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A tasty start(er) position

One of the largest positive contributors to performance 

in Tantalum’s Equity bearing portfolios during the first 

quarter of 2017 has been Bidcorp. Additionally, outside 

the gains from commodity shares, the value unlock 

from the Bidcorp unbundling was a material contributor 

to equity returns during 2016.  

The original Bidvest company consisted of a largely Southern African 
industrial operation with subsidiaries competing in a myriad of sectors 
spanning the Automotive, Electrical, Financial Services, Freight, Office 
Supplies, Travel and Aviation, Hygiene Services and Property Management 
areas. This mix of businesses was so diversified that it earned Bidvest a 
reputation for growing its earnings in line with nominal GDP.

The other part of Bidvest was the foodservice business which earned in 
excess of 90% of its profits outside South Africa with significant operations 
in Australia, the UK and Europe. Uniquely amongst major foodservice 
players, Bidvest had planted flags in Asia (China and Singapore), across 
the Middle East (encompassing the Gulf States and Turkey) and South 
America (Brazil and Chile).

We accumulated a significant stake in Bidvest below R320 during the latter 
stages of 2015 and early in 2016, having gained conviction that the market 
was not valuing Bidvest appropriately. After the unbundling of Bidcorp, the 
2 components of Bidvest, namely Bidcorp and Bidvest have consistently 
traded above R400. This quarterly will illuminate the investment thesis 
behind our initial investment in Bidvest and our continued investment in 
the foodservice industry through Bidcorp.

APPETISING 
RETURNS



What is Foodservice

Foodservice refers to businesses which supply 
ingredients and products to schools, prisons, hotels, 
cafeterias and restaurants - generally serving the 
businesses which serve people eating out-of-home. 

It is a catchall for a very diverse and complex business catering to 
innumerable client needs. Differentiators include product quality and 
availability, volumes, price, temperature (ambient, frozen or fresh), the 
number of deliveries a kitchen requires a day, and the type of products 
(spices, starches, fruit, vegetables, diary, fish, meat). The sheer complexity 
leads to an industry which is very fragmented, as there are many profitable 
niches which can be serviced by focussed businesses. This explains why our 
readers should notice a large variety of food delivery trucks on the roads. 

The bakery which supplies bread to McDonalds is just as much a part of 
the foodservice industry as the fishmonger who sources exclusive caviar 
and other delicacies for high end restaurants. Identifying and operating 
in the niches where one can compete at scale and make a good return is 
difficult as barriers to entry are low and price competitiveness is fierce.

Foodservice an obvious beneficiary 
from growing wealth over time

The prognosis for the global foodservice industry is 
healthy. As households become wealthier, they tend 
to eat out more. This trend is further enhanced by 
the reality that less households can afford to have a 
partner staying at home attending to domestic chores 
and cooking. The time scarcity this entails also aids the 
growth in the eat out-of-home market. 

Please see the accompanying graphs, which illustrate the growth in eat-out 
expenditure since 1929 in America. Additionally as total wealth increased 
and food expenditure became a smaller percentage of disposable income, 
the share of out-of-home food spend to total food spend increased 
significantly.

Whilst obviously being subject to disruption and innovation (we are monitoring 
Amazon’s entry into the grocery market in the US closely, as well as Tesco’s 
purchase of Booker in the UK) we are convinced that the secular drivers of 
growth in the out-of-home eating market remain strong and that the organic 
revenue and profit pools from this activity will continue to grow over time.

Foodservice refers to businesses which supply ingredients and 
products to schools, prisons, hotels, cafeterias and restaurants.

