna would not say how
Mossgas would be included 1n the
rade deal, but he said the Saudi
offer would be “revisited” when
the deal was negotiated,

An ol deal with Sapdy Araba
would significantly redyce South
Africa’s dependence o Iran, which
supplies about 65 percent of the
country’s crude Imports,

“It is Mappropriate for a coun-
fry to be so heavily dependant on 3
single suppler” Maduna sad

He said South Africa consumed
about 450 (00 barrels

3 d"thsftwme céygtg would buy o1l
an

right, S
South Africa would ajsg register
to buy Iraqi oif under the recently
approved United Nations of-for
food deal

The cabmet still had to ratify a
deal with Iran for storage space n
underground: bunkers close to
Saldanha on the wes coast, he said.

“The deal 15 st up m the am,
Nothing has been signed We are
stll warting for the resylts of the
environmental mpact study,”
Maduna sard
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SA’s-crude
may supply

eichbours
193 ) c1(hn) 2469

By James Lamont

INDUSTRIAL EDITOR

Maseru — The South African gov-
ernment’s trade in crude oil, worth
$16 mullion (about R75million) a
month, could play a beneficial role
in supplymg sub-Saharan Africa’s
energy requirements, Penuell
Maduna, the muneral and energy

affairs minustes, said last week
Reiterating fus view that South

Africa should diversify its a1l sup-
ply arrangements, Maduna said the
crude trading undertaken by the
Strategic Fuel Fund, a subsidiary of
the state-owned Central Energy
Fund, was a good source of hard
currency and stretched to Kenya

He sad that South Africa’s vast
ol storage facilities, developed dur-
ing the apartherd era to counter the
ol embargo, could be used as a
platform to supply the regon.

The Strategic Fuel Fund, which
used to co-ordinate all crude
imports dufing sanctions, manages
the strategic storage facilthes and
controls the state’s o1l purchases

South Africa has been selling off
its stockpiles During the apartherd
era South Africa mamntamed two
years' supplies m the stockpiles
These are beng reduced to four
months Stockpiles at the end of last

year were about 45 million barrels,
according to the International
Energy Agency That would cover-
imports for six months The mter-
national norm 1s 90 days

An audtt by Inspectorate Mé&L,
commussioned by the mineral and
energy affairs minustry and
released in Febtuary, recommend-
ed that the strategic fund become
more swited to hiberalised trade It
said it presented the state with
commercial opporturuties i oil ter-
munalling and storage It suggested
the Strategic Fuel Fund be separat-
ed from the Central Energy Fund
and possibly privatised

Other ol trading opporturuties
could emerge from deals with Jran
to store 15 mullion barrels in,the

facilities and one under negotiation
with Saudi Arabia ;
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| Unionists to act

i PETROLEUM sector Wworkers |
t of the Chemieal Wﬂrker;q“ In-
i dustral Umion would today |
¢ embark on 1ndustnial action af- |
y ter mediation failed to break a |
{ deadlock with management' |
Y The unron said 1t would not
| compromise on demands for a |
{ 40-hour week without loss of |
| 'pay, a 14% wage mcrease, and
i aR1 800 minimum s ?j i
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Medicine_thelt
(&)

<

By Shirley Jones
KVWAZUL | INATSL EDITOR

Durban — Bad management and
the government’s mability to con-
trol stock are behund the thett of
astronomical  amounts  of
medicine from state warehouses
and medicine depots, Mirvena
Dech, a spokesman for the
Pharmaceutical Manutacturers
Assoclation said yesterday

Gtate merchandise with a
retat] value ot between R600 mil-
hon and R1bilhon was stolen
because of antiquated stock con-
trols and secuntv systems, she
sald

The antiquated stock control
caused great losses from the main
state warehouse betore medicines
were dispatched to state hospt-
tals, where stock control and
security systems were eiven
wOrse

According to a document sup-
phed by Captan Daan Davis, the
national co-ordinator of pharma-
ceutical investigations 1n the
South African Police Services
Narcotics Bureaw, the state had
no accurate data about which
medicines were bought, what
they were used for, and how
effective they were The bureau s
the government-appomted com-
muttee that mvestigated the pro-
posed healthcare plan last year

The document said that the
South African Police Services’
prosecutions were often thwarted
because the rightful owners of the
medicines could seldom provide
proof of ownership ot even con-
firm the loss of confiscated stolen
medicines

Davis sad that 1t was imposst-
ble to trace medicines, so 1t was
difficult to say what proportion of
stolen goods came from the state
and what percentage from phat-
maceutical manufacturers

“Medicines can be filched at

blamed on lax security

[ [: Tl
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RECOVERED GOODS Ispector Rocko Nel with stolen medicine seized last week  PHOTO JOHN WOODROOF

sany time during the manufactur-
ing or distribution process
Durmg manufacturing, buckets
full of pills may be spirited from
the production Iine

“It 1s also during this stage
that a 2 percent margin 15 allowed
by the mdustry for this, as 15 the
case during the packaging stage
Thus 4 percent loss could amount
to mullions of rands worth of
pharmaceutical products,” he
said

“Medicines with expired shelf
lives are also often lost on their
way back to the manufacturers,”

Davis said

He believed that the only way
to control the spiralling theft of
medicines would be to mark
them before distribubion, a sys-

ctcen) gaelab
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tem that the depariment of health
intends to adopt despite protests
from pharmaceutical manufac-
turers

Deeb said the soplusticated
chgital marking of medicines,
black for mechcines distributed to
the private sector, blue tor exports
and green for medicines sold to
the state, would add at least
R500 million to manufacturers’
costs That would ultimately be
passed on to the consumer

The system would make 1t a
crimmnal offence to be 1 posses-
sion of medicines with green
markings When the state failed
to take up a full order, which hap-
pened often, manufacturers
would not be able to dispose of
excess stock through alternative

channels, Deeb said

She said this would result in
massive losses, which would put
local drug manufacturers out of
business at a time when they
faced, the threat of parallel
imnports and price controls

Davis said the pharmaceutical
mdustry had_faled to come up
with a suitable alternative to the
marking option

Deeb said the state should
first get its house n order
Manufacturers wanted the state
to privatise its warehousing, dis-
fribution and security systems
nationally, as had been done m
the North West province and
Mpumalanga That had already
substantally cut the state’s bills in
those areas, she said
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_ LABOUR NEWS

One-day action could be forerunner to longer stayaway

Petroleum workers strike

T 23/2)4 b B@)

By Guy Olyer

LABOUR EDITOR

Johannesburg — A one-day strike by
petroleum-sector workers today could be
a curtain-raiscr to more protracted indus-

trtal action by the Chemical Workers
Industrial Union

The action was announced yesterday,
after mediation talks last week had farled
to break the deadlock between the union
and the employers, said Abraham
Agulhas, the unton’s president

Simon Drysdale, the petroleum em-
ployers’ co-ordinator and chuef negotiator,
said the action was unlawful and a breach
of agreements signed

“It's the wrong thing to do
probably harden attitudes

and will

Drysdale said the cost of thé strike to
the mdustry could not yet be assessed

Agulhas said all 15000 union mem-
bers within the sector would back the in-
dustrial achon and he expected all pro-
duction to grind to a halt

The protest would affect all South
Africa’s refineries, distribution sites and
depots, he said

The amm of the achion was to put pres-
sure on the management to accede to the
uron’s demands ahead of Thursday’s
scheduled dispute hearing between the
two parties, he smd

“We are not confident the dispute will
be resolved, but 1t (the one-day strike) wall
put pressure on employers, given the pos-
sibtlity of a longer strike A longer strike
would affect every sector of the econo-

The uron has demandeéd a 40-hour
week without loss of pay, a 14 percent
wage mncrease and an RI 800 muntmum
monthly salary

Agulhas said managements had made

no commtment to a 40-hour working
week Only Caltex and Sasol had offered
one-hour reductions i the working week
The average working week m the sector
15 43 hours

Management had, however, offered a
9 percent pay mcrease and accepted the
R1 800 mumimum salary requirement

Agulhas sad the day of mdustnal
action was precipitated when “manage-
ment would not move on hours of work
If they had moved, we could have taken
something to our members ”

—
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By James Lamont
m INDUSTRIAL £EDITOR

Maseru — The petrol price n South
Africa will fall if the state wrth-
/| draws 1ts sanction of the pricing
arrangements among refiners and
‘[ *marketers, Penuell Maduna, the
‘munister of muneral and energy
/| affars, sard at the weekend
This 1s the first ttme a South
| African energy maruster has openly
| cniticised the prevailling pricing
wisdom 1n the local ol industry
- These controls have been n place

L

since the late 1980s

Maduna said that according to
his minstry’s calculations, petrol
products would be cheaper for the
consumer and bring about greater
efficencies 1n the econoiy, if the
pricing mechamsm, based on m-
bond landed cost and fixed mar-
gins set for wholesalers by the state,
were abolished

The mantenance of the retail
petrol price 15 the central pillar of
government intervention mn the
sector

The government sets wholesale

L —

LuY
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margins, which benefit the o1l com-
panies, and retail prices
~ Wholesale margins are 14c a
htre, but o1l comparues want this
raised to 17¢

Petro] prices mnclude state finan-
cal support for the production of
synthetic fuels from ccal and
natural gas

In addition, o1l companies are
also obliged to use locally pro-
duced synthetic fuels

In South Africa, refimery output

11s sold to wholesale marketers at a

price based on a monthly average

|

| Maduna says petrol price will fall witho

of a basket of prices for products
refined n Singapore and Bahram,
as 1f they were dehvered to South
Africa

The government has previously
argued that this derived prrce for-
mutla 1s an mncenhve to efficiency

But experts have said that petrol
and diesel prices m Singapore have
little to do with South Afnica Now
that the apartheid-era distorhions
are a thing of the past, prices
should reflect the market-based
product import panty prices paid
by o1l companies

ut state ,mﬁw%oi
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duna said these complex

pricing arrangements and competi-
tion restrictions were developed
under apartheird to guarantee oil
companies good returns and lower
competifion

He said he believed deregula-
tion of the petrol mdustry was
mevitable

It would bring new o1l compa-
rues and new products But he said
the state would have to scale down
its synthetic-fuel subsidies for the
international o1l compames to
accept deregulation.

196

Though Sasol’s tanff protection
1s, bemg progressively wound
down towards 1999, Mossgas, the
gas-to-fuel producer, remains
dependent on state support

Coln McClelland, the director
of the South African Petroleum
Industry Association, a representa-
tive body of international o1l com-
parues, said the associahion wanted
market-determined prices He said
deregulatton would p:obably
lower petrol prices mn urban cen-
tres, but push them up mn rural
areas




L

.It
) 1

»*  BUSINESS DAY, Wednesday, Augu

/

Petroleum strike
.contrave es)deal
(12

Reneé Grg!figza

PETROLEUM employers warned,

'n the wake of the one-day strike
, by the Chemucal Workers” Indus-
t+al Umion, that their participa-
tion in the new chemical industry
ubbrgahﬁn‘ﬁ council could be up for
review ifillegal action continued.
% Unon members embarked on a
ene-day strike yesterday to pub
pressure on employers to change
» Yheir position on Wages and hours
- HE work prior to the dispute meet-

1fig toOMOITOW.

te. Union president Abraham Ag-

afhas said 5 000 workers in Cape

TPown, Port Elizabeth, East Lon-

Hén and Durban had participated

i action yesterday which includ-

ed the blockadng of the Caltex

refinery m Cape Town

% He said the main focus of the

dispute revolved around the

demand for a 40-hour week.

~ If employers agreed to phase m

atd0-hour week over a pumber of

ybars, agreement could be reached
on wages, Agulhas said

. Employer spokesman Simon
Drysdale — who said that only
1 £00 workers participated mn yes-
terday’s strike — said the action
contravened the dispute proce-
dure outhned m the interim
agreement reached between the
parties which provided for sec-
tsral bargaining on wages for the
first time

Dz@fﬂijé
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Composition of fuel price it the Gauteng region
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Petrol attendants

‘threatened by

oil deregulation’
83) @2 )

By James tamon

C..r C&ﬁ > g‘,' é\lDth@ EDITOR

Masert. — One of the biggest challenges facing
the government’s deregulation of the o1l industry
m South Africa 1s the fate of petrol pump atten-
dants 1f self-service becomes the norm at fuel
stations, Penuell Maduna, the miruster of energy
affairs, said at the weekend

Maduna-said he-would have to'convince the
uruons that represent the 45 000 forecourt work-
ers 1 South Africa that the deregulation of the
state-sanctioned ofl industry would benefit the
wider economy

The government regulates the retail price of
petrol and ol Maduna argued 'that this was 2
hangover from when South Africa mamtained‘a
siege economy against nternational sanctions

The mumuster said deregulation would bring
new supphers and new products mto South
Africa, which could include self-service pumps

Self-service pumps are forbidden on the
nahon’s forecourts under the service station ratio-
nalisation plan, which controls the number of ser-
vice stahions in the country

He said he would urge the uruons and ther
oil industry members not to profit from the incen-
tives given to mternational o1l comparues to par-
ficipate mn the South Afnican mdustry durmg the
apartheid era

Maduna said o1l compantes had nvested
heavily in the petrol stations and the introduction
of labour-saving technology could take years

the pricing mecharusm for petrol would make
petrol cheaper n South Africa and bring about
greater economuc efficiency o

The' pricing mecharusm 1s based on a basket
of refined products from Bahram and Singapore
and mcludes fived margms for wholesalers,
which have httle significance m the post-
apartherd market

;)ﬁﬁ*rﬂl |
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Last week, Maduna saxd that the abolitiori of
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Strike upsets fuel industry

&) (97)
Centralised
bargaining

ut at risk
P cTCmM@f%’HL

By Guy Oliver
LABCUR EDITOR

Johannesburg — The petroleum industry will
reconsider its position towards centralised bar-
garung because of the Chemical Workers'
Industrial Unuor's llegal strike yesterday

The unon called the mdustrywide strike after
2 deadlock m mediation talks last week about
wages and working conditions and before
tomorrow’s scheduled dispute hearing between
the two parties

The strike may have put the dispute meeting
in jeopardy, sard Simon Drysdale, the national co-
ordinator for the petroleum industry The mdus-
try was considenng swung the unions for dam-
ages for the 1llegal and unprocedural strike,
Drysdale said yesterday. “w

“Tt (the strike) was also a matertal breach of
the mterm bargaming agreement signed 1n June
by the urion’s general secretary Muz1 Buthelezy,”
he said.

Furthermore, the industry would “consider
the contmued participation in centralised bar-
ganmg  Thus (the strike) 15 parhicularly dis-
turbmg as fhus was the first atternpt at industry-
wide centralised barganmng”, Drysdale said.

The unton hoped to paralyse the sector as a
show of strength and use that lever at tomorrow’s
meeting with promises of widervaction if uruon
demands were not met But the industry said that
only about 1500 of 8000 umorsed workers
heeded the call for a national strike k

Drysdale said the strike had not halted pro-
duction at depots and refineries

The strike was precipitated after mediation
talks failed to resolve the workers’ hours The
union wants a standard 40-hour week The indus-

standard 1s about 43 hours, the union sad

Drysdale sard the union was offered a 10 per-
cent wage nise, agamnst the urion’s demand for
14 percent and would have “brought hours of
work closer to the union demand for a 40-hour
week” He said some mdustry members were
already working a 40-hour week

Drysdale also countered the urion demand
for a R1 800 prnumum wage He said 1f the uruon
had accepted the 10 percent rise the average min-
rmum would have been R2 198 a monith, He said:
most of the o1l companes also paid an&adgfihunal )
R1 000 a month n contributions to provident and
pension funds, medical aid funds, housing subst-
dies and educational allowances® v,

Reuter' reports that in Cape Town about 70
workers blockaded the gates of the Caltex refin-
ery, but production was not halted

> Abraham Agulhas, the prestdent of Chemucal
Workers’ Industnal Urion, sawd most workers at
Durban’s Island View Holdings had jomed the
stke He rejected employer claums that the strike
was illegal

"We workers have the night to take acion We
were supposed to get our increases in July”




Pollfin to sell its refr

By James lamont

INDUSTRIAL EDITOR

Johannesburg — A-Gas Internahio-
nal, the British-based gases and
chemical group, announced yester-
day that it would buy Polifin's
refrigerant business to expand the
supply of replacements for chlo-
roflourccarbon (CFC) products to
the South African market Pohfin is
a plastics and chemicals manufac-
turer listed on the JSE

Though A-Gas, a new-comer to
the South African market, took over
the busimess of Polifin Refrigerant
Gases on Monday, the deal will
only be concluded by the end of

éi?.

A Polifin spoKesman sald after
the company stopped manufactur-
g CFCs at 1ts Midland plant at
Saselburg in December last year, its
refrigerant distribution activities no
longer formed a core part of its
busmess The development was 1n
Iine with the Montreal Protocol to
stop CFC production

Polifin, once the domunant com-
pany n the busmess, 15 no longer
mvolved in manufacturing refriger-
ant gases

John Cooper, the chairman of A-
Gas, said the CFC products replace-
ment business in South Africa was
i turmoil because of adherence to
the protocol and the demand for

amt %)r ch

withts A-Gas South
Africa to become an umportant
supplier of Solkane products to the
local market Solkane products are
environmentally acceptable alter-
natives to CECs

A-Gas will confinue to operate
the Midland re-packaging urt
untll its new bulk storage and
repackaging facility, under con-
struction in Cape Town at present,
15 completed

A-Gas also mtends to strength-
en facilihes i Gauteng to service
Polifin’s substantial market pres-
ence 1n the area

Cooper said that A-Gas was bet-
ter sutted to the trading environ-

March next year imported products ment of CFC alternatives because
Both compantes refused to dis- A-Gas intends to merge the Polifin was prmarily a manufac-
close the value of the deal Polifin refrigerant gas business turing company
#
i { it
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Sasol to convert Se%ﬁ%g re£9 er

Business Day Reporter

SASOL 18 plannng to spend R96m
converting 16 ignition catalyst
reformers at its synthetic fuel
complex m Secunda to an open-
flame type.

The fuel-from-coal producer
sard 1t would confirm the design
basis of the project by converting
one igmtion catalyst reformer 1m-
tially, starting in February

5 s will be followed by con-
vérsion of the remaimming reform-
ers by October next vear, after the

successful evaluation o
stage,” the company said.,
The technology for the conver-
sion had been developed by Hal-
dor-Topsoe of Denmark.

It incorporated a new type of
burner that produced an open

flame to burn off the methane-rich
gas generated by the process, as
opposed to the existing igmtion
catalyst system.

Sasol said benefits of the new
technology included improved ef-
ficiency 1n the conversion of gas to
ligmd productz, exdended reactor

run times, reduced operating and
maintenance costs and greater op-

erational flexibility,
The improved burner was also

expected to result in a more stable |

operating environment and longer
catalyst life.

Sasol and Haldor-Topsoe
signed a technology co-operation
agreement earlier this year with
the intention of promoting Sasol’s
slurry phase distillate technology,
with Haldor-Topsoe’s natural gas
conversion technology for the pro-
duction of high quality diesel.




Union threatens national

strike after wo%;§s Q;%e‘& @

Terry Turner, Lion Match’s managing |
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By Stuart Rutherford

Durban — The 63 000-strong Paper.
Printing, Wood and Allied Workers'
Unzon 1s threatening to strike over the
dismrussal of 380 workers at Lion Match's
factory i Durban last week

Lucky Mhlongo, the secretary of the
unton’s southern Natal branch, said the
wnion’s leaders had resolved to embark
on a national strike 1f the workers were
ot remstated unconditionally He said
the urion was approaching Cosatu to
tind out if 1t could mvolve all of the fed-

_ eration’s members

The workers were dismissed last
Thursday after employees picketed the
company's offices to protest agamst dis-
aplmary hearings agamnst three staf
members The tno had allegedly
ntimidated and harassed management
officials during a three-week strike that
started on July 30 They were demand-
mng that workers be allowed to transter
funds from the company’s penston fund
into the unton’s national provident fund

director, said the company fired the
workers because of therr unlawful and
aggressive behaviour during the strike,
and their defiance of management warn-
ings and a court interdict barnng them
from comung, withun 50m of the factory

Turner said the company was em-
ploying new workers It was not remn-
stafing the dismissed workers, but they
could apply for re-empioyment.

He would not quantify the losses
Lion Match meurred because of the two
strikes that jointly prevented more than
three weeks of production, but said 1ts
other factories had not made up the loss-
es Production was resumed at the
Durban plant yesterday

Mhlongo said the company dis-
mussed the workers because 1t did not
want to transfer the R22 mufhion from 1ts
pension fund mto the unon’s provident
fund He sard the dismissals could not be
justified, because 196 workers had been
rrested last Wednesday and were m jail
when they were fired




Petroleum industry
ouit of wage talks

By Guy Oliver

Johannesburg — The petroleum mdus-
try has broken off wage negotiations and
has cancelled today's scheduled dispute
hearing with the Chemical Workers’
Industrial Union

The industry had warned on
Monday that, should the strike called by
the union for Tuesday take place, there
would be a hardeming of atfitudes
between 1tself and the union

The union’s one-day strike on
Tuesday was part of 1its strategy to force
the industry to accede to demands of an
industry-wide, 40-hour standardised
working week, the mamn stumbling
block m wage and working condition
negohiations

Abraham Agulhas, the union’s presi-
dent, said employers had cancelled the
dispute hearing by letter and telephone
He said “This will further antagonse
the workers on the ground ”

Simon Drysdale, the mdustry’s
national co-ordmator, condemned the
illegal strike and said “Until such good-
farth commitment 15 recerved from the
the uruon, ndustry 1s not prepared to
continue with wage negotiations ”

Drysdale said compantes were mves-
hgating actions by individual workers

(o) 846

187)

and reserved the right to take discipli-
nary action

The mdustry was also considering
seeking financial compensation for the
losses incurred by the strike

The strike call was heeded by 5000
workers m Cape Town, Port Elizabeth,
East London and Durban, the umon
claimed

Drysdale sard only about 1 500 work-
ers of the 8 000 uniorused workers 1n the
mdustry were absent

Agulhas said umon officals would
meet 1n Johannesburg today as sched-
uled even if employers did not attend

He stated that further industrial
action would depend on the outcome of
the urion meeting

Agulhas said centrahsed bargamming,
which was being employed by the
mdustry for the first time, was creating
divisions within the employers’ ranks

Drysdale said thus week much of the
petroleum mdustry was abiding by a 40-
hour week and others were close to 1t

Agulhas satd this was the problem as
the unton was seeking standardisation of
working hours

Agulhas said that though there was

consent at plant levels for a standardised
40-hour week, this was not carried
through at national level and was not
backed in the central bargaining process




Oiri and gas taxes
hit 71% mark,

says Soekor chief

Investo
és

LLEWELLYN JONES
BusinEsS REPORTER

01l exploration and production

| companies in South Africa are being
unfairly taxed, says Joggie Heuser, the
chief executive of Soekor - and this is
chasing away potential investors,

Speaking at the Africa Upstream Con-
ference at the Waterfront, Mr Heuser said
that 1f one were to add all the taxes due on
oil and gas production , 1t would amount to
an effective tax rate of 71 percent

“I believe that this 1s enough to chase
any potential investor away,” Mr Heuser
saxd.

He said the fiscal conditions of any
country was an integral part of the eco-
nomics of prospecting for o1l and gas
Therefore the challenge facing South
Africa was to atiract international mvest-
ment and participation m a very competl-
tive market

“This I consider Soekor’s — and my -
greatest challenge — the creation of a more
investor friendly environment with regard
to the upstream o1l mdustry.”

Another significant constramt was reg-
ulations with regard to 01l production. Cur-
rent legislation was intermingled with
minerals law and was considered unclear
and unacceptable by potential investors

+To overcome these obstacles, Mr
-Heuser said Soekor had made recommen-
d@&lons to the government which he

£ "
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chased away’
) ARG 22(1(18

ehieved were bemg seriously considered.

Proposals included a drastic reduction
1In taxes on ol and gas production, the abo-
lition of the 12,5 percent secondary tax on
companies and the scrapping of the addi-
tional normal tax, which 1s a 40 percent tax
over and above the corporate tax of 35 per-
cent ’

“We have recommended that the tax on
o1l and gas production be fixed at either 30
percent or 35 percent,” Mr Heuser said.

The recommendations go even further,
suggesting that incentives should also be
offered, particularly for gas exploration
and production SOEE

He said 1t was vital to implement these
proposals if South Africa was to make a sig-
nificant dent in trying to reduce 1ts R1,2 bil-
hon o1l biil,

B Sockor this week continued an mter-
national tradition among o1l companies,
renaming the E-BT oilfield 140km off Mos-
sel Bay the Orib1

Mr Heuser said that choosing the name
of the small antelope, which is found 1n the
Cape, si1gnified the company’s commat-
ment to environmental protection.

Dascovered in 1990, the Oriba oilfield
wiil start producing in February néxt year

“We beheve that with Oribi coming on
stream next year, and other discoveries we
have made 1 the area, we can start produc-
tion at a rate of 20 000 barrels of 01l a day
and contimue for the next six to 10 years,”
Mr Heuser said




Tak incentives needed
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By Christo Volschenk
ECONOMICS EDITOR

Cape T(j;wn — Soekor, the state-
owned o1l exploration authority,
has requested the government to
consider tax incentives to enfice
international o1l comparues t0
explore and produce gas i South
Africa’s deeper waters

]ﬂgglé Heuser, the chuef execu-
tive of, §ﬁeker, made the announce-
ment yésterday to delegates at the
Africa-Upstream ‘96 oil conference

To date, Soekor has searched for
reserves to a depth of 200m
Geological evidence pomts 0 Sig-
nificant -gas reserves deeper than
that, he said

New technology has made the
explottation of the reserves possible
but international expertise and
finance:would be necessary.

“We téquested the goverrunent
to abokish secondary tax on compa-
mies and’drop company tax rates to

argu
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es Soekor

30 percent We also asked the gov-
ernment to revise the regulations of
the upstream o1l mdustry, which
are unclear and unacceptable to
potential mvestors,

“ All legislation pertaming o the
upstream ol mndustry should fur-
ther be consohdated mn a new
standalone o1l and gas act,” sad
Heuser

Independent consultants have
confirmed “the potential for sigruf-
icant discoveries m eight geologrcal
basms”

Heuser also said  the
Bredasdorp Basin, South Africa’s
first commercial oil-producing
region, would be named the Oribi
oilfeld.

