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Sasol Limited: Exiting Our Position  

Sasol Limited

Market Cap R195.7 billion

Current Share Price R318.00

5Y Total Return -39.3%

Price to Cash Flow 4.2x

Dividend Yield 4.3%

Next Financial Year End 30 June 2020
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RECENT DEVELOPMENTS
On the 22nd May 2019 Sasol released a voluntary update to shareholders on
the status of the transformational Lake Charles Chemicals Project (‘LCCP’)
currently in progress in Louisiana, USA. The update guided shareholders to an
increase in the estimated total capital cost of the project to between $12.6
billion and $12.9 billion. This marked the third revision to the original cost
estimate of $8.9 billion communicated to shareholders at inception of the
project in 2014 - which at that stage was guided to become operational
during 2018. Sasol also downgraded the expected internal rate of return (in
US dollars) on the project to between 6.0% and 6.5% from a previously
guided 7.5%. This raises the risk of future impairments given management’s
communicated cost of capital of 8% on the project. On the 25th of July 2019
Sasol released a detailed trading update for the financial year ended 30 June
2019. The update included an announced R18.1 billion in asset impairments,
R12.9 billion ($914 million) of which related to Sasol’s North American value
chain owing to increased capital costs at LCCP and a softer outlook for US
chemical prices. This raises red flags relating to the project’s economic
viability (earning less than the cost of capital) and adds a further blemish to
Sasol’s less than stellar capital allocation track record. This does not imbue
confidence given the scale and strategic importance of LCCP in Sasol’s quest
to transition from traditional mining and energy operations to higher value
added chemicals operations.

QUALITY DOWNGRADED
Our investment process strives to balance Quality, Risk and Value when
assessing companies, with Management Stewardship, Business Strength and
the Sustainability of Growth as the foundations of our Quality analysis. Sasol’s
sustained lack of delivery on LCCP has significantly eroded the credibility of
management in our view. This, together with increasing ESG concerns at the
business, has necessitated a downgrade of our assessment of Management
Stewardship at Sasol. Aggressive capital expenditure and lower profitability
has seen Business Strength weaken materially: return on invested capital
(ROIC) has declined from nearly 20% five years ago to below 5% in the most
recent financial year. Gearing is elevated relative to Sasol’s history and
management expect to exceed the previously communicated ‘peak’ of 49%
net debt to equity in FY19. To reduce debt Sasol is considering asset disposals
of up to $2.0 billion and has also guided a -46% reduction in capital
expenditure over the next two financial years. The operational ramp up of
LCCP, which Sasol guide to occur over the coming years will play a critical role
in driving Sasol’s transition away from the mining and energy operations that
have traditionally underpinned Sasol’s solid cash flow profile. Our concerns
with the weaker economics of this project have clear detrimental implications
for the Sustainability of Growth at Sasol. This elevates risk to free cash flow
generation (and ultimately dividends), which we view as becoming
increasingly dependant on management’s ability to reign in capital
expenditure, dispose of assets and ramp up LCCP, notwithstanding the highly
cyclical and notoriously unpredictable nature of the energy and chemicals
industries within which Sasol operates.

SELLING SASOL
We see downside risk to Sasol’s valuation given weak Management
Stewardship, deteriorating Business Strength and questionable Sustainability
of Growth integrated into our estimates. As such, we will be exiting our
position in Sasol and have taken the view that capital will be better served in
businesses that rate higher on Quality, Risk and Value over the long term.
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Less than Stellar Capital Allocation

Dividends Per Share ROIC (RHS)
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Softer Revenue & Declining Profitability 

Revenue (R'm) EBIT Margin (RHS)

-R 75,000

-R 50,000

-R 25,000

R 0

R 25,000

R 50,000

FY
0

9

FY
1

0

FY
1

1

FY
1

2

FY
1

3

FY
1

4

FY
1

5

FY
1

6

FY
1

7

FY
1

8

Deteriorating Cash Flow Profile 

Operating Cash Flow (R'm) Investing Cash Flow (R'm)

Financing Cash Flow (R'm)

Sasol Company Filings, Factset, July 2019. Past performance is not a reliable indicator of future results. 
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JP DU PLESSIS 

Director – Equity Management

t: +27 21 446 2106

e: jp.duplessis@stonehagefleming.com

JEREMY GORVEN, CFA

Senior Analyst – Equity Management

t: +27 21 446 2172

e: jeremy.gorven@stonehagefleming.com

RYAN DE KOCK, CFA

Analyst – Equity Management

t: +27 21 446 2112

e: ryan.dekock@stonehagefleming.com

Stonehage Fleming Investment Management (South Africa) (Pty) Ltd,

First Floor, North Block, Waterway House

3 Dock Road, Victoria & Alfred Waterfront

Cape Town 8001 South Africa

t: +27 21 446 2100 

e: enquiries@stonehagefleming.com

stonehagefleming.com

Jeremy Gorven and Ryan de Kock are representatives under FAIS supervision

This document is intended to provide only general information and to highlight points of interest. It is not intended to be comprehensive or sufficient for 
making decisions and should not be relied upon. Specific financial and taxation advice should be sought on the facts of any matter before action is taken. 

This document is not directed to any person in any jurisdiction where (by reason of that person’s nationality, residence or otherwise) it is prohibited.

Where investments are involved, nothing in this documents should be taken as expressed or implied indication, representation warranty or guarantee of 
performance whether in respect of income or capital growth. No warranty or representation is given as to the accuracy or completeness of this document 
and no liability is accepted for any errors or omissions that the document may contain. The value of investments and any income derived can go down as 

well as up. Investors may not get back the full amount invested. Past performance is not a reliable indicator of future results. Where an investment is 
denominated in a currency other than the currency where the investor is resident, investment returns may increase or decrease as a result of currency 

fluctuations.

Stonehage Fleming Investment Management (South Africa) (Pty) Ltd, other affiliated companies of the Stonehage Group and directors and employees of 
these companies may from time to time have a long or short positions in the securities mentioned in this document and may add to or dispose of such 

securities.

This document is issued and approved for distribution in South Africa by Stonehage Fleming Investment Management (South Africa) (Pty) Ltd, which is an 
authorised Financial Services Provider (FSP No. 42847).
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