Graph 1: US spend in millions of USD at eating and 
drinking places

Graph 2: Percentage of disposable income spent 
on eating in US

Food away from home as a % of disposable income

Food at home as a % of disposable income

US spend in millions of USD
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Fragmented markets, faster growth 
for the consolidator

Because of the highly fragmented nature of the 
foodservice market (the top 3 distributors in the UK 
have less than 40% of the out-of-home distribution 
market between them) a well-established player can buy 
growth in excess of that available on their existing platform 
relatively easily through acquisitions. Done in the right 
way, much of the targets’ revenues are kept whereas 
many of the operational costs can be rationalised 
away. From an equity value perspective, there is also 
a substantial benefit in acquiring companies at lower 
multiples than that at which the listed acquirer trades. 

This dynamic is clearly illustrated in Sysco’s history in the United States 
where it acquired 110 companies between 1980 and 2005. The first 
stumbling block to this sort of acquisitive growth occurred with the blocked 
merger of Sysco with Performance Food Group in 2015, the number 3 
foodservice operator in the US. This forced Sysco to look outside the 
US for growth, but should remind one that there is an exceedingly 
long runway of acquisitions within a market, even for a dominant 
operator. From Bidcorp’s history, we are comfortable that management 
is executing on the consolidation opportunity in a risk conscious and 
value accretive manner.

The Investment attraction of Bidcorp

Our initial investment in Bidvest was premised on the 
assumption that the market had not fully appreciated 
the change in strategy and circumstances within the 
foodservice division and thus failed to anticipate the 
benefits of this strategy. We attended an investor 
presentation in London during November 2015 which 
confirmed that a major shift was occurring within 
the business as was alluded to in preceding financial 
information released by the company.

Historically, Bidvest Foodservice earned the lowest operating margin in 
the global foodservice market. This was due to the client mix where they 
had more high volume accounts with lower margins than the peer group. 
Having reached critical mass in many of its markets, Bidvest was now 
in the position to start being more selective about their clients and the 
terms under which they would be doing business. This meant that they 
would be serving more fresh produce (higher margin), to smaller clients 
(again higher margin), more often (higher reliance on Bidvest - again 
higher margin). Contracts where Bidvest was shipping large volumes for 
no return would be stopped. Bidvest had chosen a model where they add 
value to client’s lives (higher costs) but get rewarded for it (higher selling 
price and margin) as opposed to providing a high service level for no 
reward. Seeing widespread implementation of this model, we factored in 
increases in operating margin into our model (where the market was not 
expecting the same), allowing us to see upside which the market wasn’t 
asking you to pay for.

Margin thesis playing out

This strategy is now starting to show in Bidcorp’s 
financial results. During 2014, Bidcorp earned a 3.1% 
operating margin on revenues of R102 billion. For the 
year ended June 2016, revenues of R140 billion yielded 
an operating margin of 3.7%. The increase in margin of 
0.6%, on the base of R102 billion, equated to R600 million 
in extra profits for the holders of Bidcorp. 

This stellar margin performance continued in 1H17 where margins increased 
to 4.2% from 3.6% during the first half of 2016. Interestingly Australian 
revenue (in AUD) declined by 3% in 2016 and by a further 2% in 1H17 as 
Bidcorp is not chasing revenue, but profit. Similarly, pound revenue in the 
UK has also been held steady whilst margins have been improving markedly. 

Brexit Blues and a rampant rand 

Bidcorp has significant operations in the UK (43% of 
revenue and 27% of EBIT in F2016). Whilst significant 
pound devaluation should lead to inflation and favourable 
dynamics in the foodservice industry in the long term, 
on immediate translation the UK business is worth less 
in US dollars today than it was a year ago, thanks to the 
pound depreciation occasioned by Brexit. Furthermore, 
with more than 90% of Bidcorp’s earnings being earned 
in currencies other than the rand, the rand’s recent rally to 
20 month highs against the US dollar presents a material 
headwind to translated earnings. 

Our portfolio does not take an explicit view on the rand’s value given 
uncertain macro-economic conditions globally and opaque political 
machinations locally. As investors we are loathe to invest in a company 
on a rand view alone. 