Farlier, Penuell Maduna, the
muneral and energy affairs miruster,
smd o1l imports were costing
412 hillion a year, a iigure which
the government hoped to bring
down by exploiting the huge deep-
sea gas reserves.
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A markedly stronger balance sheet and
enhanced financial flexibility are among
the benefits that should immediately en-
sue from AECY's plan to unbundle hold-
Ing company Afex (Pty) by way of its vo-
luntary liquidation

Afex was acquired from UK company
IC1 a few years ago in exchange fora 51%
share of AECI's explosives business
Afex owns one share less than 50% of
AECI's equity and Afex in turn 1s held in
equal proportions by AECI and Amic
With 1ts further direct stake, Amic owns
an effective 52,6% 1n AECI

When the 1995 year-end results were
released, AECI said 1t was exploring the
option of a global placement of shares as
a means of realising its investment n
Afex When the June mnterims were pub-
lished early last month, 1t was noted that
the rand’s volatility during the second
quarter had hindered progress but work
was continuing

The plan now 1s that the hiquidator of
Afex will mandate Goldman Sachs Inter-
national and Cazenove, as jomnt lead
managers, to place about 12% of the 1s-
sued shares of AECI This will be done
through a combined domestic and inter-
national placement

Amic will then buy about 13% of the
company from the hquidator, at the price
achieved 1n the placement, roughly to
maintam its holding Net proceeds of the
placement and the sale to Amic will be
distributed by the hquidator to AECI as a
liqudation dividend Afex’'s remaining
shares in AECI — a 25% stake — will be
distributed to Amic as a iquidation divi-
dend in specie

AEC] financial director Neale Axelson
says this process 15 expected to take
about two weeks The amount of funds

M
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raised will depend on share price move-
ments over this pertod However, at
AECT's price of R24 on Tuesday, net pro-
ceeds could total around R900m

This would greatly strengthen a bal-
ance sheet that has been showing strain
after hefty capital spending in 1994 and
1995 At June 30 net imterest-bearing
debt totalled R1,7bn, giving a gearing ra-
tio of about 63%

Axelson says the Afex unbundiing
would mitially cut gearing to the 20%-
30% range He says the funds raised
would not be used simply to retire debt
but also to create funding capaaty for
planned capital spending and for invest-
ment opportunities that may arise “It
will mprove financial flexibility,” he
adds Spending1s likelyto nise again after
1996, though probably not to the levels
of the past few years

Gearing aside, there should be an im-
mediate benefit in a lower mnterest cover
(a thin 1,9 times at the March interim),
and the effects will be “usefully cash flow
posiive” 1n that the saving in after-tax
Interest charges would exceed the divi-
dend received from the Afex holding

AECI should also gan a wider and
more tradeable shareholding spread In
1993, only 22% of 1ts shareholding capital
was not held by Amic and the other ma-
Jor shareholder at the time, IC]

After the Afex unbundling, about 48%
of the 1ssued capital would be 1n the pub-
lic float and tradeable in the market In-
stitutions in SA, Europe, North America
and the Far East will be invited to bid
Andrew McNulty
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pharmaceutical Manufacturers’ Association CE Qr—-
ryéna Deeb says the pharmaceutical multinationals
form no monopoly and have no interestin Sardfina 2.

pharmaceutical Industry 1s unfair and unfounded The

publicity which Health Mimster Nkosazana Zuma
brought on herself and government relates to 1ssues of bad
governance, not health policy

When we are unhappy with draft legisiation or regulations,
we approach the Minuster or her department oOf use the legal
system to enforce our ctvil rights We have no mterest in deni-
grating the Minister in any clandestine fashion This does not
preclude us from answering quenes from the media or voICIng
our opposition to policies which we believe cannot be imple-
mented That 1s our democratic night to freedom of speech Peo-
ple may need reminding that the Sarafina 2 investigalion
started 1n February, when the ANC-led parhamentary commuit-
tee on health called for a probe

We also reject the President’s assertion that the medicine
market 1s monopohised by “big foreign conglomerates reluctant
to face competition ”

About 200 drug companies operate in SA Of these, only 45
are multinationals — none of which enjoys a market share
greater than 6% Independent market analysis by Data Survey
International shows that of the top 16 drug companies, the
largest market share 1s held by SA Druggsts (10,3%), alocal and
argely generic-based company, followed by another local firm,
Prempharm (7,8%), and Roche with 5,1%

The figures show that at manufacturer level, the market 18
highly competitive 1t 1s ready to take on competition from new
players What we won't tolerate 1s a system that allows differ-
ent registration requirements on bureaucratic whim — for €x-
ample, a three-month registration period for an imported
generic where the 1dentical drug made here 1s registered only
after ayear Such a dispensationisnow being considered by the
Department of Health even though 1t would amount to a viola-
tion of competition law and policy

The President cannot be aware that the Competiion Board In
February warned the department that most of its drug policy
was in danger of contravening competition law and policy or
could negate competition 1n the pharmaceutical market

The ndustry 1s not fighting competition, especially the ver-
sion accepted in free-market €CONOMIES

The Department of Health 15 clearly unaware of the contents
of government’s macro-economic plan, endorsed recently by
the President as “non-negotiable " The plan 1s geared specifi-
cally to attract foreign Investors But the depariment seems de-
termuned to destroy an industry worth R7bn/year to the econ-
omy (about R500m/year 15 spent on research and development
and RDP projects) and an employer of 17 000 skilled workers by

ntroducing laws that would violate the basic tenets of protec-

Presu:lent Nelson Mandela’s attack on the multinational

IN MY OPINION
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tion of mtelle€tual property rights

Imagine asking investors to come 10 SA but telling them peo-
ple ordering their wares are prevented by law from using their
brand names? Would Shell or Sasol be happy with a label that
read simply “petrol?” Such a scenario 1s envisaged for pharma-
ceutical companies with the department’s draft regulations of
July 12 that would prohibit doctors from using brand names on
scripts Since 1t 1s internationally accepted that branding fosters
commercial competition, can industry’s rejection of these pro-
posals be seen as an attempt to hamper competition?

Is 1t fair to expect industry to pay about R500m/year to try {0
halt a R100m theft problem from State warehouses and hospi-
tals? This 1s another proposal contained in the same Govern-
ment Gazette of July 12

The proposed multidimenstonal digital marking system 1s un-
iried and untested for pharmaceutical firms elsewhere in the
world and could push up costs Could industry’s opposliton to
this proposal in 1ts present form reasonably be said to amount
to an attempt to frustrate efforts to bring prices down?

The President 15 nght when he says industry 1s rejecting some
of Zuma’s Initiatives but these are mmpractical, unreasonable
and will lead to price rises and bureaucratic abuse

Ironically, the Pharmaceutical Manufacturers’ Assoclation
unreservedly supports government’s objectives of ensuring af-
fordable and accessible health care and medicine 10 all It has
conveyed this message 1o Zuma and her department in words
and actions In April, the association voluntarily ended off-in-
voice bonusing {o ensure greater transparency and price com-
petition The idustry has tightened its marketing code and
self-regulatory mechanisms {o try to give effect to the senti-

ments contained in the National Drug Policy

The Pharmaceutical Manufacturers’ Association has told
Zuma it accepts the need to encourage greater usc of generics
provided thus 13 not mandatory The doctor’s clinical judgment
should not be overndden, nor should the paying patient's right
to choose be 1gnored

The industry accepts that prices paid by consumers are unac-
ceptably high but stresses this 15 the result of an over-regulated,
inefficient retail disiribution system that precludes big busi-
ness, medical insurers and schemes from selling directly to the
patient and using bulk buying power to effect savings

Such a dispensation keeps mark-ups In the US at no more
than 25% on manufacturers’ exit prices In SA, the mark-up can
reach 100% — a situation that 1s allowed by the ban on non-
pharmacy ownership of retail drug outlets

This single reform would introduce competition and remove
the need for many of the department’s proposed regulations It
s the recommendation of four independent COMMISSIONS of In-
quiry over the past 20 years, including the one nto a national
heaith msurance system for pnmary health care, convened last
year by Zuma The commission’s final report was submitted to
Cabmet earlier this year, regrettably after Zuma chose toignore
or alter the recommendation of her own commussion B

introducing laws that would violate the basie FeReR PP
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B ACTIVITIES Manufacture and marketing of
pfasﬂcs and chemicals

8 CONTROL. Sasol 42%, AECI 40%

@ CHAIRMAR. Pdu P Kruger MD T S Munday

il CAPITAL STRUCTURE- 550m ords Market
capitaiisation R4bn

8 SHARE MARKET Price 726c Yields 3,7% on
dividend, 11,4% on earnings, p eratio, 8,7,
cover, 3,1 I12-month high, 864c, low,
500¢ Tradmg volume last quarter, 6,3m
shares

Yearto June 25 "85 ‘36

ST debt (Rm} a3 190
LT debt (Rm) 374 179
Deht equity ratio 04l (.26
Shareholders’ interest 0,73 085
Int & leasing cover 49 1138
Return on capital (%) 314 290
Turnover (Rm) 2994 3209
Pre-int profit (Rm) 130 742
Pre-int margin (%) 244 231
Earniuigs (c) o 83
Dwvidends (c) il 27
Tangible NAV (c) 188 253

A low percentage of business mergers
succeed Polymer and chemicals group
Pohfin appear to fall in this select group

Now In 1ts third year of operation and
second as a listed company, s
Polifin has achieved solid re- |
sults in tough circumstances [}
The 1996 annuai report con-
veys a picture of a well or-
ganised group with a clear fo- §
cus and the nerve to spend a |
ot of money 1o become a
global business

Turnover In the first half of =~ 74
financial 1996 was hit by the P&
Chinese withdrawal from the ¥
offshore market and inven-

Fm 20/9/96

expensive feedstock Operating margins
slipped 1% to 23% but group financial
manager Roger Crosby predicts they will
rise again in 1997, boosted by cash fixed-
cost savings from the MRP and better
sales volumes A weaker rand will also
help exports These now generate about
12% of turnover, or R384m

Attributable earnings grew 28% to
R454m, boosted by a 57% drop 1n net fi-
nancing costs and a lower tax rate EPS
also rose 28%

One of the group’s primary strengths 1s
the ability to generate strong operational
cash flows These, says group MD Trevor
Munday, allowed the repayment of
R195m in long-term loans last year, and
Crosby says the group should be cash-
positive from mud-1998, with all debt
paid off

Capital expenditure for upgrading all
divisions to world standard, as well as
expanding some manufacturing lines, 1s
expected to total R1bn in the next three
years, to be funded from cash flow
Added to the R380m sanctioned in 1996
and capex spent mn the previous two
years, the outlay will be almost RZbn

This year, about R100m of the planned
capex will fund the

polypropylene expansion at
Secunda

Cash flow should nse
| steadily as debtisrepaid “We
need to look for a place to an-
chor the muilllons mn cash
which will builld up then,”
RN says Crosby
M Polfin's asset manage-
ment is fight, as evidenced by
the return on equity of 32%
“This 1s about as high as 1t

tory destocking But a rever-
sal in the second half, with
China buying again, saw In-
ventories rise along with prices Annual
turnover recovered to R3,2bn — up 7%
on 1995, 1% on volumes and 6% on aver-
age prices

Trading income grew only 2%, con-
strained partly by the Midland Restruc-
turing Programme (MRP) costs and more

Trevor Munday

can go, sInce we were com-
=== 1Ng Off 2 low equity base,”
says Crosby As the equity
base rises, that return will become
harder to sustain
Return on total assets shows a pleas-
Ing trend upward to 17,6% The ratio of
working capital to sales 1s about 17%,
which Crosby says 1s slightly higher than
the target of about 15% One reason was

MARKETS STABILISING

the importation of polyethylene as a ser-
vice to customers when local supplies
ran out “That pushed out our average
stockholding period,” says Crosby

“We are encouraged by the effort that
has gone into managing working capital,”

= Pohfin

sundjfmamjj
1955 SOURCE | NET 1996

he adds The tixed-cost savings expected
from the MRP (about R150m a yeat} are
now bemg seen monthly and the plant 1s
operating at targeted efficiency Teething
problems have been manageable

Each of the six trading divisions deliv-
ered forecast profits The poiythene divi-
sion spent R40m automating packing
hnes The chemical division invested

about R143m in new plant and upgraded
equipment to reduce 1its cost base

The share price has reflected the sharp
cyclical swings that bedevil commodities
businesses Last November, pessimism 1n
the market sent it plummeting to a R5
low But 1t recovered well to peak at 864¢
In April Since then 1t has softened with
the general weakness 1n the market to
726c Crosby says product markets look
more stable this year The prediction of
steadily declining international polyethy-
lene and PVC prices has not been borne
out The polypropylene price 1s falling
gently, in line with expectations

In the first six months, real earnings
growth 1s expected At 8,7, the historical
p € ratio 1s at a discount to other chemi-
cal companies It seems the market 1s
still worried about the nsk inherent in the
polymer industry

The group has a short tiack record,
though 1t has proved sound so far — but
investors tend to hike pedigrees Earnings
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LIFE AFTER PROTECTION

In future years, Sasol’'s management
may look back and conclude that gov-
ernment’s decision to phase out 1ts tariff
protection {over a four-and-a-half year
period ending early in 2000) was the best
thing to happen to the share

Executive chairman Paul Kruger re-
gards Cabinet's decision as “unduly
harsh,” considering the extent and rapid-
ity of the phasing-out process

And 1t does hurt financially Pieter Cox,
chief operating officer and incoming MD
(from the beginning of next year) says
every US$1 reduction in the floor price at
which Sasol receives protection knocks
R200m out of operating profit

Yet results for financial 1996, the first
year reduced protection kicked in, show
that Sasol can counter lower protection
— and 1t 1s still performing
better than most of SA’s large
industnal groups

Huge share transaction
volumes on Monday, when
Sasol announced bottom-
line growth of 255%, and a
share price which, at R52,
was a touch off 1its yearly high
(up 65% over the past year),
show that invesiors have
noted this

From January, the floor
price was reduced from $21
to $19 a barrel, and further

reduced to $18 a barrel in Paul Kruger
july But Sasol's answer {0 memmememmeomscmsm—

lower protection, which
comes mn at the turnover and operating
profit level, was to grow these by 13,3%
and 12,9% respectively

Though 1t's too early to gauge the ef-
fects of the full removal of protection by
the turn of the century — Sasol remains
partly dependent on cyclical factors like
world o1l and chemical prices and refin-
ing margins — the dversified commodi-
ties group 1s coping well so far

Investor interest 18 turning ncreas-
ingly to the strong rand hedge element of
the share and the future potential of
world-class, technology-led benefits
from synfuel and chemical operations

785 ) 209 /%

expansion This has been backed by a
heavy — and so far well planned — cap-
ital spending programme

Sasol’s protection amounted to R803m
in the past financial year, about R47m
less than 1t expected as the world oil
price firmed

Yet the synfuel division grew operating
profit 23,4% to R1,51bn (see table}, en-
trenching 1ts position as Sasol's domi-
nant source of turnover as well as oper-
ating and after-tax profit

Matn factors were record production,
higher conversion efficiencies and, 1n
particular, containment of fixed operat-
g costs Synfuel volumes grew 8,1% but
operating costs increased by only 5,7%,
resulting in lower costs per unit

Though the floor price 1s measured
_against a derived crude price
i — a complex formula based
on the Dubau price but a few
dollars lower than actual,
quoted world prices — Sasol
N recetved no protection In
W June and July

Protection for the first three
months of this year will be
| about R45m It would be sim-
! plistic, given present ten-
sions between the US and
Iraq, to extend this to the full
financial year, but Sasol's
level of protection will cer-
tainly be a lot lower

To counter this, 1t 1s frans-
forming the synfuel division
by developing human resources and us-
ing new technology which will raise pro-
duction and reduce operating costs by
25% at the end of the century Central to
this 1s an R860m project to replace exist-
Ing reactors with six new generation 5A5
reactors — more efficient technology
which will halve catalyst costs, the major
expense

Cox also hints at taking technology out
of SA and forming joint ventures (rather
than licensing agreements) with interna-
tional partners who have access to the
right resources

The disappointment n the resuits

b ]
y
A

STILL SYNFUEL DRIVEN

Contribution to operating profit

1996

(Rm} (%).
Mining 303 9,6
Synfuels 1510 41,7,
Chemicals 807 283 |
0 | 492 155 -
Gther (34) (LY.
Total. 3 168 100,0

came from mining, though much of that
1s beyond Sasol’s control Heavy summer
rains meant lost production — 35 days at
Syferfontein — and the 43-year-old
Sigma Colliery, Sasol's original mine, 18
all but economically dead Results from
Sasol Mining are not expected to 1m-
prove this year, though the first megaton
of export coal 1s to be shipped out of
Richards Bay this year

Chemicals’ 2,3% increase In operating
profit belies what was a sound result
The increase would have been more
than 20% but for the unbundhing of 18,1%
of Sasol Chemical Industries’ stake in Po-
lifin to Sasol shareholders

Though all Sasol’s divisions contribute
to exports — which nearly doubled to
R3,09bn and account for 22,8% of turn-
over — the chemicals division 15 the driv-
ing factor, helped by the first full-year in-
clusiton of Schumann Sasol, a joint
venture with the German company

Sasol O1l had an outstanding year, par-
ticularly over the second half as interna-
tional refining margins improved Mar-
gins are expected to tighten this year but
the weaker rand will benefit Sasol Ol

Overall, the dechiming currency should
provide much impetus to Sasol's finan-
cial performance this year With nearly
all the costs 1n rand and most of the pric-
ing 1n dollars, the hard currency compo-
nent of the share 1s estimated to be as
high as 80% An analyst estimates every
10c decline in the rand 18 worth 25¢ to
Sasol’'s EPS

EPS growth this year 1s expected to
outpace financial 1996's 21,7% Some

-
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RESTATING THE OBVIOUS,
77 20/9 /

A httle-publlmsed think tank, the Insti-
tute for Policy & Social Research, has
published a document criticising current
liquid fuel policies

Titled “Restructuring the Liqud Fuel
Industry, critical policies, critical chot-
ces,” the report restates old 1ssues but 1s
notable for a strong attack on Sasol —on
protection and labour relations

The report complains that Sasol’s pro-
tection 1s unjustified and that 1t has
treated 1ts labour force badly

On the contentious protection issue,
Sasol communications manager Alfonso
Niemand says government took a major
decision In December 1995, following a
“long, participative and transparent”
process Involving business and labour

Cabinet accepted the proposition that
tanff protection for synthetic fuels should
be phased down rapidly Against Sasol's
strong protests, a period of three-and-a-
half years was determined for eliminating
protection within the likely range of inter-
national fuel prices This 15 being done
through a progressive reduction in the
notional (“derived”} international oil price
at which protection kicks in

Government’s move will end protec-
tion, In most circumstances, in mid-
1999 The protection has already been
reduced to US$18/barrel, reflecting a re-
duction of almost 22% over three years

For a brief period, mid-1996, no assis-
tance was payable to Sasol, though it 1s
now payable again through a decline n
actual and derived o1l prices As the pro-
tection takes the form of a guaranteed
floor price, even after 1999 a sharp fall in
international o1l prices could lead to its
temporary remnstatement

Sasol considers the schedule onerous
but accepts it as settled public policy and
has mstituted measures to mitigate the
loss of Income and improve its interna-
tional competitiveness

These steps include the replacement of
synthol reactors at the Secunda synthetic
fuel plant by advanced synthol reactors
— a project which should cut the cost of
fuel synthesis substantially over time

Sasol acknowledges that the earher
years of Interaction between manage-
ment and emerging trades unions were
marked by “conflict, mistrust and open
confrontation” and says this applied for
most SA companies

Despite the complainis 1n the report,

the picture has changed for the better
Sasol says 1t has taken a leading role in
negotiations with unions on centralised
bargaining The transformation process
at synthetic fuels to meet the challenge
of reducing protection has been trans-
parent Unton members have served on
the steering committee formed to handle
the process

Sasol adds that 1t has shown a commut-
ment towards paymng market-related
wages Its mmimum wage 1s above the
target set by the unions for 1996 At Sasol
mines, €arnings are on average about
20% higher than those paid by members
of the Chamber of Mines at collieries run
by its member companies The counter-
part of all this, of course, 1s that employ-
ment has shrunk

It notes that employment 1n the coal
mining industry has shrunk to less than a
third of the level of 15 years ago

Sasol’s competitors, the oil majors,
have their own view, expressed by their
collective voice, Sapia, which notes that
the nstitute, from its own description,
has 1ts roofs in the hberation struggle
and the UDF It first signalled 1ts presence
In 1995, when 1t was the only “non-
establishment” body to make a submis-
sion to the Nedlac evaluation committee
on the industry Sapia says the nstitute
represents an important constituency

However, rather than comment on the
report, Sapia advises interested parties
to read 1t and reach thetr own conclu-
sions Perhaps with a httle irony, Sapia
adds that the result “may be a new way of
tooking forward ” The work of the mnsti-
tute adds value to the debate

It 15 significant that Sapia has stopped
short of endorsing any specific findings
or recommendations in the report Per-
haps this signals that the ol majors im-
phcitly acknowledge that the phasing-
down schedule now 1n place 1s reason-
able in all the complex circumstances of
the fuel industry, historical and current

To this one might add that the report
has a hectoring tone in places, reflective
of past radical rhetoric against business
in general This detracts fromits ¢credibil-
Ity in the context of government’s com-
mitment to partnership with the private
sector as the only route to growth B
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Reinie Booysen

A GROUP of SA petrochemzeal and oil
companies are poised to make a deci-
ston this week on whether to pursue a
Taiwanese proposal for a $3,5bn green-
fields petrochemical complex to be
built somewhere on the SA coast

The SA compames considering the
proposal include Polfin, the AECY
Sasol-controlled petrochemical manu-
facturer, Engen, the local o1l company
now controlled by Malaysian Petronas,
the Central Energy Fund and the In-
dustrial Development Corporation
Sentrachem 15 also believed to be 1n-
volved m the investigatzon, while Sasol
and AECI may also take part m their
ownright

The trade and industry department
1s also promoting the proposal, indus-
try sources said.

A detairled wnitten proposal — en-
tailling a 50 50 joint venture between
Tarwanese and SA consortiums — was
submitted to the SA companies during
the recent visit to SA by a Taiwanese
delegation, which included senior busi-
ness and political figures, led by
Deputy Premuer Hsu L1-Teh

Polifin 18 believed to be taking a
leading role m the mvestigation Po-
Lifin MD Trevor Munday dechined to

BD 22)9]9b

name the other SA particrpants, but
confirmed that a meeting had been
scheduled “later this week” for a dis-
cussion on the proposal

“We agreed to consider the proposal
during September, and then give our
feedback to the Taiwanese,” sard Mun-
day at the weekend

An Engen spokesman confirmed
that Engen, whose refinery products
mclude petrochemcal feedstocks, was
mvolved

Some SA politicians — such as the
acting head of parhament’s trade and
industry committee, Rob Davis — have
expressed scepticzsm about the sincer-
1ty of Taiwan’s stated plan to mvest in
the project

Taiwanese sources mvolved in the
proposal insist, however, that the pro-
posal 18 genuine On top of that, they
say lethargy on the part of the SA gov-
ernment and the petrochemical compa-
mes had already discouraged one ma-
Jor Taiwanese company — believed to
be Formosa Plastics — from imnvesting
i SA Formosa had in the meantime
decided to invest 1n Thailand

SA petrochemical executives sard
the Taiwanese proposal was being con-
sidered, but that 1t was facing major
hurdles

“Without any natural competitive

.

advantages, such as local feedstocks in
the form of erude o1, or a large loeal
market for the product to be manufac-
tured, the project’s only possible com-
petitive advantage 1s government sup-
ort,” saidd AFECI chairman Mike
ander He saxd government had to
consider the potential pitfalls i sup-
porting such a large mmvestment, n
particular the World Trade Organisa-
tion’s rules on government support

“The danger 1s that large potential
markets for the petrochemcals could
be cut off suddenly on the grounds that
the SA government would be subsidis-
ing the manufacturing of products for
exports — that1s, dumpmng ”

He said SA must begin to plan next
generation of petrochemical facilities
But these would be needed only around
2005 or beyond “The project must be
economically viable 1n a normal invest-
ment environment, and not require
special government support ”

At present, the SA market takes
about two-thirds of petrochemrcal out-
put, and a similar level of demand for
new petrochemical capacity would pro-
vide a strong base for expansion ”

It 18 understood the Taiwanese
partners would be willing to guarantee
the purchase of a large proportion of
the complex’s output
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New licence areas acquired in Algeria and Congo

Sasol seeks partners

in quest for

‘By Jonathan Rosenthal

Johannesburg — Sasol, the petro-
chemcals and synthetic fuel pro-
«ucer, 15 interested m two licence
'« areas m Algeria and the Congo, the
company said yesterday

" Alfonso Niemand, the compa-
ny's communications manager,
said Sasol Petroleum International
(SPI), a new petroleum exploration
and production subsidiary, had
acquired a 26 percent nterest in
block Marme-V1 and a 36 percent
mnterest i Marmne-X, about 60km
offshore from Congo

Sasol 18 1 partnershup with’

Agip Recherches Congo, the big
French o1l company i Congo and
Hydro Congo, the national o1l pro-
ducer n Congo, m both blocks
Block Marine-X 1s adjacent to the
oll-rich Cabinda province 1n

Angola and the exploration r1sk 15
considered low, the company said
Seistmic surveys i both blocks
are already complete, and the first
well would be drilled towards the
end of this year
In Algeria, Sasol has a 20 per-

cent mnterest in Block 237/246a mn
partnership with Pluspetrol and
YPF of Argentina Seismic surveys
have already been completed and
drilling should start next January
“Hhgh-quality o1 has already
been discovered around both areas,
but 1t 1s too early to speculate on the
potential outcome of our explo-
ration activities,” Niemand said
He was unwilling to indicate
what Sasol’s future plans would be,
saymg these depended on the out-
come of exploration activihies He
also declined to say what Sasol had
mvested in 1ts exploration interests

African oil
e (pr)2y[9 (16

(183)

“Since Sasol Petroleum Inter-
national holds a shared interest i
Algena and Congo, we are not at
liberty to disclose costs,” Niemand
satd

Last week Peet Steyn, the gener-

al manager of Sasol, said SPI
wanted to develop closer links with
state-owned or multnational oil
and gas companies operating m
Africa The subsidiary preferred to
parficipate 1n new ventures as a
minority equuty pariner

The company said preference
would be given to areas with low
exploration risk and the potential of
creating cash flow over the shorter
ferm

SPl has also been achive m
Namibia, where 1t participated 1n a
deep-water well in Block 2012,.but
said no explostable ol or gas was
found
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Drug comp

SHIRLEY JONES

KWAZULU NATAL EDITOR

Durban — Pharmaceutical man-
ufacturers are driving for the
deregulation of pharmacy OwWD-
ership 1 the wake of the health
department’s decision to with-
draw doctors’ dispensing rights

Miryvena Deeb, a spokesman
for the Pharmaceutical Manufac-
turers’ Association, sald yester-
day that the concentration of dis-
pensing rights 1n the hands of
community-owned pharmacies
would reinforce an already dis-
turbing retail cartel

She said the pharmaceutical
sector comprised a host of small
businesses (2 500 countrywide)
with small turnovers and high
mark-ups The retail pharmaceu-
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ssly over
traded, she said, pomnting out that
without dispensing doctors, the
industry would be 1n a stmilar po-
s1f10n to the early 1980s when
there was little compefition

In terms of the Pharmacy
Act, only gualified pharmacists
may own pharmaclies Big busl-
ness has Iobbied for more than 20
vears for a foothold m thus R4 bil-
lion-a-year mdustry

Deeb said though the associa-
tion agreed that medicines
should only be dispensed by qual-
ified pharmacists, keeping retail-
ers like Pick 'n Pay and Chicks out
of the pharmaceutical retail sec-
tor, prevented fhem from using
their bulk-buyimmg power to se-
cure better margins

Deeb said that, as things

cals can be as high as 200 percent

She said the 200 pharmaceutl-
cal manufacturers in South
Africa gave large discounts to
pharmacies which never reached
the public

Deeb said that if the health
department mtroduced the writ-
1ng of generic prescriptions, this
would add to the myriad of abuis-
es evident within the retail phar-
maceutical industry

Some pharmacists could be
tempted to dispense the drug on
which they were recewing the
most favourable discount that
week, rather than the most ap-
propriate medication, she said

Claude Ambler, the national
president of the Association of
Community Pharmacists, denied

the exastence of any retail cartel
“This 18 a free-market systemr We
are 1n direct competition with
other pharmacies and people do
shop around,” he said

Ambler said that up unt 10
years ago, there had been a blue-
book price for medicines Howev-
er, this nolonger applied as fixing
medicine prices had been out-
lawed by the Competition Board
That had stepped up competition

Ambler saxad with the existing
discount situation, profit on med-
1cines was negligible and many
pharmacies were strugghng He
said that many of the pharma-
cies facing financial trouble had
chosen to amalgamate rather
than close down

He said though pharmacies
traditionally added a 50 percent

armacy ownership
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mark-up on medicines, the dis-
count provided to medical aids
negated this Prescriptions sub-
mitted to medical aids for pay-
ment necessitated discounts of at
Jeast 30 percent Direct sales
meant similar discounts

Ambler questioned whether a
drive to deregulate the mdustry
was not profit seeking

He said his assocration sup-
ported Nkosazana Zuma, the
health mimster, in her efforts to
lower medicine prices and had
urged 1ts members 1o co-operate

Ambler said Zuma'’s intention
to force drug manufacturers to
declare their selling prices would
do away with discriminatory
pricing, enabling customers io
check prices agamnst local and 1n-
ternational benchimarks
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now sold without
prescriptio &@5

Trend to over-thé-counter sales
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and medical profession, say marketers

he world’s best-selling pre-
Tsmptitm drug, the antacid

Zantac, 13 now avatlable m
a lawer dosage from pharmaces,
without a prescription from a
doctor

The was deregulated
fatest example of
the gﬂharmaﬂeutical industry’s

ift from preseriptions to over-
the-counter (OTC) sales

Bill Collier, chief executive of
manufacturers Glaxo-Wellcome,
sard descheduling was an interna-
tional trend drven by the need for
consumers to take control of thery
health and for governments to re-
duce health expenditure.

Latest figures reveal that Zan-
tac, used largely to treat ulcers
and stomach erosions, 1s a R17-
billion-a-year market worldwide.

Although available in 300me and °

150mg dosages at present, only
dosage will be available

the 75mg
direct from pharmadies
Collier said the OTC format
gave individuals a wider choce of
roduct, paricularly in remote
Ereas; freed dactors tg concentrate
On mare serious diseases; and
allowed ;::hatm&dats to use their

professional skills to greater ad-

vantage,

It also allowed health insur-
ance mshtutions and govern-
ments to make best use of limited
resources, and manufacturers to
make long-term plans, he sard.

In the United Kingdom, ac- |}

from prescription to OTC status m
the past two years than over the
previous decade, and 65% of doc-
tors say they feel comfortable with
the OTC concept.

Policy for medicine licensing
worldwide 1s for drugs to be

made more easily available to pa- |{

tients unless a case can be made
for restrichions,

The World Health Organisa- |

tion supports self-medication as
providing

medtcal consultation, Collier sard.
hasTﬂ hb:;;leschedlﬂed, a product

to have a proven safety profile,
and efficency m selflimiting,

easy-to-diagnose conditions, pack- '

aging and product mformation,
and 2 pharma

53 ~Medical Carvespendent,
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DRUG COMPANY SUES ZUMA

SA pharmaceutical giant SmithKline
Beecham has been threatened with be-
Ing put out of business if 1t does not drop
legal action agamst Health Minster
Nkosazana Zuma, according to rehable
Industry sources

SmithKlne is trying to stop Zuma forc-
ing through rules to make generic name
prescription mandatory and to impose
limitations on dispensing medicines

Zuma admitted recently that she was
being taken to court by a pharmaceutical
company over her controversial propos-
als, contamned in regulations gazetted on
July 12 But n her customary style, Zuma
refused to name the company

In Case No 17573/96, SmithKiine is
asking the Supreme Court’s Transvaal
Division to have Regulation R1150 de-
clared ultra vires and void Its application
was filed on August 28

Zuma 1s said to be hvid at this chal-
lenge to her authority It's claimed that an
adviser has threatened SmithKline with
expulsion from SA if it proceeds The ad-
viser has reputedly warmed another
multiational pharmaceutical company
that it would be a “tragedy” for any com-
pany to join In the SmithKline action

Health Ministry spokesman Vincent
Hlongwane denies anyone in the min-
1stry has 1ssued threais But the Pharma-
ceutical Manufacturers’ Association
confirms “Complaints have been lodged
They allege threats of bemng put out of
business *

SmithKhine, formerly under the
Beecham Group name, has been estab-
ished mn SA since the last century Its
turnover and profits are not published,
but the UK parent — SmithKline
Beecham Plc—turns over £7bn/year

Local CE Gunter Faber dechnes to
comment on SmithKline’s action against
Zuma A SmithKline Beecham Pic
spokesman says from the UK “We have a
policy not to make any comments whilst
legal proceedings are pending * ;

However, a week before launching the
court proceedings, Faber detalled his
concerns in a 33-page letter to Zuma He
describes his communication as a “letter

GENERIC PRESCRIPTIONS
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of demand” for her to withdraw the of-
fending Regulation R1150

Faber calls on Zuma and government
to reconsider their attitude to the trade-
mark rights and the trading needs of
pharmaceuiical product manufacturers
“The apparent disregard for intellectual
property rights, including the trademark
rights acquired by my company and other
members of the SmithKline Beecham
group of companies with which 1t is asso-
ctated, lies at the very heart of the steps
we shall be taking ” Faber adds “We can-
not allow these nghtsto be
ignored or diluted ”

He says SmithKline “had
truly hoped that the phar-
maceutical trade environ-
ment in SA would remain
one in which research-
based multinational origi-
nal drug manufactiurers
who invested a great deal
of money will be al-
lowed to continue to oper-
ate effectively ”

Publication of Regula-
tion R1150 — “to the ex-
tent that it can be under-
stood” — cleatly conveys a

to cargut an Q{penmem in this regard®”

He says “Most doctors trust the prod-
ucts of certain manufacturers, if only by
brand name, and will not willingly ex-
pose therr clients to the producis of un-
known manufacturers The nght of a
doctor to practise on that basis should be
acknowledged and guarded It 1s well
known that generic equivalents are sim-
ply not therapeutically equivalent, de-
spite their chemical composition equiva-
lence ”

Under Zuma'’s plan, only as-yet unde-

fined "licensed” individu-
S als will be empowered to

Mk dispense medicines Faber

1 KM points out that parhament
-, SR has given medical practi-
soe e tioners and dentists the

RS right to compound or dis-

S | pense medicines to therr

| patients

He warns Zuma “You
may not use whatever au-
thorty you have under the
Medicines Control Act to
make a regulation which
runs against the provi-
sions of an Act of parha-
ment

different message, Faber Nkosazana Zuma

claims

Zuma 18 seeking to In-
troduce the World Health Organisation’s
international nonproprietary names
(INN) system of generic hame prescrib-
ing The system, in development since
the Fifies, has never been successfully
implemented, claims Faber “In the Sev-
enties, Pakistan attempted to introduce a
generic name prescription base Iamtold
that it was abandoned due to large-scale
counterfeiting and substandard medica-
tion reaching the patient ” The system
was introduced in the Philippines, where
in practice 1t was ignored “as it has been
found to be unworkable ”

Faber says SA's present statutory, regu-
latory and administrative envirocnment
would make 1ts effective implementation
here impossible In his letter he asks
Zuma “Can SA afford to be the guinea-pig

“Surely 1t cannot be your
mtention by this regula-
tion to relegate the general
practitioner to a mere diagnoser and pre-
scriber unless he has passed the 'dis-
pensing examination’?

“Would my (unlicensed} GP not be au-
thorsed to apply an antiseptic cream to
my child who fell off his bicycle® May my
dentist now no longer give me a local
anaesthetic before he gets to work on my
tooth unless he has passed that examina-
tion? Would all anaesthetists be called up
to sit for the examination?

“The effect of the proposed regulation
1S SO unreasonable that one may only
conclude that 1t stems from considera-
tions not involving safety and efficacy of
medicines, but some ultenor motive ”

Zuma's spokesman, Hlongwane, says
the Minister won't reply “You can print
what you like,” he says B
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Further appreciation of Sasol’'s share
price in the short term seems a safe bet
after last week'’s results showed the di-
versified fuel and chemical producer
could outperform the industrial market
(earnings up 25,5%) and counter the
early effects of dechning tariff protection
(Fox September 20)

ks AGTIVITIES Production from coal and crude
oil, and marketing of hquid fuels, pipeline
gas, waxes, pefrochemicals, plastics, fer-
tihisers and mining explosives Also oper-
ates coal mmes

td CONTROL: IDC 11,5%, Old Mutual 11%,
Sanlam 11%

55 CHAIRMAN. PKruger MD PV Cex

°3 CAPITAL STRUCTURE: 603m ords Market
capitalisation R32bn

ES SHARE MARKET. Price R53 Yields 2,3% on

dividend, 7,4% on earnings, p eratio, 13,5,

cover, 3,2 12-month high, R53,25, low,

R26,25 Trading volume last qudrier, 32m

shares

Year to June 25 "3 94 85 96
ST debt (Rm) 578 536 785 296
LT debt (Rm) 1492 1326 115t 1021
Debt equity ratio 016 006 nfa nfa
Shareholders’ interest 056 057 060 065
Int & leasing cover 97 158 nfa nfa
Return on cap (%) 193 175 158 176
Turnover (Rbn) 825 984 1196 1355
Pre-int profit (Rbn) 205 261 283 317
Pre-int margin {%) 208 265 245 234
Earnings {c) 230 264 323 393
Dividends {c) 86 90 102 1225

Tangible NAV {c) 1124 1296 1540 1762

Longer-term, the share should remain
a growth stock despite its gain of almost
70% over the past year — though the re-
duction of protection to final phase-out
early in 2000 raises risk and could make
performance more volatle

Sustamnability, even acceleration, of
earnings growth 1s likely this year as the
benefits of the past five years’ R7bn cap-
ital spending programme come through
and additional capex of R4,25bn 1s In-
vested over the next few years (R2,5bn

—_—

planned for thus financial year)

The aggressive spendmg programme
will raise production across a number of
businesses but, more mportant, 1m-
prove efficiencies and bring down or
maintain costs of production

With Sasol basically a commodities

'~ group which 1s partly at the mercy of un-

predictable world o1l and chemucal prices
and refining margins, management is fo-
cusing on cost containment o bring sta-
bility to future growth

That stabihity should be apparent this
year and profits will get a boost from the
weaker rand Assuming the dollar-rand
exchange rate remains stable or weak-
ens to an average of about US$/R4,60
over the financial year, R1bn-R1,3bn will
be added to pre-tax profit On that basis,
many analysts see EPS growth this year
exceeding the 21,7% achieved in 1996

Further out, though, the effect of re-
ducing protection becomes more diffi-
cult to call and could alter the nature of
the business as less capital 1s available
for investment, despite a prograntme (o
reduce synfuel operating costs by 25% at
the end of the century

Much could depend on the perfor-
mance of the growing chemical inter-
ests, which have recetved the lion’s
share of capex over the past five years
Chief operating officer and incoming MD
(from January) Pieter Cox believes chem-
icals will account for half of operating
profit by 2000

Past capex, and Sasol’s strong balance
sheet, had a significant effect on the 1n-
come statement in financial 1996, allow-
ing the 13,3% increase in turnover (In-
cluding a 77% nise in foreign sales to
R3,1bn, 23% of group turnover) to trans-
late into earnings growth of 25,5%

Interest recewved nearly doubled to
R281m, from higher interest rates and
cash holdings, net of debt, which grew
from R201m to R1,14bn, aided by a 15%
ncrease 1n cash generation to R4,5bn

The second factor was a marginally
lower tax charge of R924m, despite In-
creased profitability, as Sasol's effective
tax rate declined from 33% to 26,8% Cox
says this 1s largely from tax allowances
relating to capital projects

with the likelihood these tax benefits
could reduce, he says, the directors
“deemed 1t prudent” to transfer R100m to
a tax equalisation reserve This 1s a con-
tentious accounting practice which 1s
frowned on by the profession and could

be seen as a tool for soothing earnings
Without the transfer, earnings would

M
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have grown 31% Shareholders, though,
probably hke the 1d¢ga of R100m tucked
away In a good jyear which can be
brought back on tofthe income statement
at a future date
Beyond this year, future performance
will be carnied by projects approved or
already under way at a capital cost of
about R3,1bn, including R1,8bn aimed at
synfuels t¢ offset dechining protection
These ate béihg managed by Sastech,
Sasol’s research and development arm |
which has produced and 1s working on
world-leading technology Among the
largest are the R860m programme to re-
place the 1¢ synthol reactors with eight
new SAS rgactyrs, R350m on a new air
separationj plant at Sasolburg, and
R140m forjacetic acid and propionic acid
planis to e commissioned in January

margins ¢ould temper thg strong perfor-

mance of Sasol O1l last year And mining
1s 1n congolidation and not, expected to
improve joperating profit, though inital
coal exports will start this ye

Negatiyes are likely to be éclipsed by
the bengfits of the weaker rand) The rand
hedgé‘e ement still provides a s{rong in-
centive |to buy the share Bui in the
longer térm, the probability that earnings
growth can be sustained, despite more
volatility, makes Sasol undervalued
Shaun Harris
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'with challenge to Zuma

MULTINATIONAL drugs firm Smith-
Kltne Beecham 1s continuing with legal
action agamst proposed government
health-care reforms despite alleged
threats that 1t will be put out of business
1If 1t does

SmuthKline has filed a submission ask-
Ing the Transvaal division of the Supreme
Court to overturn Health Mimster
Nkosazana Zuma’s proposed regulation
R1150, part of her overall health-care re-
form programme.

The group’s SA chief executive, Gunter
Faber, dechned to comment, but com-
pany sources confirmed 1t would contin-
ue with 1ts submission SmathKline wants
to overturn reforms which would make
prescribing generic drugs mandatory
and limit the dispensing of medicines

Generie drugs are off-patent versions
of branded products and are usually
much cheaper But the industry says hm-
iting the use of branded drugs denies doe-

v

tors choice and could force them to
change patient regimens

Zuma also plans to allow only licensed
persons (as yet undefined) fo dispense
medictne The indusiry fears this.may
rule out many medical practitioners who
currently dispense drugs,

The pharmaceutieal Industry puts
great store on 1ts money-spinning brand-
ed drugs and firms fiercely defend their
patents from all challengers

The source said SmithKhne had the full
Support of other SA companies and that 1t
Was prepared to fight the proposed plans
through the courts “We have the backing
of other ‘companies, not only mult:-
nationals, but local ones too /7

The SmuthKline source alleged the
group had received a threat-to drop 1ts
action' “That did happen But I don’t
think 1t came from the minister (Zuma).
It must have come from someone else 1n
the mmmistry ” — Reuter
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Durban — Pharmaceufical retail-
ers are in serious trouble and
wholesalers’ profits are ridicu-
lous, The manufacturing side of
the mdustry 1s nexther transpar-
ent nor measurable and has a lot
to answer for.

So says Carl Schnell, the chief
executive of Alpha Pharm, a na-
tional pharmaceutical distribu-
tor, who believes that all 1n all
pharmaceuticals 1s a crazy indus-
trytobein

On Friday, he said the feuding
pharmaceutical industry was
very sick and had a lot of clean-
mg up fo do He saxd recent calls
for ownership deregulation and
the mtense criticism of distribu-
tors and retailers by manufactur-
ers were irresponsible, and war-
ned that nothing would be gamed
through the various stakeholders
pomting fingers at each other,

He said the facts spoke for
themselves. A presentation being
prepared for the government by
South African Druginsts’ distrib-
ution company, United Pharma-
ceutical Distributors, the distrib-
ution arm of Alpha Pharm and
Adcock Ingram, the country’s big
four pharmaceutical wholesalers
and distributors, would probably
highlight some starthing facts,
said Schnell,

He said that of every R100
paid for medication, the manu-
facturer ended up with R70, the
wholesaler R6 and the retailer
R24 Retailers’ overheads, howev-
er, were often greater than the
24 percent they earned,

He said the wholesale-cum-
distribution fraternity supported
the health minister’s mtiatives
concerning cost controls, as long
as these started at manufacturing
level and did not focus solely on
the end supplier

- He_said many pharmacies
were buckling under pressure
from medical-aid societies.
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Other companies may jo

Jacqueline Zaina

MAJOR SA pharmaceu-
tical manufacturers
could join SmithKline
Beecham’s legal action
agamst Health Minister
Nkosazana Zuma, de-
spite threats that they
would be put out of bus:-

ness, Pharmaceutical
Manufacturers Associa-
tion CE Mirryena Deeb
said at the weekend
PMA members, repre-
senting most major local
and multinational drug
manufacturers, would
back SmithKhne if regu-

lations gazetted 1n July

under the Medicines
Control Act were pro-
mulgated 1n theiwr pre-
sent form, she saad

The contested regula-
tions would make pre-
seribing generic meds-

cmes mandatory, pro-
hibit the use of brand

names and impose hmi-
tations on dispensing
doctors and dentists

Deeb said a number of
mulfinationals had been
threatened with bemg
put out of business or
“blacklisted” if they took
legal action. Industry
sources said the wamm-
1ngs came from an advis-
er to Zuma.

SmithKline SA CE
Gunter Faber declined to
comment and no health
department spokesmen
were available from
Wednesday last week.

Deeb said the dispute
came at a time when

nS
A0 20

many  multinationals
were considering wheth-
er to replace, upgrade or
expand production facil-
ities and could result 1n
planned mmvestment be-
Ing put onice

The mdustry felt 1t
was “grossly unfair and
irregular” to expect com-
ment on the regulations
as they were mcomplete
Zuma mtended promul-
gating the regulations in
October, having allowed
only 45 days for com-
ment rather than the
usual 90 days, she said.

Manufacturers were
against Zuma’s propos-
als to make the prescrip-
tion of generics man-
datory to the exclusion of
brand names, as this im-
pinged on their intellec-
tual property mnghts,
Deeb said. Generics are
cheaper off-patent ver-
sions of branded drugs.

9}9}1%@ action

uch legislation wou-
1d also negate the paying
patient’s right to free-
dom of choice and under-
mine the doctor’s role 1n
prescribing the most ap-
propriate medicine, she
541

Deeb said proposals
for the introduction of a
digital marking system
to control the theft of
drugs, which amounted
to R100m a year at state
level ~— with a retail val-
ue of R1bn — were con-
mdered unworkable and
unaffordable.

While manufacturers
would be forced to imple-
ment the markmng sys-
tem at the production
level at a cost of R500m,
government would not
be required to imple-
ment the system in its
warehouses, which was

where 80% of theft oc-

curred, she said

Lo I S
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Drug merger proves

a hlg_ headache

By Ann Crofty
CONSWPAER (INDUSTRIES EDITOR

Johannesburg — There 15 growing
cisquiet among analysts on the JSE
about the lack of progress with the
merger between Premier Pharma-
ceutical (Prempharm) and Adcock
lngram

gloning spuen
the overseas puncipals may be
using the merger as an opportunity
to review their posttion m the South
African market Analysts said that if
some of Prempharm’s or Adcock
Ingram’s overseas principals were
not involved in the merger, the deal
and 1ts pricing would be sigruficant-
ly affected

A number of mternational
pharmaceutical companes tied up
markeiing deals with Prempharm
and Adcock Ingram in the 1980s
when the paent comparues faced
pressure to boycott South Africa
because of the apartheid 1egime

Some of those deals have
already been undone Merck Sharpe
and Dome (MSD) withdrew from
direct involvement 1n South Africa
in the 1950s and sold 1ts local opera-
tions to Tiger, which ran them
through Logos 1ts subsiciary Earler
this year the deal was reversed
when MSD bought back 1ts
operations

Mike Norrs, the chuef executive
of Logos; has since returned to the
Tiger camp and taken up a senior
postiion "al jAc-ock Ingram He 15
expected to play an 1mpottant 1ole

> (183 1(pe)3g)96

in the mergéd entity, possibly as sec-
ond-m-command to Prempharm’s
Phul Nortier

Baxter and Mer-National are two
international partners that have rela-
tionshups  with  Tiger  and
Prempharm They were trequently
named as responstble for the delays

Cate) Division remams in the fole-
front of technology through 1its
agreement with leading internation-
a: healthcare company Baxter” The
exclusion of Baxter would thus
affect Adcock Ingram’s valuation 1n
a merger Simularly, excluding Mer-
National and its important over-the-
counter products, includmng Syndol,
from Prempharm would be sigmfi-
cant 1n the value of the deal

Foreign principals may be con-
cerned that their products will not
get the same sort of management
attention 1n the merged entity

When many nternational com-
panies are considering mvesting n
South Africa, the change could have
a significant effect on the
international players” decision on
whether or not to increase thesr
exposure  to the local market
Deciding to go for mcreased expo-
sure could see them wanting to part
company with the local partner

Much will depend on the terms
of the agreements between the

players and the perceptions of the
merged entitv’s strength

_ See Business Watch
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Prempharm principal wants new deal

1

Foreign firm
may delay
drug merger

WS %) 31919

CONSUMER INDUSTRIES EDITCR

Johannesburg — The planned
multibtlhon rand merger between
Premier Pharmaceutical (Prem-
pharm) and Adcock Ingram, two of
South Africa’s biggest drug compa-
rues, 18 being held up by diffrcultres
In concluding a new agreement
between Prempharm and Mer-
Nattonal, one of 1ts most important
foreign principals,

Industry sources sard yesterday
that the outcome of the negotia-
tions could significantly alter the
final form of the merger

The difficulttes 1 putting
together the deal, which-was first
announced 1n early March, have

 been .compounded by- the, recent .

purchase of Mer-National by

Hoechst, espeaially  because
Hoechst executives handling the

matter were on hohday last month

Industry sources said the
R5 billion-plus merger was being
delayed to give the parties time to
hammer out a new agreement that
would satisfy Mer-National that 1ts
interests would be protected m the
enlarged operation

Mer-National 1s apparently
worried because Adcock Ingram
will be the controlling shareholder
m the merged entity and Prem-
pharm will be the juntor partner.

When Mer-National divested
from South Africa in the late 19805
under growing sanctions pressure,
Prempharm acquired 1ts South
African operations and contmued
to manufacture 1ts products under
licence;

Because the merger deal
myolves a change of control of

b (/53
Prempharm, theTonditions of that

licence will have to be renegotated

Analysts said all of the hicence
agreements at Adcock Ingram and
Prempharm would have to be rene-
gotiated because the merger would
substantially change the conditions
underwhich they were agreed

“Many overseas principals
would have tied up a licence agree-
ment on the understanding that
thetr product would be aggresstve-
ly pushed by the management
team m one or other company
Now those compantes are merging
and their product may be just one
of two or three simular products,”
one analyst said

Analysts also satd some of the
products m the merged company
would. probably, be made by.nter-
national compettors’ This too
would be worrying to the interna-
tional licenice holders

There has been some specula-
tion about difficulties with Baxter,
one of Adcock Ingram’s mierna-
fional principals, but market ana-
lysts and mdustry sources sard the

delay was mamly because of Mer-
National

"I things could not be resolved,
it would be the cause of much con-
cern mn the share market, as Mer-
National brings some attractive
(over-the-counter) products to
Prempharm,” said one analyst

Another sard 1t should be possi-
ble to hammer out a new deal
because Hoechst's thrust into South
Africa was not n the over-the-
counter market, which constitufes
most of Mer-Nattonal’s products

[l See Business Watch, Page 14
and Merger is a headache, Page 15
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Entrenched privatisation:

dangerous,

Nicola Jenvey

DURBAN — Privatisation should
be motivated by a constitutionaily
entrenched mandate IFP Ieader
and Home Affairs Mimster Man-
gosuthu Buthelez: said yesterday.
He told the National African
Federated Chamber of Commerce
that privatisation pohicy lacked di-
rection and SA had not “found the
strength and determination” for a
clear course of econorc growth.
Finance Mimster Trevor
Manuel described Buthelezi’s
plan as “very dangerous”
It was dangerous to entrench
policy instruments because man-
agement and leadership styles
could change. Downsizing was an
example — 1t had been fashion-
able unt:ll recently but was cur-
rently mapprupnate he saxd.
Government was considering a
range of restructuring options
which would “guarantee” the bhest
value in the Iung term. Contem-
porary examples such as Mexco,
where corruption had been ram-
pant, and Zambia, where, despite
102 entities bemg pnvatased ast
year, the people were worse off —
were not viable, said Manuel.
Buthelezi argued that should
privatisation and deregulation
principles appear in the national
constitution ~- as m the KwaZulu-
Natal provincial constitution —

y uncertamtles undermmmg
government’s macroeconomic
strategies would be removed.

He said liberalising the econo-
my through antitrust legislation
would stimulate small, medium-
and micro-sized enterprise devel-
opment Competition would be
promoted and effectiveness in
world markets strengthened.

Nafcoc president Joe Hlong-
wane said small business develop-
ment had created employment op-
portunities worldwide, but reahs-
ing the same in SA demanded
more vigorous competition pohcy.

This included forcing big bus:-
ness to procure goods and services
from small, predomnantly black
businesses and to encourage high-
er productivity among the work-
force. Tax rates which mhibited
growth of smaller businesses also
needed reviewing, he said.

Effective black economic em-
ggwerment required that 30% of

ard seats i quoted compames,
40% of equaty, 50% of inputs and
60% of m posts be held
by blacks by 2000

Government also needed to re-
view business regulations.

Natcoc demanded action to stop
escalating crime and called for “in-
vestor-friendly” taxation.

Hlongwane called on govern-
ment to mtroduce affirmative ac-
tion legislation and to facihtate

ays | Manuel

the creation of a black economié
empowerment investment ﬁm&"
through private investors., s
Pu hc Works Minmster Jeff

Radebe said government wuuld M
waive the sureties requireme tpn-u
any public works buillding am'il CIy-
il contracts -— the single largest:!
entry barrier to the bulding 111-
dustry — to facihtate the imme:™

diate entry of emerging small-
scale entrepreneurs o

Public works contracts Wmﬂ&“
be broken into as many parts ‘as~
posaible without mﬂ:gatrr.refJ afféct”’
ing quahty, time and costs tg ln*-“‘
creasethe share of procurements -

The principle had already been
apphed to the R150m Ma.lmes-
bury prison.

He said future contracts wéuld‘
be awarded to the lowest “respon-
aible and responsive” bidder with

price being only one considera-
twn Large-scale construction pl;n-

Jects would demand jomnt ven!f

tures, subcontracting or EmpI
er-employee relationships

Ra ehﬁ said the state had ﬂlﬂﬁ”
reconsidered 1ts roster system-{o-
widen the consultancy network to
black-owned practices.

SA currentl faced 2 Rl'TOHn"’
mﬁ'astructural backlog and
Radebe said innovative ﬁnanmal
strategies, careful priontisation
and private sector Investment
were essential for progress -

iy
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Amanda Vermeulen

THE Mpumalanga Gaming Board
has received 17 casmo resort pro-
posals competing for the
province’s four gambling licences,
which wll be 1ssued by March
next year

The board sa1d yesterday 1t had
amended 1ts onginal request-for-
proposal document, and would not
call on bidders to submmt a confi-
dential exclusivity fee until the h-
cences had been 1ssued, taking the
fee out of the evaluation process

In addition, Gaming Board CE
Andre Wilsenach Eﬂld the board
would be walling to negotiate with
the succesaﬁll apphcants on the
length of the excfuslwty period,
praﬂnusly get at 10 years in the
request document

The board said mn July that it
would ask applicants to volunteer
a fee to ensure that no new licence
was 18sued for 10 years in the re-
gion 1n which the hicence winner
had been granted permission to

casmn

I-Iowever Wilsenach saxd yes-
terday there had been some con-
fusion among applicants who be-
heved that the size of the fee
would determine which company
would get a icence.

“We amended the legislation to
prevent the exclusivity fee from
mmterfering with the board’s eval-
uation We have told the appli-
cants that the best proposal will
win the hcence, not the size of the
exclusivity fee 7

In addition, although the fee
was orginally planned to secure
an exclusive hcence for 10 years,
Wilsenach said the board wnuld be
willing to negotiate the exclusivity
period with the eventual hicensee.

The board received 35 submas-
sions from potential casmo o er-
ators last month expressing
intention to hd for a hcence m
Mpumalanga

The board 18 expected to an-
nounce the successful bidders by
March 27 next year.
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Workers went on strike illéga!ly

KILEY E'GLLI" Plﬂ&hLE L)Ulllt.{*_ FLA Lhdl ’ﬁurkuw 1t
diernirsed took purt 1an ﬂ]egﬁ] atrike in .Tul,
This difputs had nothing to do-with Sustain Tun- .
bers and an industrlgd eourt ruling last vear that
1t ehould geinntute digmigzed workers, @ ruling 1t
fruled to honour Business Day regretgthe
T eselalqb
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BUSINESS

SUSPICIOUS D

Is Indian pharmaceutical glant Ranbaxy
the mystery donor of R10,5m to bail out
Sargfina 2? It says emphatically no But
the circumstances surrounding its re-
ceipt of a large drug tender curiously
deviate from established procedure and
are to the company’s advantage

Ranbaxy’s multimillion rand awards in
Tender No RT 301/96 — government'’s
antibiotics tender — has caused an up-
roar in the SA phar- __
maceutical industry

The total value of
the tender 15 esti-
mated at R121m and
Ranbaxy's slice 1s
Rl2Zmto date

While registration
of a new supplier’s
drug normally takes
more than a year, in
Ranbaxy’'s case the
Medicines  Control |4
Council apparently

N \
p Nkosazana Zuma

b 512 AT K ey L T 1 B " bl

SARAFINADONOR

FM b[g19b

Control Council coincided with Zuma’s
Indian visit Invitations to tender for RT
301/96 were due to close at 11 am on
March 14 Ranbaxy's amoxycilhn and
ampicillin registrations came through
Just 15 days before the deadline — on the
very day (February 28) that the Demo-
Cratic Party called for Zuma's suspension
for fatling to account for the costs of the
controversial Aids musical The tender
awards were made on June 10, just
days after the news that a mystery
donor was to provide R10,5m for
the Sarafina bail-out

RU G@@S['ElgggER

Amoxycillin, a widely used antibiotic,
was developed by Beecham — now
SmithKline Beecham - and after its
patent expired most of the major drugs
companies started producing their own
generics There are about 27 varieties on
the SA market An SAD factory in Port
Ehizabeth, the largest independent peni-
cilin faciity in the country, makes
amoxycillin  under the brand name
Moxypem Its future, says Nel, 1s threat-
ened, with the hikely loss of 150 jobs, be-
cause of this tender allocation

The company’s concern was raised
with the DTI during a meeting

L
)
J:'h
$

Ey

approved the regts- t
tration of two of its products,
amoxycillin - and  ampicillin |
(generic antibiotics) in about a ¢+
third of the time

Zuma returned from India in |
November, enthusiastic about 1ts §
ability to supply medicines to the
public sector at prices much k.
lower than producer prices here, f
where higher wages inflate costs &
The Health Department, she said,
would consider buying these
drugs from India

The fast track registration of Ranbaxy’s
drugs occurred in February, coinciden-
tally with the breaking of the Sarafing
financing scandal

SA’s current prescription market at
R2,37bn could soar to R4bn next year

Democratic Party MP Mike Ellis says
speculation 1s rife that the donor “is a
company mnvolved in generic medicine
and that payment has been delayed be-
cause regulations have not yet been fi-
nalised in view of the public outcry *

Ranbaxy’s presentation of its dossier to
register its generics with the Medicines

Parvinder Singh

. S,

generic guru

On August 24, Cape Town attorney
Malcolm Sermon was 1dentified as the
donor’s representative Refusing to re-
veal his client’s name, Sermon said that
the terms had not been finalised

South African Druggists (SAD) says 1t
has asked the Department of Trade & In-
dustry to question the tender price Kor-
bus Nel, CE of Pharmacare, SAD's phar-
maceutical arm, says “We are unhappy
about the allocation of this tender and
the onslaught from Indian companies if
they import cheap products they could
put local companies out of business ”

aimed at improving relations
between government and the
_ pharmaceutical industry Also

= there were representatives of
the Department of Health,
labour unions and manufac-

| turers

Dr Dawid Walwyn, who
heads the DTI chemicals sec-
tion, says of the Ranbaxy
awards “Thisis a very delicate
matter The Department of
Health can do what 1t wants in
the case of how 1t awards its
tenders

“The particular conditions
around the award of the Ran-
baxy tender were quite con-
entious, in that there were
certain  procedures followed
which were unusual

“They were not unethical or
unlawful, just unusual

“The main problem was that the regis-
tration was fast-tracked through the
Medicines Control Council *

When the Health Department’s repre-
sentatives were called to a meeting on
August 21 to justify the award, they did
not turnup

Pharmaceutical Manufacturers’ Asso-
ciation’s Mirryena Deeb claims “We are
unaware of any legal mechanism to fast-
track the registration procedure and
therefore we would question its legality

Ranbaxy’'s chairman and MD 1s Dr
Parvinder Singh The company’'s turn-

By arrangement with The Times of india Group
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Soekor halves its

/‘ t to

INDUSTRIAL EDITOR

Johannesburg — Soekor, the state-
owned exploration and production
arm of the Central Energy Fund,
halved 1fs cost to the government in
the financial year to March 31 this
year It brought 1ts net cost down to
R20,4 milon, the fund said m 1ts
yearly report, released yesterday
Soekor’'s  COStS
were reduced Dy
more than half of the
R%3 mallion mcurred
last year after &
restructuring process

st L %ove
By James I.umg?tu(% /0 / ‘7 Wj Schoeman, Soekor’s

| ‘The company
| commercidlise

ent

admunistrative manages, said that
the development of fields around
the E-BT field, which will begm
production in February next year,
could extend the life of the opera-
tion to between 10 and 12 years.
The report also said that 2
planned reduction of the strategic
stockpile of crude reserves, admn-
istered by the Strategic Fuel Fund,
to the equivalent of 90
days of oil consump-
tion (about 39 million
barrels), would be
achieved by August
next year The stock

\
1

S

that reduced staff § was 53 million barrels
Gross exploration | , ctal year

costs fell to R105mil- dep endence The Strategic Fuel‘\

hon this year from Fund's crude ol trad--

R130 mullion the pre- ing actrvrhes recorded

vious year, durng which tume 1t
was decided to develop South
Afpica’s furst oul freld, the E-BT field

Joggte Heuser, Soekor’s chuef
executve, said the company want-
ed to commercialise further to
reduce its fimancial dependence on
the fund, He said the development
of nearby oil reservows and the
acceleration of investment by for-
eign o1l companies searching for
offshore, , hydrocarbons would
extend the E-BT field’s production

a gross tradmg profit of R41,8 mul-
on The operatng surplus from
commercial  achivities  was
R72,5 million this year

Mowsgas, the state-owned syn-
thetic fuel producer, recorded a net
surplus of R351 mullion for the year,
mcluding 1ts tanff protection, the
fund sard Mossgas's net surplus
before tarnff protechon was
R160,5 mullion. Voluntary retrench-
ments were estumated to save
R35 muthon a year. |
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S as ol could save R4m frop%l S ﬂj ogld

ol
BuSidéss Day Reporter

SASOL Synthetic Fuels s to build
a-R78m desalination plant to re-
coverand purify 6-million litres of
waste water a day from its Se-
cynd.a coal mines, the second such
plant."fo be commissioned this
yearn, the company said yesterday

_APuiified water from the new
p,l‘{an‘_t,gwuuld be used in Sasol’s
fuel-from-coal facihities at Se-

BOBYR.

— L

1

cunda, saving the pany at
least R1,9m a year by reducing 1ts
raw water consumption.

Another possibility would be to
use water from the desalinaiion
plant to replace the 6-mallion
Iitres drinking-quality water pur-
chased by Sasol every day, which
could save R4m a year

The company said the project1s
necessary to reduce harmful ef-
fects on the environment

Dlr"flh”iﬂm VAL~ -

de@;%%mti on plant

olume of water to be
pumped from Sasol’'s mines had 11-

sen dramatically since December-

last year as a result of an abner-
mally high rainfall

The desalnation plant would
use proven electro-dialysis and os-
mos1s technology and would be
due for commissioning next year.

The first plant with a capacity
of 6-million litres a day was com-
massioned earhier in the year.
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Local industry ‘highly competitive’

Drug firms @
deny Mandela

accusation

By James Lamont & Janine Simon

Johannesburg — The Pharma-
ceutical Manufacturers’ Asso-
cration rebuffed charges by
President Nelson Mandela yester-
day that the local drug market was
in the monopolistic grip of mult:-
national companues

On  Wednesday, Mandela
attacked international firms with a
presence i South Africa followmng
the withdrawal of a mystery donor
who was to rescue the controversial
Sarafina 2 play

Mandela  claimed  that
Nkosazana Zuma, the health muni-
ster, who was responsible for the
play’s funding, was being vic-
timised by a coalition of political
and “whute business” mierests over
the R14 mullion play because she
had challenged the monopohstic
hold of multmationals on the drugs
market

Mike Norrs, the president of
the association, which represents
multmational drug companies mn
South Africa, sard Mandela’s crib-
cism was musinformed

He said Mandela was not well
advised about the nature of the
“very competitive” local drug
market

“The biggest market share of
ndividual multinationals ;m the
local market 15 no more than 5 to
6 percent,” he said

There are 207 drug comparues
operating n the local market Half
of them are international and only
45 are multinationals, mcluding
Glaxo-Wellcome, Hoechst, Ciba-
Gergy, SmithKline Beecham and
Roche.

Norrs said Roche, with 5,1 per-
cent, had the largest market share
of the multinationals, but the recent
merger between Sandos and Ciba-

(bR ﬁa 4t

Gergy could give the new company
a 6 percent share The pharmaceut-
cal mdustry accounts for R7 billion
In investment each year

He saxd multmationals account-
ed for 70 percent of the drug mar-
ket, but three of the top nine drug
companies were South African

In March, SA Drugeists had
10,3 percent of the market, Premuer
Pharmaceuticals had 7,5 percent
and  Adcock-Ingram  had
3,1 percent,

Zuma has taken steps to make
health services more affordable,
mcluding breaking up the drug
market and sourcing medical sup-
plies from countries such as India

Norns said the assocation
opposed some of Zuma’s reforms,
but agreed with her goal of a more
affordable and accessible health-
care system

+ He said the assocration opposed
her advocacy of the prescription of
generic rather than patented drugs
and the introduction of a Vericode
batch-tracking system to trace the
theft and recycling of drugs, which
he sa1d would increase their cost,

He said ex-manufacturer drug
prices in South Africa were compa-
rable to those i other paris of the
world, but the mark-up system
made them more expensive to the
patient

‘I don’t believe multnationals
are ripping pepple off, but the pri-
vate sector could be made more
effictent,” he said

“The association has no mterest
whatsoever in Sarafina or discredat-
ing the (health) munster” Norns
sald,

Officials at the health depart-
ment could not be contacted for
comment

[1 See Business Watch, Page 18
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CEF downgra,deﬁ% 0SSgas v ugation

Reinie. Booysen for tanff protection, whereby the \}aan ?1 said that R352m of the
| jﬁ__ floor price for Mossgas’s products, R8,9bn balance sheet provision for
THE ’Qg:ptra] Energy Fund has on 2 crude onl-equivalent basis, Mossgass R9,9bn loan irom the
uptecl’ftp*f;l‘eave the value of Moss- was reduced from $21,70 a barrel fundhadheenwrlttenback

gag 1/it8 books at R1,3bn, despite  of crude to $19 from Januvary 1 o R352m represents the re-

-tF

valumg its projected cash flow in this year This price will decline payment on the loan out of the

nomnal terms ai R3,6bn up to steadily to $16 by July 1 1999 cash flow generated by Mossgas
20055 " Van Zy! sad government for the year under review,” he
GM Kobus van Zyl saad m the agreed in Narch 1996 that the said

annual report an attempt last fund should proceed with the de- Qeveral other uncertamnties

\| year to put a commercial value on velopment of the ¥-A satellite gas clouded any valuation of Mossgas'
Mossgas — the fund has a 70% fields and firm up the compression 1ts “future profitability and long-
stake, the major asset ol its bal- alternative, which would resultm  term economc viability depend
ance sheet — had been affectedby a future cash flow m nomunal essentially on the future (rand-

uncertamties such as the prices terms of R3,6bn up to 2005 dollar) exchange rate, futur lev-
Mossgas would recewve for 1its “Should the carrying value of els of international petroleum
products and whether govern- the CEF’s mvestment in Mossgas product prices, the levei of 1

ment would approve further m- on 31 March 1996 be adjusted to protection, the actual extent of

vestments to extend its hfe this value, R2 664m of the provi- Mossgas gas reserves and future
In December last year govern- sjon created 1m previous years mvestment requred to ex('iplmt the
ment approved a new framework  could be written back,” he said gas reserves,” van Zyl sa1
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Pharmac eutical indu

THE PHARMACEUTICAL in-
dustry yesterday mt back at Presi-
dent Nelson Mandela for blaming
multinational companies for the
Qarafina 2 debacle, saymng the crit1-
cism was unfounded and unfair

The chief executive of the Pharm-
aceutical Manufacturers Assocl-
ation, Mirryena Deeb, rejected alle-
gations that the industry was 1n any
way mvolved in the Sarafina 2 1ssue
or attempts to discredat Health Min-
ister Dr Nkosazana Zuma.

“It is both unfair and unfounded
to blame the multinational pharma-
ceutical companies for an issue that
has only to do with bad governance
and nothing to do with 1SSues of
health policy,” Deeb said

She was responding to statements
made this week by Mandela, who
said the outcry over Sarafina 2 was
a smokescreen for a campalgh by
multinational pharmaceutical com-
panies against Zuma Mandela

¥
w
Iy

claimed the companies were opposed
(o Zuma's plans to reduce the prnice
of medicines

Deeb said the PMA, which repre-
cented “research and development
based” multinational drug compan-
ies, rejected the allegations that the
industry had any interest 1n the Sar-
afina debacle

She said the mdustry also had no
nterest 1n demgrating Zuma in a
clandestine fashion

Deeb said it had been the ANC-
led parhiamentary portfolio standing
committee that had first raised
doubts about Sarafina 2

She said the PMA rejected “with
dismay” Mandela’s assertion that
the medicines market was monopoli-
sed by big forelgn conglomerates re-
luctant to face competition

“Gome 200 companies operate in
South Africa Of these only around
45 are multinationals and of
these no one company enjoys @ mar-

stry def egpd% (1‘}

}‘?E .
percent,

ket share greater than SiX
she said. / SBED
Deeb said when th MA was un-

happy about draft legislation of
regulations 1t approached Zuma Or
her department directly or made use
of the legal system

When necessary the PMA voiced
its opposition to certain policies it
beheved were “ummplementable”

Referring o critcism of the high
cost of drugs 1 South Africa, Deeb
said the 1ndustry agreed that the
prices paid by consumers were unac-
ceptably high

She said that this was the result
of cross-subsidisation of state drugs
by the private sector and an over-
regulated and mefficient distribu-
tion retail system that precluded big
business, medical insurers and medi-
cal schemes from selling directly to
the patient — Sapa
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Saldanha storage pact subject to ‘commercial and diplomatic acceptability’, says CEF

Back to square one on 1

By James Lamont

INDUSTRIAL EDITOR

Johannesburg — Iran’s high-profile
visit to South Africa last week failed to
break the mmpasse over a stalled agree-
ment between Pretorta and 1ts main o1l
supplier over storage of 15 muflion bar-
rels of Iraman crude at Saldanha Bay

The state-owned Central Energy Fund
(CEF) said at the weekend no final dec-
sion had been taken to store crude ol from
Iran or any other oil-produang country
and any deal remained subject to “com-
mercial and diplomatic acceptability”

The statement 1s further evidence
that the deal struck m July last year to
allow the Iraman National O1l
Company to store and jomntly market
its o1l at the 45 million-barrel facility on
the west coast 1s far from settled and 1s
senstive to US pohtical opposttion to
trade wath Iran.

The storage deal would allow South
Afnca to reduce 1its strategic reserves,
freeng R750 mullion a year in state
.. funds In addition to tank rental, a joint
- arketing agreement would earn South
, Africa an estimated R50 mallhion a year.

. Roy; Pithey, the CEF's chairman,
said any deal wath Iran, or any other o1l

"

producer, would “only be finalised
once the results of an environmental
impact study have been released and
the CEF board and government are sat-
1sfied with the commeraal and diplo-
matic acceptability of the deal”

Speculation that South Africa could
store and trade Iraruan o1l within six
months was “premature”, he said

“The CEF has given no single coun-
try exclusive nghts to use the 45 nul-
lion-barrel storage faciity and 1s, i
fact, still interested m talking with
other ol-producing countries as well as
oll comparues wishing to store crude,”
Pithey said

Pithey’s comments about the CEF’s
strategic fuel fund-managed facilites,
which were buult to withstand a global
ol embargo during the apartheid era,
came after Akbar Hashemu Rafsanjany,
the Iraman president, left South Africa
at the weekend, after an offictal visit

During the wisit Iranian officials,
who were not jomed by the Iranuan o1l
nunister, declmed to commut them-
selves to the deal Ali Akbar Velayati,
the Traman foreigr® muruster, saxd on
Friday his government had yet to agree
on a price for oil storage with South
African authorifies

Though he beheved the deal would
still go ahead “when South Africa 1s
ready to permut us”, Velayat said Iran
had no reserves to store m Saldanha
because of forward sales of production

“We don’t need such storage at the
moment because we have sold our o1l
in advance,” he said

Penuell Maduna, the muruster of
mineral and energy affairs, said trade
between the two countries had not
grown around long-standing o1l sup-
ply that continued mn the sanchons era
South Africa depends on Iran for
65 percent of its 450 000 barrel a day
crude requirements for whach 1t pays
R5billion a year Iran imported
R146 mulhion worth of South African
goods last year

Maduna satd Saudi Arabia was also
considering storing o1l at Saldanha

However, sources m the local o1l
industry beheved the deal — criticised
by the US, wluch regards Iran as a
sponsor of terrorism — was long dead
The deal has faltered over priaing and

«fradig, terms which, one source sad,

‘would have led to South Africa “pay-
ing Iran to store iis crude” He said the
environmental study was a polihcal
device to delay a final deasion.

CT(PR ) jb] iﬁ

ran oil deal

who left South Africa last week

IMPASSE Ali Akbar Velayati, Iran’s foreign mister,
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About-turn

on protection '
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By Christo Vﬂlschenk

Cape Town — Sasol Fibres decided 1t
did not need tariffs to protect its prod-
ucts from international competition
Instead, said the Sasol subsidiary and
the only local manufacturer of fila-
ment tow and staple fibres, anti-
dumping duties would do the trick

Sources said yesterday that Sasol
Fibres had mdicated 1t would with-
draw 1ts application to the Board of
Taniffs and Trade for tanffs to be
slapped on products sourced from
abroad

Yesterday Mike Hankimson, the
president of the Textile Federation,
said: “Import tanffs would have had
the effect of raising prices throughout
the “whole textile and clothing
pipelne

Anti-dumping duties, on the other
hand, 'will only have a limuted infla-
tionary impact “

Alec Erwin, the trade and industry
muruster, said on Friday that the textile
and clothing industries had com-
plamned to the board of slack service,
unrehable dehveries and quality prob-
lems encountered by them in therr
dealings with Sasol Fibres

Sasol expected to report

strong set of results today
From Reuter 183) (’TC%E' 501 crpj qte!l ﬂlt a relatvely

Johannesburg — Sasol was set to
report a sharp ncrease in its profit for
the year today after recerving a boost
from the weak rand and strong prod-
uct prices, analysts said on Friday

“They will be a pretty healthy set
of results Thev have really had a year
when everything has gone nght for
them,” one analyst said

Analysts forecast earnings a share
before exceptional items to be 1n a
range of R3,85 to R4,00, with a con-
senstts  figure of R3,90
agatnst R3,23 previously

The dividend was
expected to be rased to
R1,20 a share from last
year's R1,02

strong rand for more than half the
financial year

“The matn benefit from the curren-
cy weakness 18 going to come through
mto 1997,” said Mark Ingham, an ouls
analyst at Frankel Pollak

Even without benefits from the
mternational currency markets, Sasol
impressed the market, analysts said
The company enjoyed a good priaing
environment for 1ts products, such as
petrol and diesel

“It's a muxture of currency and
product prices,” one
analyst said ~ °

The group's chemu-
cal operations have
also performed well

1 as inroads are  with the dvision hav-

Sasol, which produces d ing made big 1nroads
chemucals as well as fue] §Made i fo into traditional mar-
from coal, benefits trom a I trqditional kets and netting a high
weak rand agamst the dol- & profit
lar because 1its costs are g Mmar kets Tartft protection

mostly rand-based and 1ts
prices largely dollar-
based

Analysts said the weakness of the
rand, which had lost a quarter of its
value agaimnst the dollar since the
middle of February, would reap
rewards for the group, though they

for 1ts fuels operation

was bemng phased out

and the company put much of its
energy into expanding 1its chemucals
businesses . v
“The chemucals uperatluns are
really starting to come thrﬂugh one

analyst said
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No pressure
to steer clear
O Ir nian, 011

He ieBooy
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THERE has been no po-
litical pressure on the
Central Energy Fund to
avoid deahn smth Iran,
GM Kobus van Zyl sald
at the weekend

A planned dee;i to

.

3

store Iranian crude oil at,

the fund’s 4H:mllion

‘barrel storage site at

oaldanha Bay on the

- West Coast would prob-

ably be mplemented 1f
an enwrnnmental i~
pact assessment is pﬂBl—
tive,hesaid

“Clearl we must

-obey gnvernment AN-

structmns {o avoid deal-

ings with any particular
country, but so far there

has not been any pres-
sure at all as far ag Iran

is concerned,” said Van
Zyl. ‘“In fact, based on

what President Mandéla

said during the weeék;i1t
seems as if the govern-

ment has no problems |.

withIran ?

‘CEF chairman Roy
Pithey said at the week-
end no final decision had
been made to store crude
from Iran — or any, other

oil producmg country ¢
“The matter will only

be finahised once the re-

sitlts of an environmen- |

tal impact study have
been released and the
CEF board and govern-
ment are satlsfied with
the commercial and
diplomatic acceptability
of the deal,” he said.

“The CEF has given
no single country exclu—
sive rights to use the
storage facility.and 18, 1
fact, still inferested-n
talking with other oil
producing countiries as
well as oil compames
wishing to store crude ”

He saad speculation
SA would be storing and
trading Iranian o1l with-
1n s1x months was “pre-

.mature” The fund man-

ages the state’s strategic
o1l stockpile and facili-
ties through its sub-

s:%:ary SEFE Association.
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‘Govt challenged
Mossgas price

« & ¢ &

Reinie Booysen

- Yy l
OIL cuq'lzlpames are challenging a gov-
ernment order that they pay premium
prices for petrdl and diesel supphed by
fuel-from-gas producer Mos 5gas

Sources sand at the weekend a di-
rective’issued 1 June that compames
pay mmport-parity prices — the price
paid as ifthe fuel had been mmported —
for the'Mossgas fuel had been defied

The industry, questionming govern-
ment’s right to mtervene in commer-
cial negotiations, was paying lower ex-
port-parity prices — the price 1t could
achieven the best export market

The mmport-parity premium would
have added about R35m to Mossgag’s
revenues in the three months to Ag-
gust — based on average import- and
export-parity prices — and around
R170m a year. Mossgas’s revenues
were R823,3m for the year to March

. The Mossel Bay plant produces

80 14/9/74 5

8 — just more than 8% of SA’s pro-
duction — of which about halfis petrol
and a quarter diesel

Minerals and energy affairs direc-
tor-general Gert Venter said govern-
ment wanted a negotiated settlement
with the compantes which was in SA’s
best mterests, but insisted Mossgas’s
sales outlets and prices should be se.
cured. “I would prefer a negotiated set-
tlement, but there are alternatives. .

The o1l compames have an unwrit-
ten “goodwill” understanding with
Mossgas to buy output which 1s surplus
tolocalneeds at export-parity prices;

The companies have mainly paid ex-
port-parity prices as they maintiin
Mossgas's products are mostly surplus
to their local requirements They will
pay import-panty prices only if the lo-
cal market is short of that product, and

they would otherwise have to import,
the product,

about 30°000 barrels a day of qud fu-

Continuedon Pagé?

L o — e

| Continued from Page 1 m{
Moasgas,% lav'cw% al\j r?poét,

id growth m local consumption of fu-
ﬁ, g;ru?l:lcu]arly petrol, had resulted in
SA becoming a net importer “The de-
partment of minerals and energy di-
rected o1l compames to pay IBLC (in
bond landed cost, or unport—(fani_:y)
prices for Mossgas products and claim
compensation for any proven ‘hard-
ship’ attributable to Mossgas’s entry to
the market from dthe equalisation

? rt sa1
fun‘fd'ﬁathdeiéecplflty at the crux of nego-
tiations 18 how to measure the supply-
demand balance. Mossgas apparently
believes the supply side should be tak-
en as production, as 1t was in 1986,
when the decigion to develop Mossgas

was taken. The oil companies counter
that this would be unreasonable — and
too low -— as the conventional o1l re-
finemes then had substantial moth-
balled capacity as a result of govern-
ment’s decision in the 1970s to expand
Sasol’s oil-from-coal facihities Includ-
ing the mothballed capacity would 1n-
crease the notional ability of conven-
tional o1l rgﬁnem and Sasol to meet lo-
emand.
lc&‘tltizuluﬂi;ry sources accepted that anet
ort situation for petrol was close —
ossgas was excluded -~ and that
import parity would then be a reason-
able value for the Mossgas petrol.

The mdustry argues that diesel ex-
ports could continue until 2004.

The dispute between Mossgas and
the oil compames resurfaced when 1t
emerged that potential buyers of Moss-
gas were concerned about the mnsecu-

rity ofits customer base and pricing
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By Jonathan Rosenthal

Johannesburg — Sasol, the
chemucal and fuel-from-coal pro-
ducer, htted earmings a share
21,7 percent to 393, 1c tor the year
to June 25 on turnover
13,3 percent up at R13,5 billion

Operating protit rose 12,9 per-
cent to R3,1 bilhon while a lower
tax bill than last year left share-
holders with attributable profit of
R2,3 billion

The lower taxation was large-
ly as a result of mcreased capital
expenditure on plant and mines

A final dividend ot 69 ,5¢ was
declared, bringing the total divi-
dend for the vear to 1225¢ a
share

Pieter Con, the chief operating
ofticer of Sasol, sad yesterday
that foreign sales of fuel alcohols,
fertilisers and explosives rose
78 percent to R3 hillion

During its last financial year
Sasol recetved R803 mullion 1n
taniff protection, lower than an
expected R850 mullion the com-
pany was banking on

Higher international ol prices
and a lower o1l reference price at
which taniff protection kicked m
have slashed Sasol's tanff protec-
tion to R45 mullion for the last
three months.

In spite of thus, Sasol Synthetic
Fuels was the star performer m
the group m the year under
review, with a 23 percent increase
In  attributable profit to

‘“___‘_____
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R1,5 billion

Production volumes rose
8 percent to 6,7 mulhion tons while
operating costs increased by
5,7 percent, maimnly because of
stable operating conditions, tugh-
er crude o1l prices and the weak-
erung of the rand agamst the
dollar

From January the govern-
ment phased down the reference
price for tanft protection from
$21,40 to $19 a barrel

The floor price at which tanff
protection became effective was
reduced to $18 from $19 a barrel
on July 1, and will continue

e
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Pieter Cox, chuef operating officer, and Paul Kru ge

falling to $16 a barrel by July
1999

Cox said each $1 reduction in
the tanff protection-floor cost
Sasol R200 mullion n Operating
profit a year

Sasol Mining saw 1ts operat-
g profit drop from R324 muliion
to R303 mullion because of deterr-
orating geological conditions at
Sigma collery and the heavy
rams earler this year Sasol is
conducting an environmental
Impact assessment on a new strp
mune to replace Sigma

Despite softer international
chemcal prices and the distribu-

1, executtve chatrman
PHOTO JOHN WOODROO!

tion of an 18 percent sharehold-
mg n Polifin to Sasol share-

holders, Sasol Chemucal Indus-
tries hfted operating profit by
2,3 percent to 897 mullion

Pohfin's contribution to Sasol
Chemicals  decreased by
R154 mullion, but this was coun-
tered by volume increases
achieved by Solvents, Carbo tar,
Fertilisers and Alpha olefins

Paul Kruger, Sasol's executive
chairman and chief executive,
said profits would continue to
increase this financual year

L] See Business Watch, Page 18




‘Row may drive away
dru multinationals’

By Puu arris

johannesburg — A war of words
between the pharmaceuticals
mdustry and the government may
cause multinational furms to cut
their operations mn the country, a

top industry personality warned
yesterday

Knut Serfert, the chief executive
of the South African untt of Boeh-
ringer Mannheim, a German drug
multinational, said recent verbal
attacks could make international

pharmaceutical firms feel unwant-
ed in South Africa,

“It an ndustry 15 not welcome
m a country, then comparues have
to think about down-sizing of oper-
attons and moving into a more
friendly environment,” he said.

Settert was referring to accusa-
tions that the ndustry charged high
prices for its medrcines, He said the
average untt price in South Africa
was below European levels

But Serfert’s remarks will add
further fire to a debate already
raging about the role of the indus-
try in South Africa,

83) <T(®R) 17|49 ]qb

They follow President Nelson
Mandela s comments that the local
industry 1s m the gnp of multi-
national companies trymng to
undermne Nkosazana Zuma, the
health miruster

Mandela said her efforts to chal-
lenge the multmationals’ grnp on
the market frightened some firms
In a thinly disguised reference to
the drugs mdustry, he said “white
busmess” mterests played a role in
a funding scandal over the Sarafi-
na2 Aids play that has prompted
calls for Zuma's resignation

Mirryena Deeb, the chief execu-
tve of the Pharmaceutical Manu-
facturers Assocration, sard pharma-
ceutrcal firms played no part n the
Sarafma scandal.

The industry also dentes 1t 1s a
monopoly and says there are more
than 200 players in the market

Multinattonals like Roche Hold-
ing and Glaxo Wellcome cover
about 70 percent of the R4,5 billion
sector, but local firms are well
represented, South African Drug-
gists 15 the biggest, with 10,3 per-
cent of the market — Reuter
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Improve

Reinie Booysen

OIL and petrochemcal producer Sasol
lifted attributable earnings 25,5% to
R2,33bn 1n the year to June, as oul prof-
its benefited from improved refining
margins, the weaker rand and lower
unit costs

Earnings of 393,1c a share (323,1c)
were 21,7% higher and largely m line
with analysts’ expectations

A 69,5¢ final dividend was declared,

Mking the year’s total'to 122,5¢ —

20,1% more than the 1995 payout. The
share settled at R52,25 yesterday, just
below the R53,25 peak of September 3.
Group turnover rose 13,3% to
R13,55bn, and operating mcome by
12,9% to R3,17bn, but a substantial in-
crease m interest income, to R281m
(R144m), and the absence of abnormal
charges this year, helped boost pre-tax
income 21,9% to R3,45bn Wath the tax
rate dechning to 27% (33%), income af-
ter tax was 33,2% higher at R2,53bn.
Sasol Synthetic Fuels saw turnover
nise 14,9% to R6,51bn — 1 spite of a
R201m decline in Sasol’s government

d margins,.
weak rand
Cs3) edizlalg

?id Sasol

Tl

wa Eamings a share
Dwidend
; (cents) bga, o

=i 1
30,3

823,1° ;

96

TP
subsidy, to RB03m — as productionih—
creased 8,1%1t06,7-milkontons.

Operatmg profit from this division

was 23,4% higher, at R1,51bn, thanks
to lower unat costs, higher internation-
al ¢il prices and the weakerrand

Sasol Oil, which mcorporates the
Continued on Page 2

—
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Continued from Pa

group’s 64% share 1n the Natref con-
ventional crude o refinery, boosted
turnover 12,4% to R2,47bn With inter-
national refimng margins — to which
all SA refiners’ profit g are
hnked — sharply higher, and the
weaker rand boosting rand-denomi-
nated product prices, operating profit
wasup 26,2% to R492m.,

With synthetic fuel, the group’s fo-
tal hqud fuel sales rose 8,4% to 9,65-
bilhon litres, of which 800-milhon were
exported to countries like Zambia and
Zimbabwe, more than double last
year’s exports of 350-million htres

Sasol Chemical Industfal'les 2(%(%) u:;
creased operating proht 2,
R89YTm, ag mternational chemical
prices softened. The unbundhng of
18% of SCT’s interest in Pohfin early 1n
the year dampened the chemical divi-
sion’s performance. Operating profit

| would have been 20% lgher had the

unbundling been effective 1 the pre-
vious year.

Polifin, the Sasol-AECI joint ven-
ture, saw its contribution to SCI's op-
erating profit decrease by R134m.

‘ SaauPMnmg’a turnover rose 18,8%
to R2,07bn as coal sales chmbed 5,9%

to 45,2-mmllion tons. The average coal
rice was 11% higher. The company

gad to buy 1n 2,1-million tons from oth-
er collieres to augment su?ply as gh
rainfall caused 35 days of lost produe-
tion at the Syferfontem strip mine
This also contributed to the 16,3% rise
in umt production costs, and 6,5% de-
cline m operating profit to R303m

The company said it cted an;
other earnings Increase in the curren
financial year as the fall m the value of
the rand, mcreased production and
lower operatmng costs countered the
lower level of protection for synthetic
fuels Since July 1, the reference price
for Sasol’s subsidy declined to $18 a
barrel from $19. The effect on revenue
had been substantial: 1n June and Ju-
ly, international oil prices were so
that no subsidy was received, and the
July to September quarter brought m a
total of only R46m agamst last year’s
quarterly average of about R200m.

Chief operating officer Pieter Cox
said he expected a “continued good per-
formance from synfuels”, while con-
ventional refimng margms would
probably be lower this year “Chemlncal
prices should be steady on average, he
saad. The miming division was experi-
encing a year of consolidation and no
mcrease m profits was anficipated

Picture: Page4

—_—




o

i

I r\-!rl.-rr

ALIDE DASNOIS
BusiNess EDITOR

The refrigerant business bought from
Johannesburg Stock Exchange-listed
Polifin by A-Gas South Africa is to be
moved from Gauteng to Cape Town
next year.

.John Cooper, chairman of A-Gas Inter-
national, the R105 million-a-year holding
company based 1n the United Kingdom,
said he had chosen Cape Town as the head-
quarters for the South African subsidiary

“because of the high level of violence n
Johannesburg”

The move to state-of-the-art premises m
Milnerton would cost between R4 million
and R5 million, he saad

“We will keep a distribution depot 1n
Gauteng But everything else will be n the
Cape”

The move, said Mr Cooper, involved
transporting 14 storage tanks, some of

frn -
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Western Cape in

Gauteng gas i

firm freeze-out

Relocation to cost R4-m

C&’ 7)

them with a capacity of 100 tons He expect-
ed the shift to be completed by April next
year

The merger with Polifin would make A-
Gas the market leader in the supply of
environmentally acceptable refrigerants.

Traditional refrigerants, CFCs (chloro-
fluoro-carbons), had been banned by nter-
national convention simce the beginning of
last year

But South Africa did not have the capac-
1ty to manufacture alternative gases, Mr
Cooper said

These were made 1n Europe, 1n Japan
and m the United States

A-Gas International had a strategic
alliance with Solvay of Germany, the
fourth largest producer of gases in the
world, and would be able to supply the
South African market with alternatives to
CFCs

“We are expecting a lot from our South
African business,” Mr Cooper said

E-
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Mozambique fields possible contenders
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Joharmesburg — Sasol 15 sl
engaged m talks atmed at securing
natural gas supples as an
alternative feedstock for the pro-
duction of synthetic fuel Mozam-
bican gas fields other than the
Pande field were possible con-
tenders for the gas supply, the
petrochemical and fuel-from-coal
producer said yesterday.

Alfonso Niemand, a Sasol
spokesman, sad the company was
Investigating replacing  about
20 percent of coal feedstock to
Secunda with methane gas That
could generate substantial cogt-
savings m the production of syn-
thetic fuels as 1t would elmmate
the gasification and gas purifica-
tion stages of Secunda’s oil-from-
coal process

Niemand would not say where
the natural gas would be sourced
but . Ssaid z that' ;eas  from
Mozambique fields and coal-bed
methane were ophons

He explamed that gas from
Mozambigue need not necessarily
come from the Pande field but
could be sourced from “other gas
helds under the jurisdiction of the

Sasol hopes to
3 Supply

Mozambican government”

“We are m constant talks with
the Mozambican government o
look at further options for develop-
ing the gas field, but nothing has
come out of the talks so far” he
said

In terms of the planned project,
gas could be fed directly mnto the
new Sasol advanced synthol
reactors

Enron, a US-based o1l explo-
ration company, holds the nghts to
develop the Pande gas field and
has been attempting to strike a deal
with the Industral Development
Corporation (IDC) to secure an
industnial customer for the gas

The IDC could serve as an
anchor client with its proposed
tron plant at Phalaborwa Industry
sources said recently that it would
be unlikely for Sasol to use Pande
gas if Enron developed the field

Niemand said another possi-
bility was coal-bed methane, a gas
extracted from coal seams

However, at the presentation of
Sasol's results on Monday, direc-
tors sard that mveshgations nto
coal-bed methane were still at an
early stage and were “not very
promising”

—
—_—_
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Plastics company shrugs off industry slowdown @@

Harwill wraps up with

By Mare Hasenfuss

CAPE EDITOR

Cape Town — Harwill Invest- i

AR

profit rise

A L _"';! pI'EVlUUSIy

ments, the diversified packaging JIR e il
company, shrugged off mcreased ndE

competition and an industry

slowdown to notch up a 14per- 1§}

cent Increase 1n net profit to

RL,94milon m the year to :

fune 30
Earnings a share were static at
15¢ after an increase ;n the num-

ber of shares in 1ssue The divi- S

dend payout was mamntamned at

7,5¢

Jorie Jordaan, the company’s il

recently appomnted managing

director, sad Harwill felt the @8
pnch of the economic slowdown, &
particularly m 1ts mamstay |

Metpak division, which manufac- |
tures printed plastic bags and |

shrinkwrap Another division,
Bichler Industries, which manu-
factures shampoo and vinegar
bottles, was also hampered by the
downturn in consumer spending

Jordaan said that a number of
new players in the market had
resulted in prices being markedly
reduced Turnover from contmn-
ued operations was 7 percent
hugher at R39 mullion (previously
R36,4 milllon) Last year’s total
turnover was R48 nullion, but thus
figure mcluded Signum and Intec,

E Jordaan was excted

about Harwill's future
{ plans, which included
| expanding manufacturing
B facihties to include med-
ical supphes, plastic wine
bottles and toys These
P new plans resulted n
I Harwill’s interest-bearing
j debt increasing to R7,3
i mulhon, but this additional
Il financial stram will be
i reheved by a R10,75 mul-
{ lton nights issue later this
| month
B “We are very exated
§ about starting up these
I new ventures Our bottling
| plant opens tomorrow
(today), while our toy fac-
| tory will be up and run-
ning m October Our med-

READY FOR ACTION Jorrie Jordan, oo, >-PP1e3 plant wil be

the managing director of Harwill

Investments, has announced excthing

expanston plans

the plastic products manufactus-
ers which have since been sold
Operating profit from ordi-
nary activities increased 11 per-
cent to R5,2 million, with the trad-
g margin edgmng up to
13,24 percent from 12,86 percent

working by January-
February, and we expect
80 percent of production to

PHOTO ANDREW BROWN  be m exports,” he said

However, Jordaan said

that the effect of the new

businesses would only be felt m

the 1998 financial year “We're

running on a three-year plan At

the moment we are still at phase
two,” he said

[ 1 See Business Watch




Reinie Booysen

THE auditor-general 18 mvestigating
government payments totalling
R1,2bn to the o1l mdustry — paid as

compensation for market share lost to
synthetic fuel production — amid
claims that the industry overstated its
opportunity costs.
The investigation, thought to have
been requested by the minerals and en-
oy department, centres on payments
made between 1986 and 1994 for mar-
ket share lost to Sasol’s synthetic fuel
outputi! :;The payments were funded by
consumer levies.
‘The-auditor-general 15 also 1nvesti-
gating a dispute between the industry

and Mossgas over prices the-synthetic

fuel producer recerves for its fuel prod-
ucts. The industry’s recent dlfﬁcultms
in satisfying local demand, leading to
1mports, have raised doubts about 1ts
claxmed capacity in the early 1980s
when the major surge 1 Sasol output
occurred.

The auditor-general has wntten to
the SA Petroleum Industry Associa-
tion requesting data on o1l product 1m-
ports and exports sxnce 1980, and re-
qiiesting the mdustry’s m-upemtmn 1m
its mvestlgatmns ‘Industry *sources

said the compames were -mystified b,

the request, as the Mossgas dispute
dates back onl t0 1986.

The!E uahaatmn Fund, adminis-
tered by the Central Energ'y Fund,
paid the o1l companies to cﬂmpensate
them for their refining margins fore-

gorie as a result of the new volumes
frnm Sasol H and 1II The o1l compa-
nies were forced to buy the volumes
which came on stream 1 the early
1980s. The Equalisation Fund derives
its revenue from petrol and diesel
levies paid by motorists.

In the base year, 1984, the indus-
try’s refining margin was 4.75¢/1, and
the market share volume d15p1aced by
Sasol totalled 4 564 megalitres, pro-
ducing a payout of R217,84m. The
payout was made in 1986.

The annual payments from 1984
were calculated by subtracting the
growth 1n the market from the base-
year synfuel figure (4 564 megalitres),
and mulnpljnng the balance b the re-
fimng margin, which remained ﬁxed at
4,75¢/1,

Industry executives confirmed the
auditor-general’s request for informa-
tion. “It seems that there are some peo-
ple who are fairly determined to harass
the mternational majors, SA’s largest
foreign ivestors,” one source saad

Another source said the industry
could argue that the payments were far
lower:than they should-have been, as
the 1984 reﬁmng Inargm stated 1 SA
cents/litre, remained fixed 1m sp
the rand’ ﬁysteady decline agamst the
US dollar, in which most international
refining margins are calculated

“By the end of the period when syn-
levy payments ended, the actual refin-
mg margin was about 10c¢/l, and we
were still getting only 4,75¢,” one ex-
ecutive said.




Pharmﬁgae)utical ogroups ‘will push up prices’

PHARMACEUTICAL groups ¢ nl maintain cur-
rent price levels for much longer, with pressure on
margins compelling major manufacturers to resort to
above-average price hikes, analysts say.

They said yesterday pharmaceutical groups start-
ed to feel the pinch m July when they had to re-
negotiate forward cover at the lower rand value

“Prices had been raised an average 6%-9% over the
past,two years, but the current increases were ex-

.. pected to be between 10% and 12%, said one aq&l&st.

Vs -Adcock Ingram group financial directoriDaryl
s, Krgnsen said the increased import costs of ray. nia-
' terials; resulting from the devaluatwn of therand,

| -
f 4

"+ had:put pressure on margins Although the g¥dup

Jacqueline Zaina & 0 W q ﬁl)

i vhad:raised the selling price of some of 1ts products, .

¥ resistance from the retail trade meant that it ‘was
4, more difficult to pass on price imcreases to this sector.
b L Analysts said retailers often refused to stock prad-
:<ructs’ at mgher prices — using thewr ability to delist
t- products to keep ddwn price increases. I
% i, Total raw material costs had mcreased about'13%
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following the rand’s recent decline This had pushed
up prices of the imported component of pharmaceu-
ticals 25%, an mdustry source said

Adcock Ingram had taken full forward cover as a
hedge against fluctuations i the rand, but this had

just delayed the effect of the weaker currency on op-

erating margins, Kronson said
SA Druggists CE Peter Beningfield said manu-

facturers could not continue to absorb cost increases
indefinitely
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Standing start' the Sedco 1 platform straddles SImon’s Town harbour as 1t i prepared for sea in its new production role

‘All hands on deck in race to turn g

‘into pocket platform for new oilfield
o N TN s (793D

ARG 1919/94

Contractors are crawling all over the Sedco 1
o1l r1g in Simon’s Town to reach a November 15
deadline to have the vessel ready for sea.

The r1g 18 being prepared to act as 3 production
platform for Soekor’s E-BT ollfleld, about 140km
south-west of Mossel Bay Soekor spokesmen said 1t
would probably be the smallest production platform
n the world

Work 15 on schedule and the rig should be ready
for sea trials on time, Soekor says

Adaptations to the rig had been designed for a 10-
year life, with the potential lifespan of the field it
was to serve plotted at three to seven years, sald
Kevin Stallbom, divisional manager of production

T'o act as a production platform, the rig had to
have a considerable infrastructure change on deck,
especially with regard to the driiling equipment and
o1l storage capacities, he said

“She will have to be put through stringent sea
frials, mncluding a buoyancy and Inclination test,
because her weight distribution would have
changed considerably once this jobisdone ”

When used as an exploration rig, the vessel had
to carry a crew of 50 to 60, but as a production plat-
form, only between 20 and 30 were needed This
could allow for greater comfort 1n crew quarters

While painting continued on the rig's rusty
frame, new modules for the platform deck were
being made, to house machines and activities need-
ed by a production platform

Soekor chose to convert the smaller exploration
rig for the job rather than have a formal production
unit built for the fieldq, as 1t worked out cheaper

. considermg the limited production capabilities of
Clean-up' sandblasting and grinding are the order of the day  the field
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Mosq;%gs payouts inves?gated

By Christo Volschen
ECONOMICS EDITOR

Cape Town — Henn Kluever, the
auditor-general, has launched an
mveshgation mto the payment of
R256 million to Mossgas from the
equahsation fund, he sard yesterday

He dered an investigation had
been launched into the payment of
about R1,4 billion to o1l companues
from the same fund smce 1985 to
compensate them for loss of refin-
ery throughput after the commus-
sionung of Sasol 2 and Sasol 3

No decision has been taken to
investigate the Sasol-hnked pay-
ments to the oil companies, but we
are not discounting the possibility,”
Bertie Loots, the deputy auditor-
general, said yesterday

At times n the past, the o1l com-
panies paid Mossgas a so-called
export parity price for its product
- — a lower price than the “in bond
landed cost” that should have been
paid — and left it to Mossgas to
recover the difference between the
two prices from the fund,

crere )9

e fund 15 adminstered by the
Central Energy Fund and 1s used to
smooth out fuel price fluctuations

“These payments to Mossgas
are being audited m the mterest of
the motorist to see whether the oil
compames paird what they should
have,” Loots saad

The auditor-general's office was
alerted to the payments when the
o1l comparues first offered mn 1994
to pay Mossgas an additional
R5,2 mullion for product bought
earlier, and later retracted the offer

The South African Petroleum
Industry Assoclation smd yester-
day that the o1l companies were
assisting the auditor-general mn hus
nvestigation over the Mossgas
payments

After reports yesterday that the
minetal and energy affairs depart-
ment was belund the mvestigation
mto the Sasol-related payments of
R14bidlion, Gert Venter, the
department’s director-general, tele-
phoned the association to assure oil
companies that no such mvestiga-
tion had been launched

—rr——r————
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SAT Drugglsts In new drugs deal

Jacqueline Zaina

SA DRUGGISTS (SAD) 15 to sell
drugs 1t has produced under licence
from US-based Wyeth-Ayerst/
Whatehall, which disinvested from
SA m 1989 back to the prmeipal
company for an undisclosed sum
SAD CE Peter Beningfield saad
vesterday the cnm&any would be
cum ensated for the revenue it
d. lose now that the previous h-
censmg agreement, valid unfil 1999,
was defunct. The transaction would
have no effect on earmings, he saxd
Wyeth-Ayerst Internatlnnal, a
subsidiary of multililhon-dollar
pharmaceutical and healthcare
group American Home Products

D) |} "Ilﬂ‘-r

n oration, would buy back six

products, female hormone re place-
ment theraplea Premarin and Prem-
pak, the anti-depressant Efexor and
self-medication products Anadin,
Adwvil and Preparation H

It 18 understood the products ac-
count for less than 12% of SADYs
sales, which were R2,5bn for the
year to August last year.

But analysts Eald such products
generally attracted a hgher margin,
given the value of their trademarks

Beningfield said SAD would con-
tinue to manufacture the products
for the international group’s new lo-
cal operation The new SK company
mcluded Lederle Laboratores, n
which American Home Products 1n-

margins

vested 1n 1994,

Beningfield said SAD’s manufac-
turing and marketing rights to the
remaimng products — accounting
for two-thirds of turnover in SAD’s
Wyeth-Ayerst/Whitehall range —
was extended to 2006.

The products included the oral
contraceptives Minulet, Tr1-Min-
ulet, phasil, Nordette and
Blphasll andAnvan and Dristan,

The trademarks were well-
known, which was a signmificant ad-
vantage i generating sales, he said

BoE Natwest Securities semor
analyst Syd Vianello said the return
of multmahnnal drug companies
was damagmg local compames’
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Image makeover

Reinie Booysen

AN INTENSIVE re-imaging and
H_mﬂnmaﬁcuﬁm exercise has pro-
pelled Shell SA. from third to jont
second 1n terms of market share
with 18,5%-19% of the 10,4-billion
litre a year petrol market.

Although the figures fluctuate
from month to month, current sales
postings mdicate Shell 1s neck-and-
neck with Caltex Both, however,
remain well behund Engen, which
has 24.,5%-25%. The two other ma-
jor retailers are BP, with about
16%-16,5% of the market, and To-
tal, with 12%-12,5%.

According to Shell’s latest Busi-

ness Report, the Anglo-Dutch
multinational’s SA subsidiary grew
retail petrol sales 10,76% at De-
cember last year, as opposed to in-
dustry growth of only 5,98%. The
net result was a 0,8 percentage
point mcrease in Shell’s market
share, to 18,61%in December.

Retaxl GM Tony Kallis said
there were several factors behind
the improvement 1n sales: the new
international Shell livery being in-
troduced throughout the couniry;
the company’s new Shell Ultra De-
tergent petrol, and a new promo-
tional and advertising strategy
with a strong emphasis on sports
broadcast sponsorship.
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ell’s convenience stores were

“proving extremely popular”, at-
tracting new fuel customers and a
“new category of foot customers”.

Kallis said within a few years
Shell SA would have spent “over
R200m” replacing the hivery at its
stations to conform to specifica-
tions of the Shell Group worldwide.

Shell SA’s broadcast sponsor-
ship of the Rugby World Cup last
year “had a notable mmpact on the
SA public’s positive perceptions of
the company and 1its products”,
Kallis said. “We're trymng to pro-
mote our products with a more SA
flavour, placing the company’s
products in alocal context ”

mlln. Am—

He accepted that unseating En-
gen would not be easy: “To do that
we’d have to buy a share of some
existing network ” The target was
to be the “clear second-placed” re-
tailer, with 20% market share.

In addition, Shell intended
mamtaming its status as the most
efficient retailer with the haghest
average throughput level per site,
currently at about 1810001 of
petrol a month.

Kallis said one reason for Shell
sites’ high throughput figure was
dominance of the nafional route
service station concept, offering
food, fuel and comfort to fravellers
Shell has 20 Ultra City stations.

S —— e ——

m%__m: market share

Current SA petrol market
shares %
Saso! Biue Pump
Zenex 2.5 .__,s N
) & ™  Engen
Total ¢ :“J.V 234.5-25 X
2.12,5
f \
LTI
16 - 16,5 '
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MEETING OBSTACLES

Fm 410 74574
Finance Minister Trevor Manuel’s bold
plan to boost the chemicals industry and
create 400 000 new jobs appears to be
lagging

In January, Manuel, then Trade & In-
dustry Minster, launched a petrochemt-
cals, plastics and synthetic fibres cluster
inthative, with a steering commuttee
formed from represenialives of industry,
labour and government

fts aim to find ways to crealé jobs and
help form industrial policy to actvate
competition within the mndustry A steer-
Ing commuitice was set up under David
walwyn, director of chemical and allied
mdustries at the Department of Trade
walwyn set seven working groups o ad-
dress problems in areas including mar-
keting practice, government and regula-
tory environment and the thorny 1ssue of
import and export parity pricing

The groups, which have been meeung
monthly since April, Were asked toreport
back m August But so far all they have
offered 1s a handfui of interim proposals
Ther final reports are now not expected
until February 6 next year

Says one cluster member “When the
thing was nitiated there were certain
tasks set for the working groups But
once we started digging we realised it
wasn't so simple There’s alot more that
has to be done 1It's being tackled ”

The chemical ndustry’s problem 18
one of converting ambiiion into action
However genuine the deslre, nothing can
be achieved without mvestor-fnendly
policies Foreigh observers are quick to
pick up adverse signals — notably labour
wrangies, the loose cannon if any SA In-
vestment drnve

Department of Trade DG Zav Rustom-
jee wants the chemicals industry to be-
come internattonally competitive by cre-
ating a co-ordinated approach among 1its
disparate sectars He particularly dishkes
the lack of formal links between the cap-
ital-intensive  upsireain petrochemlcal
sector and the labour-INtensive down-
stream processing one

perceved high-risk financing of down-

stream chemicals processing could be-

86 BUSINESS

come worthwhile once the industry 15
better understood

London-based consultant Terry ROUX,
author of a study on possible future co-

operation between the petrochemicals
and plastics industries of SA and Taiwan,

says that SA ranks as one of the world’s
least attractive destinations for foreign

investment 1 the petrochemicals
sector M »(
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Sasol accord 1s under pressure
& F)io|9b (183

Relnie Booysen tion — is under increas- agreement and probing friendly, we have to find
ing pressure. loopholes at every a way to take the hosti-

. {THE SA o1l companies initial meeting, at- opportunity. lity out of the situation.”
ouped in the SA tended by “a handful of mum&mnm&w Sasol’s Industry sources aay
 {Petroleum Industry Ais- CEOs from industry” definition of “own use”, another key issue to be
ociation (SAPIA) were hasbeenheldtoagreeon ortheamountoffuelitis resolved is the disposal
determined to renego- the process for the com- permitted to sell whole- of the increased synthet-
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Rainbow profitable
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P.Oﬂ w oﬁﬂm
had néver expected the minotities o its ailing aub.
never e minorities of i su

sidiary Rainbow Chicken to take up their rights ina
R7560m recapitalisation, said E&n CE and acting
Rainbow Neil Morris.

He said it was “very pleasing” to note that the
HI.&H offer — called to meet the demands of the

make

tiate their “commercial” ingnegotiations. sale and to its own affi- icfuel ﬁan&ﬁ&nﬂwﬂwg. Rainbow issue — had been almost fully subscribed.
agreement with Sasol Among the key issues liates under the agree- ed from Sasol’s oil-from- Rainbow forecast a R166m loss in the six months
before the end of the tobe resolved are indus- ment, i8 being coal facilities at Secunda § to September. Morris would not be drawn on possible
year, mdustry sources try accusations that Sa- questioned. dver the next few years. losses facing the group for the year.

said at the weekend. sol 18 “white-anting” the “I think many compa- Sasol’s synthetic fuel Interim results were e d in November.

This comes amid existing secret agree- niesfeelitistimetostop production has in-
signsthat the currentac- ment—apparentlyaref- bickering with Sasol,” a creased tosuch an extent
cord -~ which obhges 0il erence to industry senior oil executive said. that 1ts capacity is now
companies to buy a set claims that Sasol is “While I do not think re- above the 7 740Ml the
volumeof Sasol’s produc- pushing the limits of the Ilations will ever be conventional refiners

are uvwm_wm to buy in

tth i terms of the ement.

By William Wells and Jack Lindstrom Sacol i oothice Al o
ortion of the excess to
ambia, Zimbabwe and
Mozambigue but is be-
lkeved to favour dispos-
ing of it locally. Analysts
say this would not cause
undue problems in view

%WMMMW%HWE grow- In the Supreme Court of South Africa

(Witwatersrand Local Division)

— N A A w

ﬂ.mﬁﬂﬂﬂﬂmﬂﬂ believed H Mm% still on track to
turn the chicken group into a profit-making venture
by the year to end-March 1998.

Delisting Rainbow remained a medium-term op-
tion, considering that HI.&H would hold about 82%
of the company after the rights issue, from 41%.

R SINCE

:_.Mm WiLL

NO PIE-EATING CONTES

LIKE TH
D TUATF
(




+ t oy
N oWt n}i Vi
I

Sar:;ltha haléeg 5}/ 70 / q[

CAPE TOWN — Retail group Pick 'n Pay
could solicit the help of the Constitutional
Court in 1ts attempt to end government reg-
ulation of SA’s hq;.:id fuels 1ndustry, group
director Nacky Bicket sa1d yesterday.

He told an Africa O11 96 conference that
industry deregulation could result in a 20c/{
reduction 1n the petrol price — a move
which was being frustrated by prolonged
government mactivity

“Our challenging of price controls on
petrol will continue through the Constitu-
tional Court if need be, until we are able to
offer: SA a competitive fuel pricing system
free of government control,” Bicket said

Pick ’'n Pay envisaged the mtroduction of
a number of smaller petrol outlets attached
to retail shops.

18 followed trends in the UK and Eu-
rope’ ‘where petrol was frequently a retail-
er's branded product. “Supermarkets in
fliritam have captured 21% of the petrol

JES—
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P% ’n Pay on fuel price warpath:

market from o1l compames and i France
they have about 50%,” he saad y

Hamzah Bakar, the senior vice-presi
dent refimng and marketing for Malaysian-
based o1l company Petronas, said Africa
was destined to become the next major tar-
get market for energy He said the cont1-
nent presented a tremendous growth oppor-
tumty for the o1l and gas industry !

“Growing economies will boost demand
for fertihisers, petrochemical intermediates
and petroleum products, with an mncreasé
1n energy consumption expected, especially’
m o1l used to fuel the 1mfustr1al and elec=
tricity generation sector ”

Petronas saw strong potential in gag
deposits 1n southern and western Africa;
which could benefit the region mn the same”
way such deposits had benefited Malaysia,
which exported gas to Singapore, hesaad. -

Meanwhile, Reuter reports that BP"
Africa MD John Greensmith has warned a,
sharply rising demand could see SA import-"
ing petrol this year

—
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PETROCHEMICAL Peirol imports may start flowing before the year’s end

Refineries camlot keep up’

18 )er ()8

Cape Town — South Africa conld
run out of petrol refining capaci-
ty this year, forcing the country
to 1mport the refined product,
John Greensmith, the managing
director of BP Africa, said yester-
day.

“Petrol 18 effectively starting
to run out this year we do see,
because of the very rapid growth,
the start of 1mportation this year
even, and certainly next year,” he
told the Africa O1l Conference

Greensmith could not predict
how much would have to be im-
ported this year or next, but said

j0 144

ed shrutdowns pomted to
an extremely tight position by
the end of the year

South Africa’s three o1l re-
fineres — m Cape Town, Durban

and 1n the 1terior — process be-
tween 400 000 and 450 000 barrels
a day The country’s o1l mdustry
has long debated the need for ad-
ditional capacity, but ol compa-
nies have been reluctant to com-
mit themselves pending
clarification of plans to liberalise
the domestic o1l market
Greensmith said BP figures
showed South African o1l con-
sumption rose 8,7 percent last
year, far outstripping overall

growth 1n GDP of 3,3 percent

A similar picture of accelerat-
g growth for o1l — albeit off a
low base — was being experi-
enced elsewhere 1 sub Saharan
Africa, he said

Afrca accounted for a meagre
3 percent of global petrol con-
sumption, but this was mcreas-
ing sharply m several southern

and eastern African countries

In Uganda, for example, de-
mand increased between 10 and
12 percent last year In other
countries, demand was up by
more than 5 percent as the use of
cars mcreased

Outside South Africa, the re-

g10m has three significant refiner-
1es 1n Tanzania, Kenyva and Zam-
bia Of these, Greensmith said,
Kenya’s might have the potential
to be expanded and developed as
a regional supply centre located
halfway between South Africa

and the Guif

African countries had to get
away from the 1dea of oil refiner-
188 as prestige enterprises simi-
lar to a national airline and focus
instead on the economics of pro-
cessmg ol, Greensmith said

In the past, the World Bank
has voiced concern about the n-
efficiency of regional African o1l

refineries — Reuter ‘—l
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CAPE EDITOR

Cape Town — Mossgas, the
much-maligned fuel-from-gas
producer, 18 necotiating several
jomnt ventures, ncluding
offshore gas exploration and an
onshore chemical plant, David
Day, 1ts chief executive, said
yesterday

Speaking at the African 01l
Conference, Day said there were
some promising joint ventures
on the cards, but declined to
name the parties with which the
company was negotiating

Possible ventures could 1n-
clude offshore gas exploration
and an onshore chemical plant,
he said “There are some very ex-
citing prospects Watch this
space ”’ :

Day said 1t was encouraging
that 128 international compa-

) i

nies had expressed an mterest in
Mossgas when the state-owned
company was offered for privati-
sation earlier this year

Referring to Mossgas’ privatr-
sation process, which was termai-
nated at the end of June, he sa1d
the exercise had added to the tax-
payers’ burden

“When the direct and inda-
rect costs of the monitoring
paniel and the advisers appotnted
to the process are taken into
account, 1t has cost about R150
million to find out what was
really a foregone conclusion ”

Mossgas, which has been la-
belled a “white elephant”, cost
R11,4 biilion to build

Day said Mossgas' research
had showed that synfuels were
the optimum alternative in the
medium term He said the mitial
recommendation by Mossgas to
mvest in developing addifional

€S
b (1¢3

gas resnurces had tr1ggered
for privatisation.

However, he said no company
other than a South African ol
company could have purchased
Mossgas’ assets

“Synfuel production was the
best option for the medium term
Plans to convert Mossgas {o a
methane producer or a petro-
chemical plant couldn’t work as
1t would take too long to get
these projects up and running

Day said the sm-month-long
privatisation bid had added
about R130 million to the
R800 million needed at first for
developing new gas fields off
Mossel Bay, mainly*because of
the drop in the rand’s value

He said that the project,
which was scheduled to take 18
months, had to be crammed into
11 months wath the risk of a cost
overrun and late completion

I——-—__—'
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Deregulation-wil allow petrol

AUDREY D’ ANGELO

&

Cape Town — Pick ’n Pay will ap-
peal to the Constitutional Court 1f
the government continues to drag
1ts feet over the deregulation of
the o1l mndustry, Nicholas BicKket,
the director of strategic and man-
power planming at the company,
sald yesterday

He told the Africa Oil ’96 con-
ference in Cape Town that if the
government continued to delay

the deregulation of the o1l Hmmz,,,w.ﬁ 7o

try “we may well be compelled fo
approach the Constitutional
Court early next year for relief
from the state’s continumg pre-
varication in the matter of dereg-
ulation

“We are serious about this

What causes us particular con- -

cern 1s that neither us nor any
other major retatler has been con-
suited or mvolved m any discus-
sion about this matter”

te

to be sold at discounted prices
Pick ‘n Pay was negdtiating

with a group of convenience

stores and several large oil groups

"to accelerate ifs drive mnto petrol

retailling, he said

-He said the o1l mdustry was
“the only remaining consumer
sector 1 South Africa, represent-
ed by some of tHe world’s most
powerful multinational~compa-
nies, that still suffered govern-

with-co
e () &) olgy

ment-deternuned price fixing”
Supermarket chains in Europe
nrported fuel directly and sold 1t
under their house brand names as
one method of ensuring petrol
was suppiled by domestic refiner-

. 1es at a competitive price, he said

“Our long-running campaign

for a deregulated petrol industry

1s mordmately frustrated by the
government’s protracted process
of consultation and mvestigation,

“which has now stretched over

—_—

t action over

many years m_H.a shows no sign of
reaching finality in the near fu-
EH-@ n

Bicket said it was three years
since the National Economic De-
velopment and Labour Council
(Nedlac) established 1ts hquid
fuels mndustry task force.

“In spite of extenswe discus-
s1ons between the government,
labour and business, no signifi-
cant progress has been made mn
respect either of the restructur-

petrol policy

mg of the mdustry or the reduc-
t1on of the government’s mvolve-
ment m it >

The Competition Board had
recommended two years ago that
price-control measures and the
prohabition of credit sales should
be phased out over a reasonable
perlod, but no decisic. had yet
been made by the trade and mndus-
try minister; sard Bicket

L1 Refineries can’t cope, Page 16
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AFTER 20 years i the doldrums, the global
fertiliser industry has staged a strong re-
covery, with prices reachimg hstoneal
peaks at the beginning of this year In SA,
where the totally deregulated market mir-
rors mternational trends, the local mdustry
15 also set for a long-awaited period of rel-
ative stability and growth

Thas 1s the result of a combination of cir-
cumstances Firstly, the rationalisation of
the worldwide fertiliser industry since the
beginning of the 1990s has ehminated the
surplus production capacity which long
plagued the market At the same time, the
dumping of massive quantities of fertihser
from eastern bloc countnes after the col-
lapse of the Soviet Union has eased off as
these states have gradually adopted mar-
ket-related economie poheies

The other major factor has been the need
to provide food for expanding populations,
notably in the Far East, where demand for
fertiliser has been growing steadily Final-
ky, as part of 1ts general restructuring, con-
trol of the industry has passed into prnivate-
sector hands, which means that investment
decisions are now based on rational busi-
‘ness criterla and are no longer driven by
social or political considerations
. Against this background, global demand
for fertiliser has moved into balance with
supply for the first time 1n decades This, 1n
turn, hasled to a strong rnise in prices, which
gnore than doubled between 1993 and last
year Prospects for the SA industry have
umproved mn line with the mternational
atpturn, and have been enhanced further by
3
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an agric market buoyed by a very
good summer season 1n 1995/96 after sus-
tained period of below-average ramnfall
International prices for the main fert:-
hser commodities — urea and DAP —
peaked at about $230/ton and $250/ton
respectively, then dipped earher this year,
mainly in response to the harsh US winter
and lower than expected imports by China
and India Since May, they have risen again
to about $200 and $215 The urea price 1s
expected to continue chhmbing, fueclled 1n
particular by higher demand from China
The phosphate market 1s also likely to move
upward, but not to the same level as before

Devaluation

SA fertiliser price movements lag behind
mternational trends by six months to a
year, but net prices nevertheless improved
by an average of about 21% 1n rand terms
last year This upward trend has confinued
this year, wath second-quarter prices about
10% hagher than last year

With the recent devaluation of the rand
more than compensating for the shght shp
1 international prices, local price levels
should remain steady — particularly as the
discounting which has been a feature of the
market 18 now bemg contained by the fact
that major producers all have fully laden
plants The opening up of fertihiser export
markets, notably in Afnca, 1s also con-
tributing to price stabihity by mopping up
surplus capacity the local plants still had

Desprte social and political concerns, the
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Fertiliser industry stages strong recovery

lobal supply and demand may keep fertiljser prices on the upturn until 2000, writes Rod Humphris
2

(183 )

mood of SA’s agricultural sector 18 very
bullish after good rains have restored the
country’s water resources, and local de-
mand for fertiliser may increase by about
6% this year If there 18 a longer-term re-
turn to a normal rainfall pattern, 1t is ex-
pecied that annual growth 1n fertiliser de-
mand will be sustained around 3% to 4%

Internationally, fertiliser demand will
be supported by the increasingly critical
need to optimise the efficiency of the world’s
food production resources Food production
18 growing at only 1% a year, while the pop-
ulation increases at double that rate The
increasingly precarious balance between
supply and demand 18 1]llustrated by the fact
that global grain stocks are currently at
their lowest ebb 11 more than 20 years, well
below what 13 generally accepted as the
safety level In these circumstances, no
country can afford to be dependent on food
mports and every effort will have to be
made to encourage local food production

Although the industry remains cycheal,
most observers expect that the tight sup-
ply/demand situations for both fertiliser
and goods will keep fertihiser prices at or
above present levels until at least the turn
of the century However, the good returns
now being earned by producers — particu-
larly those who produce the basic fertihiser
commodities — will inevitably attract new
mvestment 1n the global industry. Beyond
2000, prices may start dropping off agam as
new capacity comes on stream

O Humphrisis MD of Omnia Fertiliser

—_— ———
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Cape Town — It was becoming mcreas-
mgly urgent that decisions be taken on
the future of the South African o1l 1n-
dustry, South Afincan Petroleum Indus-
iry Association (Sapia) director Colin
McClelland told the Africa O1l 1996 con-
ference yesterday

He said important mvestment deci-
sions hung on the need for greater cer-
taimty about the future

“It 18 becoming urgent that there be

-

rity’ on refin

22 ) =TCE2 Ja|io|ab

{
clanty on Emﬂwm of the game’ for the
future as important decisions are re-
quired on refining mvestments to meet
growing demand,” McClelland said
“Policy 1ssues are at stake as well
Should the needed capacity be provided
by synfuels, by imports or by expansions
of the conventional refineries®”
Sapia favoured the latter option pro-

- vided there was a chmate that encour-

aged investment i South Africa
“You will appreciate the Importance
to the nation of making the correet poli-

-

Cy enorces These could melude addition-
al synthetic fuel production as long as
the mvestments are economie and do not
rely on subsidies to pay their way”’

He had earlier said that the demand
for peirol was.about to outstry b national
refining capacity

One of the greatest uncertainties
faced by o1l companies m recent yvears
had been the failure of government to
adjust marketing margins m hne with
laid-down agreements

McClelland said that an merease n

the margmn had become due on January
1 this year but had not yet been ap-
proved “We hope for approval of this mn-
Crease, the first s;mce 1993, m the Novem-
ber price adjustment which 1s due on
Wednesday, November 6,” he said

Despite the squeeze on margins, oil
companies had contimued to invest about
R1,5 biilion a yvear in marketing and re-
fining to meeot demand

“It is now crucial that the regulatory
rules be consistently applied by govern-
ment,” he said

First Edition August 1993
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COMPANY NEWS

Placement by subsidiary Seetrade will refinance offshore purchase

JOHN SPIRA

DEPUTY EDITOR

* Johannesburg — Seetrade, a
wholly owned Sentrachem sub-
sidiary, has 1ssued $85 million in
compulsory convertible prefer-
ence shares, fully underwritten
by Societe Generale,

The shares, issued with effect
from August 30, will be convert-
1ble mto Sentrachem global de-
pository receipts (GDRs) over
three years at Senfrachem’s op-
tion, or over a longer period by
mutual agreement,

Norman Kennelly, the finan-
cial director of Sentrachem, said
yesterday that the GDRs would be
1sstled at market-related prices at
the time of conversion

He said the equity placemént
had been arranged to refinance
the 12-month bridging loan
raised at the time of Sentra-

Sentrachem in $85m issue

Us3) eT(®r)9/10/94

chem’s acquisition last year of
Hampshire Chemical, a US spe-
c1ality chemicals company

“The 1ssue enables Sentra-
chem to secure long-term equaty
finance at improved rates, and
1mproves the capial structure of
the balance sheet while signifi-
cantly reducing gearing,” he
said

Sentrachem paid $286.5 mil-
lion for Hampshire Chemicals
July last year in one of the
largest offshore purchases by a
South African company The deal
was pitched at a price-earnngs
multiple of 14, shightly below Sen-
trachem’s 15 at the time

The acquisition added almost
R1 billion to Sentrachem'’s annu-

.al turnoyer of more than R3 bl-

lion and nfused a strong rand-
hedge element mto the company

In the six months to Febru-
ary 29, Sentrachem’s earnings

rose 4 percent to 55¢ a share The
increase was restricted by a
R42 million increase 1 finance
charges to R70 muliion because of
the Hampshire acquisition

Earnings for the year to
August 31 will again reflect the
interest burden, which will be re-
duced thereafter because of the
convertible preference share
18sue

This year’s figures will also
reflect the rand-hedge benefits
accruing from Hampshire, be-
cause the second s1x months of
the financial year will cover the
period of steep rand deprecia-
tion

The market has begun antici-
pating those benefits, the share
price has recovered about 130c
from 1ts year low of R11,80,
recorded two months ago Even
so, the share 1s well below 1ts year
high of R17,40, recorded m May

— _—
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dcock Ingram
buys Prempharm

Amanda Vermeulen

ADCOCK Ingram and Premuer Phar-
macéuticals will merge to créate SA’s
largest quoted pharmaceutical group
with a market capitalisation of R5,3bn

Adecock will acquure 100% of Prem-
pharm in a ftransaction valued at
' R2,9bn, after which Prempharm
shares will be dehsted following an of-
fer tominoritieés,; |

Adcock chairman ‘Robbie Williams
and . Premier 'Group ‘chairman Doug
.Band 8ald -vesterday ‘the merger fol
lowed an international patiern of con-
solidation in the pharmaceutical in-
dustry and was designed to create “the
necessary ‘critical mass to compete
against international players active in
the SA market”,
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In terms of the deal, Adcock wufﬁl

4

acquire Prempharm issued ordinary
shares for 13,6 new Adcock consolidat-
ed ordmary shares, 121,5 new Adegek
N shares and a eash payment of R4L:for
every 100 Prempharm nrdm@@r
shares. This scheme had been selecied
over a pyramid to give the main sha
holders greater flexability 1n the coyp-
trol structure of the merged company:
Before this, and in a move th_at{‘gl—
ters voting nights attached to-existing
ordinaries, Adcock Wwill:irestructiire'its

-« ghare.capital by consphdating s .ordi- . |

nary shares on a one-for-10 basis: Thé
group would then have a nine-for-one
capitalisation issue in which share-
hn?ders would receive nine N shares for

i

Continuedon Pagfg
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A dc ock G 33 Premier would hold 29,7% i the new
6 group. Tiger would control 55% of the
%D "’ 17, ‘f | voting rights through a voting pool
Continued from Page 1 agreement with Premier and would
have theﬂ;l;ight to appoint the majority
. each new consolidated o share oftheboard of the new company.

held. These moves would not affect vot-
g rights of individual shareholders

Each new consohdated ordin
share would carry 100 votes and eac
N share one vote. Every Adcock share-
hgldeé-i:uult;ﬂhaarve un; new f?nanlldat-
ed ordinary e and mine N ordinary
shares for every 10 ordinary shares
currently held.

Williams said the deal had been
based on the relative market caritali-
sations of the two companies and not
their net asset values Adcock’s diluted
net asset value reflected the fact that
pharmaceutical companies traded af a
gignificant premium to their underly-
ingnet asset values

Adcock’s net asset value at the end
of March was 375,5¢c a share. The
counte‘;- ﬁn]i}BhEd at 1&119,20 on the JEE
yesterday, bringing the group’s market
capitahisation to R2,7bn.

Prempharm’s net asset value at the
April year end was §96¢ a share, while
the closing price on Tuesday was R24 a
share, giving the group a market cap-
italisation of R2,6bn

After the merger, CG Smith sub-
sidiary Tiger Oats would be the largest
shareholder with a 35,3% stake, while

b i T

Premier would be entitled to board
representation and agreed sharehold-
er protection such as approval on major
acquisitions. Williams would be chair-
man of the merged company while Ad-
cock group CE Don Bodley would be ap-
5umted de%uty chairman. Prempharm

EO Phil Nortier would be CE of the
new company.

Williams said benefits would arise
from a wider product range and the re-
sultant economies of scale, while the
research and development capabilities
of the new group would be enhanced

“The wide range of self-medication,
generic, prescription and consumer
products distributed through pharma-
cy, retail outlets, hogpitals and clinics,
together with our critical care division,
ensures that the group has a well bal-
anced and diversified income source.”

The merged entity would also have
a significant presence in animal
healthcare through its mvestment in
Sanvet, a joint venture with Sentra-
chem, and vision care through Stan-
dard-Vista Nortier said one of the first
tasks of the new management team
was to implement the strategy and di-
rection of the group.

-
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Adcock and Prempharm seal R5bn merger
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+* ANN, CROTTY |
r CONSUMER INDUSTRIES EDITOR
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.Johannesburg — The R5 billion
merger hetween pharmaceutical
groups Adcock Ingram and Pre-
mier Pharmaceutical has been
signed, s1x months after the first
caubhionary announcement
The details of the deal, which
were announced yesterday, were
m Ine with market expectations
In terms of the deal Adcock
will acqure 100 percent of
Prempharm, and Adcock’s par-
ent company Tiger will take con-

(e

trol of the merged entity

Only one of the four senior ex-
ecutive appointments will be
taken by a Prempharm executive
As expected, Phil Nortier, who 18
the chief executive of Prem-
pharm, will be appowmted chief
executive of the new company

Mike Norris will be chief op-
erating officer He previously
headed Logos Pharmaceuticals, a
Tiger subsidiary  Robbie
Williams, the chairman of Ad-
cock, has been appomted as the
chairman and Don Bodley, who 18
Adcock’s chief executive, will be-

come the deputy chalrman

In terms of the agreement
Tiger will be the largest share-
holder, with an mterest of about
35,3 percent Prempharm's par-
ent company, Premier, will hold
about 29,7 percent

Analysts said a significant as-
pect of the deal was that Tiger will
control 55 percent of the voting
rights through a voting pool
agreement with Premier Tiger
will also have the right to appomt
the majority of the new compa-
ny’s hoard Prermier will be ent-
tled to board representation and

der protection
Analysts said yesterday that it
was essential that Tiger emerged
as the conirolling partner m the
deal because of a contract that
existed between Tiger and one of
1ts overseas principles, Baxter, a

US-based healthcare company
Adcock’s latest annual report
said that 1ts highly profitable
critical care division “remains at
the forefront of technology
through 1ts agreement with lead-

“Ing 1nternational healthcare

W

company, Baxter”
Analysts believe that Baxter

" agreed m:mwmmwm .v o ﬁ.@.m/.v h _ e _ &

had the right to revoke the con-
tract with Adcock 1f Tiger ceased
to be Adcock’s controlling share-
holder The structure of this deal
and the creation of a voting pool
agreement ensures that Tiger re-
mains Adcock’s controlling
shareholder

The deal mvolves the one-for-
ten consolidation of Adcock’s
existing share base and the subse-
guent nine-for-one capitahsation
1ssue 1 terms of which share-
holders will receive nine “N” or-
dinary shares for each new con-
solidated ordinary share held

%




DECISION TIME 1.

OOMS
m I mezx%dé for petrol

A sharp increase in
suggests that a decision on the future
shape of the retail fuel market can’t be
delayed much longer In question are the
present marketing arrangements be-
tween Sasol and other o1l comparues.

BP Southern Afnica MD John Green-
smith says SA could run out of petrol re-
fining capacity as early as this year and
require imports in 1997 BP figures show
petrol consumptton grew 7,5% last year

SA operates four crude ol refinernes
Caltex at Cape Town, Engen and Shell-
BP at Durban and Total (with a Sasoi
shareholding) at Sasolburg These pro-
cess up to 450 000 BPD into petrol, diesel
and aviation kerosene Also, Sasol pro-
duces 150 000 BPD and Mossgas 45 000

sasol sells most of its synthetic petrol
output to oil companies, but a long-
standing agreement entitles Sasol to re-
tatl 9,23% of 1ts output at 1ts own pumps

Sasol's output of its basic product
stream will increase through the replace-
ment of its existing Synthol reactors with
the Advanced Synthol Reactor, but Co-
product chemicals will pre-empt some or
all of the additional output

The 1ssue of which companies should
provide the next increase tn output of re-
fined products remans sensitive, and
could involve renegotiation of the agree-
ment between Sasol and the oil compa-
nies. Also under discussion will be entry
to retatling and retail price maintenance
The o1l companies remain aggrieved that
State assistance both to Sasol and Moss-
gas was not ended summarily.

SA’s oil industry has long debated the
need for additional capacity, says Green-
smith, but o1l companies have been re-
luctant to commit themselves pending
clarification of plans to liberalise the do-

1UU BUSINESS

mestic ol market Now Pick 'n Pay has
throwni a large stone into the pond by
threatening to challenge the constitu-
tionality of retail price fixing If the Con-
stitutional Court upholds this view, the
imphications for hiquud fuel retaiing will

be fundamental W _



—

ommitte‘e’“t’b review

profits QD fuel sajes y
/83.) 2110 [9

Cape Town —»ACabinet committee has beel set up io
urgently Teview the Government's vole in the mecha-
nism that governs {he profis oil companies make
from fuel sales

wholesale margm was aisoussed by the Cabumet this
weelk' However, I had not indicated whether aBy

“The uncertainty being created m the industry in
thisway 18 not to the benetit ok the industry or econ-
omy,” Nel said “UJpgent dec1sions that must be made
are being delayed.” — Sapa
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' Drug merger makes
“bigge ﬂt oup in SA

PQR CEUTICALS

By THABO KOBOKOANE

THE merger of Adeock Ingram and Premier Pharma-
ceuficals will create South Africa’s largest pharmacen-

tical group with a combined annyal turpover fof 6-
ballion < @Aﬂ B‘J lj@ é
It 1s estimated that the m ge up will haveé a'third
of the market share of the local pharmaceutical n-
dustry, worth R4,5-billion. The local mdustry 1s dom-

Inated by foreign multimationals
The tie-up mirrors recent international trends

is complete, Prempharm will be delisted,

Tiger Oats will become the largest shareholder, via its
subsidiary C G Smuth, which will have a 3539 equuty
nterest Premier will hold 3 29,7% 1nterest

Phil Nortier, the present chief executive of Prem-
pharm, will become chief executive of the company,
while Mike Norris will be the chief operating officer




OCKETING o1l prices
have relieved the state
of 1ts obligation to sub-
stdise Sasol and Moss-
gas for the first time
since 1990

Crude o1l prices have leapt
from §$18 to $24 a barrel since
June, and further rises may
trigger an obligation on Sasol
{o start repaying the billions of
rands in “tariff protection” it
has received since 1979

Meanwhile, Mossgas 1s on
the hunt for an equity or joint-
venture partner to extend the
shelf-hife of the oil-from-gas
plant, after government’s at-
fempts to sell 1t fajled

Several of the 128 imitial bid-
ders for Mossgas — none of
whom are understood to have
been willing to pay the Rl1,5-
billion the state wanted for the
on-shore plant and offshore gas
fields — are continuing nego-
tiations over possible joint ven-
fures with both Soekor, the
state-owned exploration com-
pany, and Mossgas

The plant, which came on
stream 1n 1991, cost RI114-
bilhon 1n the dying vears of
apartheid The government de-
ctded to termmnate the pro-
posed sale of Mossgas because,
it 1s thought, none of the cash
offers exceeded what Mossgas
would make by continuing syn-
thetics fuel production

David Day, chief executfive
of Mossgas, says “Unlike
Telkom’s search for a strategic
equity partner, Mossgas 1s
seeking suitable partners for
new ventures in the speciality
fuels and chemicals arenas

“The plant can be used to
marnufacture a range of down-
stream chemicals using the ofi-
shore gas stream,” Day says

Mossgas forecasts turnover
of R1,3-billion 1n the current fi-
nancial vear, from which it ex-
pects to generate a net surplus
of about R500-million, exclud-
g subsidies and the synthetic
fuel levy 1t receives from the
government

A dispute 18 brewing be-
tween Sasol and the govern-

1.
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Oil boom
forces

pay
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own way

An improved market may help
Mossgas find a private equity
partner, writes CIARAN RY AN

and celling price pertains.

Sasol 1s disputing this, argu-
ing that it 1s under no obligation
to repay tariff protection on
the grounds that no celling was
written into last year’s tariff
phase-down agreement, and
that it was forced to sacrifice
protection by accepting a
lower floor.

Because Sasol converts
locally-mined coal into petro-
leum products, 1ts cost base 1s
not linked to international fuel
prices, although 1its resale
prices are This gives it a wider
margin 1n times of rising o1l
prices, reducing the need for

ment over the mterpretation of
Sasol’s 1995 tariff phase-down
requirement In terms of this
agreement, Sasol receives pro-
tection when o1l prices fall be-
low an o1l equivalent of $18 a
barrel Under the previous ar-
rangement, based on a refer-
ence price of $23 a barrel, Sasol
Synthetic Fuels was obliged to
forego 25% of the mcome
above $28,70 a barrel
Although no ceilling was
written mto the 1995 agree-
ment, many in the government
and the ol industry say this 1s
implied and the pre-1995 differ-
ential of $5,70 between the floor

ST

COURTING ... None of the imtial bidd

state protection “I was part of
the negotiating process over
the phase-down of Sasol’s tar-
iffs, and I never agreed there
was no ceiling,” says Gert Ven-
fer, director-general at the De-
partment of Mineral and En-
ergy Affairs

Venter says no ceiling was
written 1into the agreement he-
cause of the difficulties 1n
reaching consensus on the tar-
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iff phase-down Other o1l indus-
try sources say it was always
the intentton that Sasol would
have to start repaying its con-
troversial tariff protection —
which at 1ts peak topped R600-
million a year — when o1l
prices exceeded the $23,70 a
barrel celling

Although Mossgas was not
mentioned m the 1995 tariff
agreement, it too may be

ers for Mossgas offered what th

——] -

du S Ll

e state wanted

obliged to repay the subsidy 1t
has received since 1t started re-
fimng offshore gas m 1991

Mossgas’s David Day con-
firms that 1t will receive no tar-
iff protection in October fol-
lowing the sharp rise 1n
international o1l prices.

Mossgas has recerved R32-
million 1n tariff protection so
far this year and R18-muillion in
sythetic fuel levies
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AECI could face %'L;tlger %alms fro 7n ire
ers Im ,a araa aantmg ta payouts of

Samantha Sharpe

CAPE TOWN — AECI
could face significant
new’ agriculture-related
claims amsing from the
sulphur fire at 1ts com-
paund near Somerset
West in December, fol-
lowmg indications 'that
livestock 1n the area
might be suffering long-
term harmful effects.
The Anglo American-
| controlled chemical com-
pany has already paid
out R12m to. frmt and
vegetable farmers. Now
raave:ﬁal Jlivestock farm-
t s

L
Tl

might be forced to ludge
new claims after indica-
tions that brfaradmg atoik
— ranging from pigs to
crayfis im have been af-
fected by the fire.

AECI group commu-
nications manager Mike
Blizzard said the chem-
ical group had received
about 100 claims from
the agricultural commu-
nity in Sumeraet West, of
which about 70 had al-
readybeen serviceds

Of the 8 200, clalma
submatted al‘::n:n.u;t;5 7 800

had been settled, repre- |

about R6m,
A commisgsion of m-

quiry into the' sulphur
firenadent is BChE uled
to start at the end of this

month
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Streamlini

Amanda Vermeulen

THE new pharmaceutical group
created by the R5,3bn merger of
Adcock Ingram and Premier Phar-
maceuticals will streamlne a
variety of its operations, leading
to possible job losses and product
rafionalisation.

Adcock Ingram chief operating
officer Mike Norris said at the
weekend that although it was too
early to quantify the degree of
group rationalisation, the planned
closure of the Mobem production
facility would be speeded up and
up to 290 of 350 jobs would be lost,.

Further rationalisation was ex-
pected 1n other divisions, ineclug-
ing management, but Norris said
1t was premature to say how many
workers could be retrenched

Analysts speculated that up to
20% of staff or 800 people em-
ployed by the new group could lose
their positions. Job cuts were ex-
pected 1n the manufacturing, mar-
keting and sales divisions.

Some rationalisation was also
envisaged m certain product cat-
egories, because of overlapping be-
tween the two compames

The structure and costs related
to this streamlining exercise were
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expected to be finalised within a
few weeks, Norris said

The new group, to trade under
the name Adcock Ingram, would
have the size to compete agamnst
the best pharmaceutical compa-
nies 1n the world, Norris said.

“The merger has given us criti-
cal mass 1 certain product cate-
gories, providing the group with a
competitive advantage on a price
bagis But, although Adcock will
be SA’s largest quoted pharma-
ceutical company, its combined
market share will still only be
about 12% of the total market ”

However, there was bound to
be concern from competitors over
the newly merged entities, he
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said. Its main competitor would be
Malbak-held SA Druggists.

Adcock’s chairman Robbie
Williams said last week at the an-
nouncement of the deal that the
merger was designed to create the
necessary critical mass to compete
agamst international players ac-
tive in the SA market.

The new group would continue
its push into sub-Saharan Africa,
but Norris said growth potential
was restricted by the limited fi-
nancial resources of countries 1n
the subcontinent ,

However, the group believed 1t
had an advantage over 1ts foreign
competitors, who found it logisti-
cally more difficult to supply
Afiean countries from ofishore
than SA compamies, which had a
better infrastructure.

Norrs said that the group was
also considering exports to New
Zealand, Austraha, South Korea
and the UK, with a long-term view
to seeking local partners in those
countries

Adcock shares closed at R19,40

on Friday, gamng only 20c on
news of the merger

Prempharm ended the day at
R24,80, adding 80c or 3,3% to 1ts
previous close of R24

- il
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CONSUMER INDUSTRIES EDITOR

Johannesburg — In what 18 seen
as a bid to provide some security
to holders of low-voting N shares,
the controlling shareholders 1n-
volved m the R5,3 billion merger
between Adcock Ingram and Pre-
mier Pharmaceutical have
agreed not to accept any future
offer for control from a third
party “unless an 1dentical offer 1s
extended to the holders of the ‘N’
shares”

It 18 the first tune parties 1m-
volved m the 1ssuing of N shares
have agreed to make provision
for the longer-term protection of
N shareholders JSE sources say
1t could represent a precedent for
similar N share schemes A lead-

g opponent of such schemes ex-
plamned that this was an attempt
to address the relatively weak po-

sition of these shareholders 1n
the event of a takeover But he
said that 1t did not address the
grim 1mphcations N shares had
1n the area of corporate gover-
nance

Tiger, which controls Adcock,
and Premier, which controls
Prempharm, have undertaken
that 1f a third party makes an
offer for control of the enlarged
Adcock group, the 1dentical offer
has to be made to all the share-

a(m)fio]
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| Move to protect
cock minorities

45

holders This 1s a tougher re-
quirement than the one that pre-
vails mn terms of the Securifies
Regulation Code

The code only requires that a
predator makes a “similar offer”
to all shareholders Opponents of
N shares say a similar offer could
be nterpreted by a predator, who
1s primarily interested m voting
shares, as a lower payment for
the N shareholders

JSE analysts who are con-
cerned about the growing use of
N shares were dissatisfied with
Adcock’s plans to consohidate its
ordinary share base and 1ssue
low-voting N shares This equity
rearrangement means that non-
voting shares are replacing ord1-
nary shares And despite the fact
that they trade at a discount on

the JSE, the minority sharehold-
ers are not being offered any com-
pensation In addition, remarked
one analyst “They have no right
to a cash offer if they don’t Iike
the ‘N’ shares ”

The controlling shareholders
ensure that Tiger remains 11 con-
trol of the enlarged Adcock, by
creating N shares In the absence
of this control, analysts say Ad-
cock could lose some lucrative h-
censing arrangements, notably
one with US-based Baxter There
was no disclosure of this fact 1n
the merger document

i1
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Northam warning fue

Reneé Grawitzky
and David McKay

| GOLD Fields’ Northam platinum

mine management has warned
workers of impending retrench-
ments if they strike — fuelling an-
alyst speculation that the mine is
poised to close or merge.

Thousands of National Union of
Mineworkers (NUM) members yes-
terday voted overwhelmingly in
favour of a strike in support of wage
demands. NUM indicated that mine
management had issued workers

Rl i A, il

with a number of communiques, by-
passing union structures, calling on
workers to vote against strike action
in view of the mine’s parlous finan-
cial position.
orkers were informed of the re-
cent losses in the wake of the mine
violence and warned that further
production losses due to labour un-
rest could worsen the mine’s “al-
ready critical financial position” and
lead to the mine’s closure
Industry analysts saad a two-
week strike could cripple the mine,
depleting its cash resources and

leading to possible closure. Nor-
tham’s cash resources slipped from
R45m to about R26m in the Septem-
ber quarter.

Another option for the mine was

, the long-standing suggestion that it

merge with neighbours Rustenburg

Platinum, managed by Anglo Amer- 3

ican Platinum Corporation (Am-
plats), one analyst saad.

But Amplats MD Barry Davison
has been quoted in the past ag say-
ing the group did not want to move
up the cost curve, an inevitable con-

sequence of taking Northam on

i inirulii

Is mer

(7837 BD 12/10

T r 3 -1 - il
Y F_Wa 16

beard, and that there seemed no
way to merge with Northam and
benefit from the potential tax break

Another analyst suggested a
merger with Rustenburg was once

» again “on the cards” as another

twist in the mine’s unreliable his-
tory had developed

Northam chairman Peter Jan-
1sch could not be contacted for com-
ment yesterday

The National Union of
Mineworkers’ Rustenburg co-ordi-
nator Machlakeng Machlakeng said
the union intended giving manage-

ger speculation
7

ment 48-hour notice of their inten-
tion to embark on strike action, but
hoped that the parties would be able
meef to resolve the dispute.

Machlakeng said the parties
were not too far apart from agree-
ment around management’s offer of
10%. He said workers’ opposition
was not around management’s 10%
offer, but rather management’s ad-
dittonal 1% increase per quarter
based on profitabili

Machlakeng said workers were
not prepared to accept the 1% as be-
ing conditional
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CHINESE CRACKER

18 )0/ 96
Taiwan is understood to be pushing for
a quick response to 1ts proposal for a
US$3,5bn coastal petrochemical complex

Howard Roberts, deputy GM of the
Central Energy Fund and project co-ordi-
nator on the SA side, confirms that
though no project deadimne has been set,
the Taiwanese “are keen to proceed as
SO0n as possibie

A highly placed Tatwanese official
says “We hope to get the SA response
soon ” He adds that though the plant site
needs to be finalised, the integrated pro-
ject will find a ready market for its output
In Taiwan in view of “our msatiable ap-
petife for petrochemical products ”

The proposal 1s bemng looked at by the
same local companies which are partici-
pating in a government-sponsored clus-
ter investigation mnto the R45bn petro-
chemical industry (Business October 4)

What has not been divulged until now
1s that the proposed crude oil-based joint
venture will create an aromatics-based
chemical stream — currently not avail-
able from Sasol’s coal-based processes

— which would open the door for a much
broader-based, export-focused chemical
feedstocks industry

The Eastern Cape and Richards Bay

have already been mooted as possible
sites for the massive complex And
notwithstanding comments that the

mega-project is an exam- g;ﬁ

ple of “chequebook diplo- 2

macy,” cash-flush Tatwan
seems serious 1n s en-
deavour to invest billions
of dollars In SA

Options included 1n the
Taiwanese proposal 1n-
clude downstream plant
for the manufacture of fi-
bre polymers, synthetic fi-
bres, textile cloth and
even labour-intensive

clothing factones
Senttachem CE John

Job says the proposed
aromatics feedstock
stream — xylene, tolyene
and benzene — could be John Job
produced from a number
of possible combinations,
chemical crackers or oll-based refineries
and would probably involve local ol re-
finers “This would also provide the op-
portunity for manufacturing styrene-
based products ”

But Job warns that the Tatwanese pro-
posal should be evaluated against the

possibility of a glut developing in the |

global synthetic fibre market

The Eastern Cape may be mooted as a
potential plant siie, he adds, but “eco-
nomics 1s a hard mistress and will have
the final say The apptopriate place 1o
evaluate the joint venture 18 1in the cluster
study A clearer picture should emerge
by the first quarter of next year ”

Secloral participants should be able to
send out firmer signals about theiwr future
intentions at the petrochemical mndus-
try’s second plenary session on February
2, says Laurraine Lotter, executive direc-
tor of the Chemical & Allied Industries’
Association “The plenary at CSIR'S
Pretoria offices will look at petrochemi-
cals, polymers and synthetic fibres and
should include all players from the local
sectors Interested n future develop-
ments in their industries ”

Lotter says petrochemical-related ex-
ports of about Rébn/year and imports of
RObn/year — by an industry which con-
tributes 3%-4% to GDP — could grow
substantially should the cluster investi-
gation, coupled with the Taiwanese pro-

posal, yield the results sought by the De-
partment of Trade & Indusiry (DTI)

DTI director for chemical and allied in-
dustnes David Walwyn says his interim

report on the cluster study should be
available by the end of the month
Spokesman Alfonso Niemand says Sa-

Business 119

: e E sol 15 committed to the

= cluster mnitiative “and will
confinue to play an active
. role to grow an interna-
i tionally competifive
8 petrochemical, plastics
M and synthetic fibre indus-
W3 “Our technology gives
8 us an nternational cost
3 advantage In cerfamn
feedstocks, which can be
exported despite the high
transport costs mnvolved
But if local downstream
markets are grown — by
adding value 1o the feed-
stocks — Sasol will no
longer have to incur these
high transport costs The
economy wili also benefit
through greater value adding and job
creation ”

International experts have been com-
missioned by Sasol to identify and rank
the opportunities 1n terms of priorty,
says Niemand “Our primary role 1s {0
provide competitively priced feedstocks
to the downstream industry We have al-
ready made major investments in this
area and will continue to invest annually
to expand this capability,” he says W



Diesel scam costs
tax service R100m

po 110 /96

Reinie Booysen

THE SA Revenue Service (SARS) 15
losmg at least R100m a year through a
growing tax-evasion scam 1n which

(i85 @&»)

Diesel engines ecan also ;burn
kerosene, although a pure kerosene
“diet” would eventuaily damage an en-
gine, owing to kerosene’s poor lubricat-
Ing quahities

diesel 15 spked with paraffin and jet Exasperated SARS officials say it 18
fuel — oi products which attract hitle very difficult to prove cases against

or no customs and tax. black-market blenders A major prob-
- - SARS officials say the scam has lem 15 that the legitimate diesel from
reached alarming proportions. It start-  the o1l companies also sometimes con-

ed several years ago n KwaZuluN atal,

pears most prevalent mn the Durban-
Mantzburg and Gauteng regions
Black-market operators are evad-

i 1ng levies of about 70¢/l on an estymat-

ed 140-million hires of “diesel” sales
annually The SARS estimates “at

diesel sold 1n SA annually contains an
illegal proportion — ranging from 30%

to as much as 70% — of paraffin or jet

but has now spread countrywide. It ap-

least 5% of the 5 673-mlljon htres of

tains some kerosene —- usually m win-
ter, to lower the diesel’s freezing point
It is accepted practice throughout
the world for ol compames to add
kerosene to chesel — although there
are hmits, due to the “lubricity” re-
qured m diesel The blending 1s done
for various reasons. Apart from lower-
mg diesel’s freezmg pont, Scandina-
vian ol companies add kerosene to
lower their diesePs sulphur content, for
environmental reasons. Sometimes

fuel Muminating paraffin and Jet fuel blending 15 also a way of disposing of
are chemcally 1dentical products, surplus kerosene, e lon
known as kerosene internationally — Adding colourants to paraffin tofa-

although kerosene sold as jet fuel 18 alitate proof against tax evaders s
subject to strimgent international qual- L

ity controls, for safety reasons
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vernment backed down yes-
terday over proposed health care re-
forms by withdrawing a key regulation
after drugs firm SmithKline Beecham
challenged 1t 1n court.

The Anglo Amerncan s firm
took legal action to scrap plans by
Health Mimster Nkosazana Zuma
which would make prescribing generic
druogs mandatory and limit the dis-
pensing of medicines.

- The firm filed a submssion asking
the Supreme Court’s Transvaal Divi-
sion to fight regulation R1150, a part of
Zuma’s health care reforms.

The health mimstry saii the regu-
latinnhhad ‘been mthdr?rwn af&er an
overwhelming response from mdustry
and the public. “As a result of that re-
sponse I have directed the department
to withdraw regulation R1150 and to
prepare new draft regulations which
will take mto account some of the com-
ments received,” Zuma said. J

SmithKline said moves to hmt the
use of branded drugs denied doctors
choice and could force them to change
established patient regimens.

(zeneric are versions of
branded products that have come off
patent and are usually cheaper.

The regulation also wanted to au-
thorise (as yet undefined) licensed per-
sons only to dzspense medicine. The in-
dustry feared this could rule out many
currently dispensing medical practi-
tioners, such as dentists.

* Despite the retreat, the mimstry

Government backs down,

on drug, disp

1ng 1Ssue
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“The princples m those (withdrawn)
regulations will still stand,” 1t said
Health department spokesman Vin-
cent Hlongwane, who earher yesterday
had indicated a court battle appeared
hkely, saxd 1t was mnportant to estab-
lish good relations with drug firms
Hlongwane said the mimstry had
not yet decided what form the new
recommendations would take.
The drug mdustry welcomed the
news and struck a conciliatory tone.
SmithKhne SA CE Gunter Faber
said yesterday “The mdustry and pni-
vate health care sector look forward to
working 1n a constructive dialogue and
true partnership with government.”
Meanwhile, Sapa reports that Zu-
ma, 1n a reply to a question in the Sen-

. ate, said all tobacco advertising would

be banned if tobacco compames did not
comply with existhing regulations on
health warmngs

She said the Rembrandt group,
Umted Tobacco, RJ Reynolds and Im-

perial Tobacco were all evading the

regulations. They were mtﬁorting
cigarettes that did not have the pre-
scribed warmngs, displaying billboard
advertisements on which the warnings
were mvisible at might or did A% show
tar or nicotine content, or placéd news-
paper advertisements where the/warn-
ings were too small .

The health department had submat-
ted charges laad by indivaduals to the
pohce, — Reuter.

I
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Zuma in last-m

JANINE SIMON

Johannesburg — The health de-
parfment has mstructed the state
attorney’s office to settle its legal
dispute with SmithKline
Beecham, the pharmaceutical
group, Just hours before the court
deadimne explred yest’érday

The deparfment then said it
would redraft 1ts controversial
regulations on generic prescrib-
g and dispensing doctors

Sam Venter of the state attor-
ney’s office confirmed that he
had been instructed by the de-
partment’s legal department to

"
S
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se(:le the mlthKlme Beecham
matter on the grounds that the
regulations had been withdrawn

The pharmaceutical group
had applied to have the regula-
tions declared ultra vires because
they had to be read 1 conjunc-
tion with regulatmns which had
yet to;be promulgated  *

Nkosazana Zuma, the health
minister, mitially mdicated she
would oppose the application,
and had until close of business
vesterday to file her reply

The mstruction to settle was
followed within hours by a health
ministry statement announcing

?te set e ent

that th ons which were
gazetted fur comment 1n July
would be withdrawm and redrafi-
ed to take mto account some of
the more than 300 submissions
received

Zuma said the principles 1
the original regulations would
still stand and the department
would soon publish revised regu-
lations, new regulations, and pro-
posed amendments to relevant
acts

Publication of these regula-
tions would be part of the impie-
mentation of the National Drug
Policy pubhished 1n February

i
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At first glance, the announcement of
Sentrachem’s US$85m convertible pref-
erence share 1ssue looked hike an adver-
tisement for Société Générale’s new Jo-

Fox 135

w

hannesburg branch.

On closer inspection, it turns out to be
an mnovative arrangement for reducing
the chemicals company’s high gearng
and cutting finance costs while getung
the best price for ifs shares. The rand
amount realised is R381m, using Senira-
chem's year-end exchange rate of
US$/R4,49

The deal was signed at end-August,
but not made public until last week. Sen-
trachem’s offshore financing arm — See-
trade — placed $85m of compulsorily
convertible shares with Société Gén-
érale, who have fully underwritten the
offer, effectively swapping the equiva-
lent amount of debt for equity on See-
trade’s balance sheet Since 1t financed
part of the group’s Hampshire Chemicals
acquisition in the US, Seetrade was car-
rying $85m of the debt.
< In the next three years, Sentrachem will
issue $85m of global depository receipts
(GDRs) and redeem Seetrade’s shares,
which by then will have been converted
to ords. Sentrachem finance GM Mark
Pavitt claims it's the first of its kind

This deal follows last year’s GDR Issue,
. which raised about $60m.

Pavitt says the group had to meet a
| number of terms and conditions to have
the shares recognised as equity, includ-
ing a clause that allows the conversion
to take place at Sentrachem’s behest
The advantage of the equity status, com-
pared with convertible loans, is that
sSentrachem gets the upside of the stock
if the price changes, not the bank *
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Sentrachem’s financial statemen will '

136 Fox
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benefit The interest paid on the orlgi‘na) 1
dn?bt was Libor + 2%, and Pavitt says the
dividend on the prefs 1s “substantially be-,
low that” — though the exact rate will not
be disclosed.

Gearing should drop substantially;
with annual results due soon, Pavitt was |
reluctant to give hard figures )

EPS are unlikely to be affected Pawvitt:
estimates that about 20m Sentrachem
shares will be 1ssued in the form of GDRs
— a small dilution over three years. Ana-
lysts generally welcome the greater for-
eign exposure, seeing the deal as a
feather in Sentrachem’s cap

The market has boosted the share
shghtly, but at R14,05 1t looks fairly val-
ued Margaret-Anne Halse b
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NO MARGIN FOR ERRO
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The oil industry 1s anghng for an In-
crease in the wholesale margin for petrol
ahead of any possible commitments to
build more refining capacity to meet
strong demand

Speaking at an ol conference in Cape
Town, SA Petroleum Industry Associa-
tion director Colin Mclelland said the
impending shortage of refined products
locally could be met in three ways -— by
further extending o1l refining capacity,
through imports or through additional
quantities of synfuel

However, Sasol CEO Pieter Cox says
the construction of additional coal-
based synfuel plants remains uneco-
nomic within the current and antictpated
range of international crude o1l prices
Shell SA CEO John Drake regards even
the present oif price (around US$24/bar-
rel for Brent crude)
as “an aberration”
caused by special
factors and not
sustainable 1n the
long term

Cox says €ngl-
neers are still en-
hancing the effi-
cency of the
Secunda synfuels
plant through de-
bottlenecking pro-
cedures, enabling
Pieter Cox the company to
produce additional
petrol and diesel
even while diverting significant amounts
of the intermediate product stream to
make high value-added chemicals

Could appropriately priced natural gas
from Pande 1n Mozambique provide an
economic nput for making additional
synfuels® Cox is noncommittai, though
the latest Sasol annual report says the
prospects of using natural gas for syn-
fuels are being studied But this will be
“highly sensitive” to the cost of the gas

If additional synfuel can play no more
than a margnal role, we are left with an
ultimate choice between imports and
more coastal refining capacity (inland
refining in the post-strategic world 1s

—

#

much less efficient) Drake says Shell 1s
engaged In a “master planning exercise”
in conjunction with Sapref (the Durban
refinery jointly owned by Shell and BP)
refinery partner BP Southern Afnca,
looking forward to 2010

Sapref staff, along with Shell Interna-
tional consultants, are evaluating the
best technologies for long-term expan-
sion He doubts whether Sapref will
bring further major expansion on stream
before the turn of the century but plan-
ning and design are needed now Unsat-
1sfactory levels of profitability in the oil
industry may cause further delays

Drake regards impotts of refined prod-
ucts — even at present low refiming mar-
gins — as a temporary expedient, be-
cause of high transport costs per unit of
final product relative to crude ol m-
ports He concedes SA will need some
new refinery output around 2001 for var-
1ous products, especially petrol Existing
capacity for diesel means no imports wil
be needed except during shutdown pert-
ods until early next century, but petrol
will be 1n tighter supply

So Sapref 1s likely to import petrol and
export diesel until perhaps 2002, when
additional capacity will be brought in
But any planning exercise will have to in-
clude all SA refiners, as all cannot ex-
pand at the same time

Engen director Peter Dent says there 1s
no immediate intention of increasing re-
finery capacity, but this will be done In
the long term according fo Increases In
demand Engen shares with the rest of
the oil ndustry the concerns about the
need for a margin increase Failure to
provide this would hamper any future
plans o increase capacity

Government has now set up a special
Cabinet committee {0 examine the ol in-
dustry’s request for an extra 3c/I on
wholesale margins as well as possibie
future amendment to the o1l price for-
mula Whether 1t will find 1t easier than
various predecessors to resolve the con-
flicts between various vested Interests m
this key industry remains to be seen W
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ADCOCK INGRAM-PREMPHARY MERGER
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Mutual benefits in uncertain times

ome form of major rationalisation
in SA’s pharmaceutical mdustry
was Inevitable Last week 1t took

concrete form in the long-awaited con-

firmation that Adcock Ingram (Al} and
Premier Pharmaceutical (Prempharm) —

the two largest players in the local indus-
try 1n terms of market capitalisation —
are tomerge

The R5,3bn deal, the largest ever in the
SA industry, follows international trends
of megamergers between muitinational
pharmaceutical groups More specifi-
cally, in the SA context, it was necessary
to remove uncertamnty from the still un-
clear governmental changes to health
care policy, to counter competition from
multinationals — increasingly active In
post-sanctions SA — and to forestall fur-
ther fragmentation of an already dissi-
pated market .'

The business fit between Prempharm
and Al — long the market leader and
blue-chip pharmaceutical share before
competition 1n the wholesale business
and the return of Swedish muttinationals
slashed turnover growth — looks nearly
perfect

Most businesses complement each
other and significant cost-savings,
mainly on the Al side, can be achieved
Basically, the merger offers Al protection
from i1ts once lucrative, but now more
risky, exposure to ethical or patented
pharmaceutical products (accounting for
nearly a third of earnings)

Prempharm, widely regarded as the
most favourably placed of SA's listed
groups to weather changes In the indus-
fry, gets necessary critical mass and
depth of products from the merger The
new group will have around 15% (ac-
cording to DSI figures)of the pharmaceu-
tical market—the largest in SA

Major sharecholders Tiger Oats, a CG
Smith subsidiary, and Premier Group
should benefit from an enhanced and
more secure stream of earnings, though
there could be an immediate knock to

earnings from dip in consumer spending
and the devalued rand

And despite recent controversy around
the 1ssue of N shares, which carry signifi-
cantly lower voting rights, 1t locks as
though minonty shareholders will not be
prejudiced in this deal

While a major restructuring of the new,
merged Al's share capital base will resuit
in 90% of 1ssued shares being made up of
N shares, minorties’ pre- and
post-merger voting rights re- ks
main the same, unless they HEESS
elect to accept an offer from [
Tiger to exchange ordinary
shares for N shares

that mmnorities still have the
power (more than 25% of vot-
ing rights) of vetoing any spe-
cral resoiutions

What could be a precedent-
setting undertaking to N

shareholders has also been BEEAS
effected by Tiger agreeing not  [SEspe :

to accept any future third P

change control) unless an P
identical offer 1s extended to B

N share holders
Briefly, the deal 1s struc-

STILL COURTING

f;;j i Selore the merger. ;7

IQBI' Miﬁﬁ F'remie ”*.r Mmorh* aE:
] Oats i

tured around Al first consolidating its
share capital on a 1-for-10 basis A cap
1ssue will then resuit in shareholders re-
ceiving nine N shares (carry one vote
each) for each consoldated share held
(100 votes)

To acquire 100% of Prempharm’s share
capital, Al will 1ssue 13,5 new consolt-
dated shares, 121,5 N shares and a cash

Robbie Williams

RESPONDING TO CHALLENGE OF
MULTINATIONAL COMPANIES

payment of R41 for every 100 Prempharm
shares held

Premier, which now holds an effective
57% of Prempharm, will receive about
R26m 1n cash from the R45m payout to
shareholders and nearly 30% of the
merged company

But in terms of a voting pool agreement
to ensure full control 1s retained by Tiger,
Premter will cede nearly 66% of its voting
rights to Tiger (see dia-
gram)

The result will be that
Tiger, with a 35,4% eq-
uity holding in the new
Al, holds voting nghts
of 55%, Premier 10%
{ and munorities 35%, In
] line with therr com-

| bined 35% equity stake
+ Clive Vaux, financial
o4 director of CG Smith
% (Tiger's holding com-
d pany), says that mmor-
ity protection nghts are
In place for Premier, n-
[ cluding its approval for
kHd any matenal acquisi-
tion outside the normal
course of business

“If, for instance, we

~ wanted to buy a coal
mine we would need Premier’'s okay,” for
new share 1ssues or for major borrow-
ings above a certain level

For munortes, one analyst calculates
the deal to be worth R25,16 a Prempharm
share, including the cash component
(which makes it worth R26,33), but as-
suming the N shares will trade at a 5%
discount

At R24,80 on Tuesday, Prempharm
was still trading at a small discount tothe
implied value of the deal

For potential investors, Prempharm
shares are therefore the cheaper entry
thto the merged operation as long as the
discount holds

Overall, the price paid by Al for Prem-
pharm represents a premium of about 8%

‘-_I-
-+
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over market value
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But why the use of N shares, which ap-
pear to have returned to favour (and at-
tracted controversy) since the JSE al-
lowed therr reintroduction — ostenstbly

for black economic empowerment?

Robbie Williams, chairman of Tiger
and Al (a position he retains after the
merger) says that the main reason was 1o
retain control

“There were two ways for Tiger to se-
cure control,” Willlams says “Through a
pyrarud structure or through N shares
After speaking to our merchant bankers,
we decided on the latter *

Vaux elaborates “A voting pool with
Premier was chosen ahead of a pyramud,
because it's a stmpler structure, it's more

Over recent years, Prempharm had be-
come an increasingly important contrib-
utor to Premier's earnings In financial
1995, 1t contributed 32% of total earnings
and 1n 1996 33% — In both cases the
largest contribution

Why, then, did Premuer relinquish con-
trol of this profitable business, appar-
ently well placed in what are considered
the pharmaceutical industry’s growth
markets (mainly over-the-counter medi-
cines and consumer products, with a
strong focus on the black market)?

Phil Nortter, CE of Prempharm and 1n-
coming CE of the new Al, says that, after
a hard look at the future of the industry
and changes to health care polcy, it was
decided that Prem-

pyramid

“Pyramids also tend to trade at dis- f<

counts to the underlying assets “

But historically, so do N shares ,

Vaux argues, however, that in |
terms of this deal — where 90% of the [
merged Al's share capital will be N
shares — tradability wiil be mm- |
proved

“The greater number of N shares in ¥

1ssue than ordinary shares, together |-
with the added protection given to
the holders of N shares (the 1dentical
offer referred to above), should re-
sult 1n the discount that N shares

usually trade at being kept to a2 mini- Phil Nortier

mum.

“It may even result in the N shares
trading at a small premium to the ordi-
nary shares overtime,” Vaux says

Retaining control was a prionty for
Tiger from the outset

willams says that one party has to
manage the new company and keep con-
trol, and 1t was decided that Tiger should

fulfil that role

Tiger also has a pre-emptive rght over
Premier’s ordinary shares in the event
that 1t wants to break the voting pool or
sell its ordinary shares If this happened,
Tiger would exchange N shares for Pre-
mier’s ords on a one-for-one basis

Accounting for the new Al will remain
the same for Tiger — that 1s, fuli consoli-
dation — though 1t's equity stake drops
from 73% to 35% It can do this because it
remains in a control situation, both
through the voting pool agreement and
its right to appoint the majorty of direc-
tors to the board of the merged company

Premier, however, will in future have
to equity account its interest in Prem-
pharm, treating 1t as an assoclate

| pharm needed a
| partner “to widen
| our product range
and give us a better
business mix ”
Imitially, 1t did
el § not consider Al
PN M But then while it
A Al was  considering
possible synergy
{ between the two
companies, Al ap-
proached Prem-
pharm and merger
ciscussions began
“Management of
the two companies

GETTING TOGETHER

After Adcock has acquired 100% of
s share capital refocusing

soon saw great in-
teraction between
our respective busi- §

takenup front

This could dampen upcoming results,
though much of the cost will probably be
written off against the share premium

[n a year’s time (the merged company
will retain Al's September year-end),
benefits of the merger will start flowing

Sales growth will probably remain
static through the effect of product ratio-
nahsation, but the bottom line should
show strong growth

Pre-merger EPS forecasts were around
17% for Al and 18% for Prempharm Ana-
lysts believe that earnings growth in the
merged operation will be geared up be-
tween 8%-13% — so the increase 1n EPS
when results for the merged Al are re-
leased next October should not be lower
than 25% -

This obviously lends more medium- to
longer-term attraction to the new share
Also important ts that the risk profile
should be lowered and the ability to pro-
tect margins increased in the merged op-
eration than in the separate, pre-merger
companies

SA's other major listed pharmaceutical
group — SA Druggists — does not appear
overly concerned at the merger The new
company does not materially increase
competiiion in any of Druggists’ major
markets, and 1 recently has been focusing
future growth on managed heaith care,
where Al does not compete Druggist's CE

Peter Benungfield says that while there
will be a powertul,

larger competitor m
the industry “we’re
not, for the present,
any

nesses and lots of §
opportunities  We ¢
(@  Prempharm) ¢
were fully behind ¢ °
the merger — we £.-
had certain weak- §
nesses, which we
reaiised would be
removed 1If we
merged with ALL" Nortier says

The immediate advantage will be cost
savings, possibly R75m or more a year
Much of this will come from the Al side
(one factory at Moben, Durban, 1s to be
closed and relocated to Johannesburg,
though this deciston was apparently
taken by Al before the merger)

Rationalisation and retrenchment
costs (there will be significant retrench-
ments, though Nortier says the specu-
lated figure of 20% of the workforce,
about 800 people, i1s too high) will be

k " .
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strategies as a result
of the merger ”
: Nortier believes
st that minorities have
~+-as4 been offered a good
SRS A4 dikaed deal “I'm a minor-
LR ssstien i 1ty too ~— a lot of my
net worth is tied up
in thus merged com-
pany and I'm positive it will increase ”
But while the deal seems favourable to
minorities, should they accept Tiger's of-
fer of exchanging consolidated ords for N
shares? At this stage, a cautious ap-
proach might be most prudent There will
probably not be fireworks once the
merger 15 finalised next month, at least
until early next year Thereafter, move-
ments 1n the N share price should be
closely watched to see 1f the discount to
ordinary shares can In fact be closed

Shaun Harris
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sasol and government are discussing
the status of the provision for repayment
of State assistance at high ol prices, con-
tained 1n the ongmal protection mecha-

nism for synfuel production

When the US$23 floor price was inst1-
tuted 1n 1989, there was an undertaking
by government to keep this floor price In

place until january 1996 Sasol, says
communication manager Alfonso Nie-

mand, considers this provision to have
been abrogated by the decision taken in
1993 by former Mineral & Energy Affairs
Miruster Pik Botha to reduce the floor
price below $23 The Cabinet decision in
December 1995, which detailed the fu-
ture protection framework for the syn-
fuel industry was unambiguous, Says
Niemand, and excluded any mention of
future repayment of past assistance
Notwithstanding, Sasol ts “perfectly wiil-
ing” to discuss the 1ssue with govern-
ment

Mineral & Energy Affairs DG Gert Ven-
ter considers the position to be more
comphcated, but dentes there was any
decision to abrogaie the pay-back ar-
rangements He maintains there was no
mtention to amend the pay-back provi-
sion for profits earned by Sasol (Sasol
Synthetic Fuels) up to the end of 1995
This means that whenever the “denved”
oil price exceeds $28,70 per barrel, Sasol
must surrender 25% of the income above

-
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that reference price untl assistance from
July 1989 has been covered In full

The denved price 1s a form of net-back
calculated 1n a compiicated way from
several factors, starting from interna-
tional refined product prices, and taking
into account a normal refining margin
the calculation was devised by the Cen-
tral Energy Fund

And, maintains Venter, no decision
was taken at the time to amend — stiil
less remove -— the pay-back provision
for post-1995 synfuel profits According
to Sasol, the repayment requirement was
deliberately omitted by Cabinet

To the contrary, Venter mantains that

government still has all options open In
relation to post-1995 repaymenis He
adds these could concewvably include a
reduction in the pay-back reference price
in line with the reduction in the cut-in

price for giving Sasol assistance At the
present floor price of $18, adds Venter, 1t
might be reasonable to reduce the pay-

back price to, say, $24.

The 1993 floor price of $21,40 was fur-
ther reduced to $19 by government n
December 1995 for the six months Jan-
uary to June 1996 and to $18 per barrel
for the rest of the current year Thereafter
further reductions -— as yet undecided —
would ensure that there would effec-

tively be no protection for synfuels by
july 1999, based on Arthur Andersen’s

1995 projections for the international
crude on price

o1l prices are strong, with Brent North
Sea crude trading above $24, though thus
could prove temporary However, prod-
uct prices have not yet caught up with
the dramatic nse in crude o1l prices from
earlier levels of $18 or less Even the
(lower) price for Dubai heavy crude, used
as the Sasol reference price, 1s around
$22 Sasol CEO Pieter Cox says that even
at product prices prevailing during July to
September 1996, Sasol enjoyed less than
R50m in assistance for the third quarter
of 1996

It would be a great pity if future negoti-
ations over the further phasing down of
assistance to Sasol and other related 1s-
sues were to be conducted in an atmo-
sphere contammated by disagreements
on an important 1ssue of fact All parties
should therefore refrain from making
provocative statements and attempt to
reconcile their conflicting perceptions of
decisions taken earlier in the last resort,
government must decide

In any event, the argument is aca-
demuc in relation to pre-1996 income, as

e ——————— e

no-one m the o1l mdustry seriously ex-
pects to see oil prices sustainably — Or
even briefly — above $28,70 for many
years to come W
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Thousands of tons of stockpiled

“sulphur at the AECI plant in Somerset
West are to be put out on tender for
sale amid mounting concern over a
potential repeat of last year’s
disastrous fire near Macassar as the
fire season approaches.

In the meantime, a commission of
mquiry into the December 16 fire is to be
headed by Judge Siraj Desal

Tts first hearmg will be m the communi-
ty hall in Macassar on the evening of Octo-
ber 28 to allow as many community mems-
bers as possible to attend. Other members
of the commission are Professor Colin
Jones, dean of the chemistry faculty at the

Kahn of the Environmental Advisory Unat
at the University of Cape Towl and Barney
de Villiers of the medical faculty at the Uni-
versity of Stellenbosch
The presidential commission 1S to

mvestigate the origm and establishment of
the sulphur stockpile at the Somerset West
site; the evenis leadmgup to and the cause
of the fire; the adequacy of the emergency
response to the disaster, and the impact of
the fire on surrounding communities and
the environment

. Two asthmatics lost their lives and the
entire community of Macassar was evacu-
ated during the disaster — which saw the
smouldering sulphur send up clouds of
toxié fumes when it was set alight by arun-
away grass fire.

ment of Trade and Industry, which has
1ssued a statement saying the sto ckpile 18
to be put out on tender with the view to its
eventual sale soon

“We hope this will be completed before
the peak of summer, when the hikelihood of
wild veld fires may well arise again,” said
department spokesman Ismail Lagardien.

Bui AECI, which 1s storing the sulphur
on behalf of the Department of Trade and
Industry, has expressed 1is concern that
the 10 000 tons of uncontaminated suiphur
are at the plant as summer approaches.

General manager Bertie Humphries
sa1d AECI was “apprehensive about 1t
bemg here”.

He said that negotiations for the
removal of the sulphur had started several

np fear

Since the fire, these had intensified, but
he did not fully understand why it had
taken so long for the departmentto dispose
of the stackpile.

“Tf 1t 1s still here when the fire season
comes we will invoke stringent precau-
t10ns for the whole summer,” he said.

Mr Lagardien said the tender process
had started after “many months of consul-
tation” with victims and the community
affected by the fire.

Mr Lagardien said an mmportant aspect
of the process had been consultation with
the Macassar Crisis Committee He said
the committee had wanied to ensure that
the tender, sale and fransportation of the
stockpile was handled “Ina {ransparent
manner and with safetyasa priority”

—
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Jehannesburg — Seuth African
Druggists 15 expected to report a
rise emnu.el*F earmngs, but‘at a
much slower rate than last year,
because ef a higher mterest bill
and fallmg consumer demand,
analysts'said on Friday

The company 1s scheduled to
report its results for the year to
Angust 31 on Wednesday

Analysts forecast attributable
earnmgs rsing to between 2i2c
and 213c a share, with a consen-
sus of 212,5¢, from 191,4c a year
ago This represents an 11 per-
cent increase, down from the
20 pereent grewth achleved the
previous year

Analysts said they expected
the, dividend:to climb to 69¢ a
share, from 62¢ a year ago

“We had to downgrade our
forecast as the financing- side 18
up quite a bit,” said Melanie da
Costa, an analyst at Investec
Securities “They puta let of
money mto their medlcal side
and 1t has not come to frultlen

Analysts said volumes had
slipped 1n the second half, ef the
year amid a fall 1n dema:nd as
eensumers became moré cost
conscious, resultmgr methe
squeezing ef margins. 1{%»

“Ther volumes were"not as
positive 1n winter as they had
- hoped,” sa1d another analyst
Da Costa said, however, that
Uthin volumes had prevalled
across the pharmaeeutleal and

medical industry. .
The company ‘said this week

that 1t had censelldated all 1its
pharmaceuﬂeal businesses 1m a
simgle company, Pharmacare, to
make medicines more affordable

But analysts remained scepty-
cal of the benefits of the restruc-
ture “It 1s an absolute non-event
They have done this before and I
don't see 1t changing the progno-
s1s for them,” one said — Reuter
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pier vear for 1iis
104 000 b/d Dux-
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stability 1n the
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company’s down-
stream retail division
Analysts’ estimates
for Engen’s 1995/6 earn-
ings, due for release on
Monday, are mostly
pitched at around 200c a
share, although some
suspect the figure could
be a little mgher
Last year the figure
was 128c a share before
accounting for abnormal
items The major factors
behind the expected im-
rovement are better re-
nery margins and a less
troubled year at Enref,
the Durban refinery,
which suffered severe
disruptions during the
1994/5 year. ;
Apart from a four-
| week shutdown in Octo-
ber 1994 to bring the up-
| grades and expansions
on stream, the refinery
| washat by 17 major pow-
er outages and other
“post-commissioning dif-
ficulties” at its refinery.
The net result should
be a substantial increase
in crude o1l throughput
at the refinery. Although

they have recently nar-
rowed, international
margins have been
firmer than expected
this year: one analyst es-
timates that the average
gross mternational mar-
gin may be about $1
hgher than the average,
during Engen’s last fi-
nancial year, of $3,87 a
barrel

Another positive fac-
tor 1s improved domestac
sales, with SA o1l prod-
uct demand msing by
about 6,4% this year En-
gen 1S the clear market
leader 1n SA, with 24,5%

, of the retail sector

\ "Despite the improved
expectations for Engen’s
earnings, the share price
has remained subdued,
setthng at R24,50 yes-
terday, well below the
R34,50 paid earlier this
year by the Malaysian
state o1l company, Pet-
ronas, for a 30% stake in
the company., The one-
year hgh was R35,50, on
June 18, soon after
Petronas took control

“The most unportant
thing, as far as the mar- |
ket 18 concerned, 18 not
the refinery’s perfor-
mance, but the prospect
of a deal with Sasol,” one
leading analyst said. n-
vestors want to see En-
gen team up with Sasol,
because they do not
think 1t 18 strong enough
toprosper alone.”

The analyst saad 1n-
vestors were concerned
that the benefits of En-
gen’s recent restrictur-
g — called Project Dis-
COVEry — were takz}‘%tun

long to feed through to
its bottom-hne results.
Analysts agree’ that
next year 18 likely to.see
another improvement 1n
Engen’s earnings, ;with
forecasts ranging more
widely from about 230c
to 270c¢ a share, provided
refinery throughput' vol-
umes mprove and,cur-
rent international mar-
gins remain stable
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boost SA Druggists
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MALBAK Group’s SA Druggsts raised

attributable earnings
tional items 28,2% to R150m in the
year to August, hoosted by the first-
time 1nclusion of offshore interests La-
gap, a UK generics company, and

Pharmatec, which s based in Italy

The group, which warned last year

that its expansion into managed

L

| R37m as a direc

health'care would lim1t share earnings
growth to 156% over the next two years,
posted an increase (before exceptional
items) of 12,5% to 215,3¢. This was due
partly to the 6% increase in ordinary
shares to 71,4-mllion, 1ssued to fund
the purchase of Lagap and Pharmatec

The directors declared a final diy-
1dend of 40c (86¢) a share, bringing the
annual dividend to 68e¢ (62¢).

CE Peter Benmngfield said share
earnings were satisfactory considering
the poor winter season and delays in
mplementing new government poli-
cies The legislated shift to generics
had failed to materahise and the grant-
ing, of operating theatre licences for
Medicross chinies had been delayed

“Operating profit jumped 36% to
! !

-~

Continued from Page 1 ,
q

23 1i0
to n_lmnritygagmh?l ei's in Medicross
chnics, other new ventures which were
still 1n a development phase, and the
UK arm, Trinity Pharm

charges surged 95% to
.2 a dire t ;esul&: %fthe increase
m interes aring debt to R185m
(R137n;1), the bulk of which
curredmthe Medicross expansion

Pre-tax income wag 249 higher at
R176m. However, the effecty
Increased to 42,1% (37,3%) resulbing in
a tax bill of R74m (R53m) owine to the
mnability of themirenuP tg gf;et
€3 1n new ventures and clinics agamst
taxable profits. Taxed profits were up
15% at R102m and mcome from asgg-
c1ates in the pathology services busi-
ness amounted to R12m.,

Beningfield sai1d development costs
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R233m on turnover growth of 21,7%to
R3bn Beningfield said the group’s lo-
cal operations had kept pace with in-
dustry value growth of 15%, but had
increased their share m volume terms.
Exceptional items of R20m (R11m)
related to the R16m losses attributable

Continued on Page 2

Incurred in setting up the Medicross
¢s, which amounted to R15m
(R12m), were against previ-
ously created provisions. The comp]e-
tion of 36 Medicross climes — with two
more opened mn October — signall

ating profit in the fourth quarter of the
review period and he expected the divi.
8lon to increase its revenue ag patient
volumes picked u durmng 1997.

invested R350m in
d health care division — 1n-

icross clinics and com-

contribute 30% of group earnin
Beningfield said current assg:ta had
been tightly controlled, resulting 1n an
mcrease t:f2'4 '7,51 1% to R1,1bn bmi
gearing ,1%, against an expecte
peak of 34% during the c]jni::-iiezuglding
programme
. ?'Z’['he g;ggp waﬁaig track to a;h:leve
10% gro In s earnings durin
1ts 1997 financial year, he said s
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PHARMACEUTICALS Tough trading conditions dash group’s expectations

S,

COMPAN

ANN CroTTY
CONSUMEP INDUSTRIES EDITOR

Johannesburg — Earnings at
SA Druggist (SAD), the diversi
fied pharmaceutical group fell
a little short of management’s
earnings forecast, with g
12,5 percent 1ncrease to 215,3¢ a
share for the year to August 31
A fmal dividend of 40c g
share was declared for a full-
year payout of 68c a share which
was 10 percent ahead of the pre
Vious year’s payout
The management had said at
the beginning of the vear that an
earnings a share growth of
15 percent was on the cards At
the halfway stage 1t had notched
Up an increase of 11 percent
Peter Beningfield, the
group’s chief executive said he
was disappolnted the 15 percent
increase had not been attained
but said he was pleased with the
performance 1n view of the
tough trading conditions
Helped by the first-time 1n-
cluston of UK-based Lagap and
Italy-based Pharmatec, turnover
rose 22 percent to just over
R3 billion Operating 1ncome
rose 35,5 percent to R233 million
from R172 million, reflectng an
1ncrease 1n operating margin
from 7 percent to 7,8 percent
Beningfield said this 1n-
Crease was attributable to the
more attractive margins m the
acquired busimesses Margins in
the group’s local pharmaceut-
cal operations were squeezed by
the difficult trading conditions
which kept a tight 1d on prices

STILL SMILING Poter Benungfield, ch 1ef executive
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berformance, despite earmings missing the 15% mark

Interest payments nearly
doubled to R37 miilion from
R19 million after a 35 percent -
Crease 1n 1nterest-bearmg debt
The bulk of the mcreased debt
was attributable to the Medi-
cross clinic expansion pro-
gramime, the full burden of
which was offset by tighter cash
flow management

Beningfield said the manage-
ment had expected gearing to
reach 34 percent but had suc-
ceeded 1n holding 1t at 24 per-
cent In December SAD would
recelwve a $25 million cash pay-
ment from US-based American

“ . .

Home Products for the repur
chase of marketing rights on six
products that SAD had produced
under licence This payment
would considerably reduce tdebt
levels, he said, and take gearing
down to 8,5 percent

The rise m the tax rate from
37,3 percent to 42 percent was
partly attributable to the compa
ny’s mability to offset accumu
lated losses in Medicross be-
cause of the existence of
minority shareholders

Subsequent to year end, the
minorities had been bought out,
and 1n future the company

of SA Druggist, 1s pleased with the company's
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should be able to benefit from the
assessed losses

Attributable income before
R20 million of exceptional costs
was up 28,2 percent to R150 mil-
lron from R117 million The
Increase at share level was re-
duced to 12,5 percent because of
the increase 1n shares 1n 1ss5ue

Beningfeld said manage
ment was again targeting a
16 percent 1ncrease n earnmgs
a share for this financial year,
assuming “no significant mar
ket changes”

[ Business Watch
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Mungaoe Soggot went to
Ogies to visit the man who
looks after the world’s
largest o1l storage facility,
apartheid’s oil stash

B8 T 1s difficult to believe Frikkie
3 Cloete when he points across a
g bleak muelie field in the rmddle of
R Mpumalanga and says “all this 18
B 011 — for 6km that way”

But Cloete, manager of the Strate-
gic Fuel Fund’s mammoth under-
ground o1l storage facihty at Ogies
about 100km east of Johannesburg,
15 not bluffing Beneath the rows of
mielie hu<ks in the disused Khip-
poortjie co .t mine are mlhions of bar-
rels of o1l

The a1l covers an area roughlv the
size of th¢ hnysna lagoon but the
ontly thine« that give away its pres-
ence are 1 «xceptional shimy metal
turrets wihich to the acniotltorally
ignorant ¢ould be mustahe 0 tor fancy
waterng devices The turrets one of
which 1s just a few metres from the
road linking Ogies and Bethal are
there to allow natural gas to escape
from the o1l stash below

Klippoorijie 1s one of four mines n

the Ogles area bought by the
apartheid government from 1967
onwards and converted into the
world's largest ol storage operation
It 1s a proje ct which stands as a bril-
hant exposition of the saying ‘n Boer
maak 'n plan”

The operatton — at which Cloete,
who endearingly refers to lhumself as
the “Shah of Ogies” has worked
since 1ts mception — was the lynch-
pin of the “total onslaught™ o1l strat-
egy With i1ts better-known sister
tanks at Saldanha Bay north of
Cape lown South Africa had an 18-
month supply of cil that boycott-
busting businessmen helped navi-
gate through the sanctions maze

The Saldanha tanks which cover
an area tquivalent to 48 rugby
pitches, can house about half the oil
Ogies can While they cost about
R110-mithon to huild 1n 1987 the
Ogies operation, which costs the gov-
ernment just under R1-milhon a year
to run, came much cheaper It was
hterally a case of pouring o1l down
four old mines

The notion that the government
had an o1l stash down a mine was
one of the more exotic urban legends

that circulated during the apartheid
years Bul il never graduated from

urban legend status thanks to tight
securnty leaislation that accompamed
government oil procurement

Although, since the secrecy legisla-
tion was removed two years ago, the
lid has been Iifted on Ogies , the stag-
germng scale and nature of the opera-
tions are largely unknown

In 1its heyday the Ogies mines
housed 118-milhon barrels of o1l —
enough to keep South Africa moving
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Field of dreams* Under an
unassuming field {above) lies the
apartheid government’s emergency
stash of ol The Shah- Frikkie
Cloete next to a pumping station

above Klippoortjie mine
PHOTOGRAPHS MUNGO SOGGOT
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for a year The enormous reserves are
linked by a pipeline to a fenced-in
building on a dirt road just outside
Ogies, the nerve centre of the opera-
tion

The security at this four-room
building and at the three mines
themselves 1s surprismgly low-key
There 15 no surveilllance equupment to
monitor ambitious cadres mserting
maltches down the gas escape turrets
above each of the mines — only high
unelectrified fences

The most striking remunders of the

paranoia that sustained apartheid
fuitel policies are the bulletproof glass

windows of the control room at the
back of the main building The win-

dows do actually have bullet craters |

in them But they are on the mside.

serving not as a rerunder of a battle .
between Umkhonto weSizwe cadres |EEERESREn
and defenders of apartheid’s total PEEEERH

onslaught o1l pohcies, but rather of a

technician’s efforts to relieve the eGSRy
boredom of a lazy afiernoon by finng BEERSk SEHRS

at the glass from his swivel chair

Apart from a personal computer n
the control room the entire operation
1s notably antiquated and spotlessly
clean Cloete proudly presented a
stack of accountants’ books which
showed when each o1l stash had
been poured 1n — night back to the
first entry m 1968

Pieter Coetzee, a deputy general
manager at the Strategic Fuel Fund
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(SFF} who momtors Ogies and Sal-
danha, worked on one of the mines
the area until 1990 He used to drive
past the control centre every day He
said that as late as 1989 he had no
idea of the bulding’s function or that
most of the roads leading irom Ogles
ran over South Africa’s only ol fields
Everyone who worked there had to
have top-level security clearance and

the only cvilians let n on the secret
were the farmers who agreed to give
the SFI' access over their land to the
holes mnio which o1l was poured
Cloete explains that the o1l was
poured straight into the mines after
being piped up from Durban The
first three mines, Alpha, Beta, and
Ogies were disused Tharty knlometres
away, Klippoortjie, the fourth and

largest, was still operating when SFF
bought 1t from Transnatal, the coal
minng company that 1s now part of
mining giant Gencor

He says the o1l 1s kept within the
mine walls by the water in the earth,
which means the onlv requirement
for an 01]-bearmng mine 1s an ade-
quate water table Cloete says the
United States pioneered the idea
when they stored o1l 1n salt mines
Contractors from the United States,
which led the o1l boycott against
South Africa, helped set up the Ogres
operation 1n the late 1960s

Cloete says the mines were not
thoroughly cleared of equipment
before the o1l was poured in so there
1s still some machinery down there
coated m crude o1l He insists the
environmental impact has been mun-
imal — there has been only a hittle
seepage at Khippoortjie

Over the past fcw yvears the SFF
has been winding down the Ogies
stock and now both Alpha and Beta
are almost empty  The last remaining
27-million barrels are all in Klip-
poor{jie where the stock will be
reduced to 10-mullion harrels over
the next year The oil, most of which

, 1s from Iran, will be sold to Natref, an
| o1l refinery in Sasolburg, jointly

owned by local synthetic {fuel com-
pany Sasol and French ol company
Total

Cloete says that because the mine
floors are uneven, about 5,5-mlhon
barrels of o1l remdin in Alpha and
Beta He suspects improvements m
pumpng technology will allow SFF to
pump out the ol which wll prevent it
from becoming a monument to the
wastefulness of apartheid

With the winding down to 10-mul-

~ lion barrels — the strategic stockpile

recommended by the International
Energy Agency — the 41-strong siaff
at Ogies will be reduced

The role of the SFF 1itself has
become ncreasingly controversial
with the passing of its sanctions-
busting days Some argue 1t should
be sold off Others, like general man-
ager Kobus van Zyl, disimss such an
1dea He says SFF's o1l trading opera-
tions, that developed parallel to its
sanctions busting, can be a valuable
cash generator for the government
He has a pomnt — last year the SFF
handed a R2-billion cheque to the
treasury, R275-million of which was
from trading profits, and the rest
from the sale of strategic stocks Cyn-

1cs, however, ask what would happen
if 1t were to make a loss

In Ogies, the Shah, who 1s very
proud of the immaculate roses
which surround his headquarters,
appears accepting of his dimmsh-
ing role He has a mielie and dairy
farm nearby

It 1s nevertheless impossible not to
detect a note of nostalgia in the ar as

he and hus colleagues treat the first
journalist ever to visit them to a
lunchtime braa
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Sentrachem,

Bayer in big
/ ehl(}f}g deal

JOHN Spira

EPUTY EDITOR
T éf) zsﬁtozo
Johantiesbures — South rica’s
Sentrachem and Bayer, the Ger-
man chemical group, yesterday
announced a R510 million Jomt
venture to build one of the
world’s largest chrome chemicals
facilities mn South Africa

John Job, Sentrachem’s man-
agmg director, said the deal rep-
resented a significant foreign -

“vestment 1n South Africa and

would earn significant foreign
exchange because 95 percent of
production wouid be exported

The plant would employ 1200
People during construction, and
100 fuil-ttme positions would be
created

" Job said a CSIR environmen-
tal impact assessment had found
the scheme would “contribute
stgnificantly towards an increase
1 real economic growth and fo
the government’s proposed
growth, employment and redis-
tribution strategy”

The faciltty will be built af the
site of Sentrachem’s Karbochein
plant i Neweastle and 1s sched-
uled to come on stream In August
1998

It will produce 70 0go tons a
year of sodimm dichromate and
10 000 tons a year of chromic
acid, essential materials used
leather tannimeg, pigments, metal
freatment ang associated
Industries -

" Job said the process would en-
hance the value of the chrome
material more than twentyfold

““The venture 1s one of ‘Several
among the group’s subsidiaries
which underpm Sentrachem’s
Cmergence as a global player.” he
said, ©

The announcement of the 50-
60 joint venture follows Bayer’s
dnnouncement m January that 1
would shift chrome chemical pro-
duction away from 1ts German
operation to a location closer to
the source of the raw materials
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HIT BY A BENIGN WI f
57 28/10/F6
SA Druggists (SAD), usually a second-
half group, did not recetve its traditional
boost towards the end of its financial
year The absence of winter flu viruses
and government’s vacillation on the an-

generic medicines slowed sales, and fil-

tered down to the bottom line
Headline EPS growth of 12,5% (11% at

T ooy g 1T X -

T WINTER BLUES

Year to Aupust 31 1985 1996
Turnover (Rbn) 247 3,00
Operattng mcome {Rm} 172 233
Attributable (Rm)T 117 158
Earnings {c)¥ - 191 215
* Dividends (c) 62 68

T Before exceptional items of RZ0m

L

15%, though the increase was not far out
of Iine with some analysts' forecasts
Overall, the