In Bidcorp’s case, despite being largely flat since its listing in rand terms 
(despite a 20% increase in the value of the rand over the last year), we 
took profits at higher levels and added to our position at lower levels. 
Bidcorp has most definitely grown value in most of its jurisdictions in 
local currency terms over the past year, and we expect this to continue. 
With South Africa having higher inflation rates and interest rates than 
most of the territories in which Bidcorp trades, over time this suggests 
that the rand should weaken against these currencies and the increases 
in value in these territories due to good management and growth will be 
further augmented by being translated at a weaker rand.

The UK business is worth 
less in US dollars today than 

it was a year ago, thanks 
to the pound depreciation 

occasioned by Brexit.



The next global giant with local roots?

Whilst viewing Bidcorp as fairly valued at current levels, we believe that the company is well poised to grow its earnings 
at low double digits in local currencies for the foreseeable future in the absence of large scale mergers and acquisitions. 
Bidcorp is well positioned in a market segment with significant embedded organic growth prospects. 

From a South African perspective, Bidcorp is reminiscent of SAB during the 1990’s: a hungry, well-managed company with clear insights into its core 
competencies and products, with the ability to leverage its skills internationally. Mr Joffe has used this analogy himself. We believe that the market will be 
positively surprised by the growth generated by this business when looking back in a decade’s time. 

With an excellent management team and an unlevered balance sheet Bidcorp is well positioned to grow acquisitively. Having the widest geographic 
foodservice footprint means that Bidcorp has the best insight and most experience in expanding into new territories, a competence which suggests that 
one may choose to value Bidcorp at a premium to its developed market peers. 

Bidcorp: No longer the only global game in town

Bidcorp has no presence in the US and is by far the 
largest foodservice business outside America. Bidcorp’s 
diverse geographical footprint and track record of 
geographic expansion makes it unique amongst the 
foodservice majors. This superior growth profile should 
not be underestimated. Bidcorp has been open about its 
ambition to enter the US market, but has been judicious 
in awaiting an entry point. It has also mentioned both 
Germany, France and Spain as markets which attract 
their attention.

Sysco, the undisputed leader in the foodservice industry only had a 
Canadian presence to speak of before the acquisition of Brakes during 
2016 and now has a presence in the UK, Spain, France and Scandinavia. 
Rumours that Sysco considered acquiring Bidvest during 2011 abound but 
this would have been complicated by Bidvest’s conglomerate structure. 
This complexity is now gone and there are no guarantees that Sysco will 
not reconsider its options with regard to acquiring Bidcorp in future. 
Please have a look at the map supplied to view the various markets in 
which Sysco and Bidcorp are present.

Bidcorp 
South Africa
Namibia
Swaziland 
Mozambique
Tanzania
Kenya
Nigeria
Brazil
Chile
United Kingdom
Spain 
Italy
Belgium
Netherlands
Italy
Estonia
Latvia
Poland
Slovakia
Czech Republic
Turkey
Malaysia
New Zealand
Australia

Sysco 
United States
United Kingdom
France
Sweden
Canada
Mexico
Bahamas
Costa Rica
Panama
(Corsica in Italy)

Bidvest: The Compounding Conglomerate

Bidvest listed during 1990, and has been led by Brian 
Joffe since inception. Mr Joffe has an enviable track 
record of value creation. A well-known mantra in Bidvest is 
“ROFE for Joffe”. Bidvest is a decentralised business which 
attracts entrepreneurial managers that are remunerated 
based on Return on Funds Employed - so management 
on the ground either have to decrease the funds they 
utilise or increase their profitability to meet stringent 
return criteria. 

The excellent internal management capability was further leveraged by 
acquiring underperforming businesses at low prices and turning them 
around in short order. This simple recipe has delivered spectacular results. 
Between 30 June 1991 and 31 May 2016, Bidvest’s share price grew from 
R2.8 to R427.99 representing a compound annual growth rate of 22.3%. For 
perspective R1 million invested in Bidvest during 1991 would have grown 
to R152 million by 31 May 2016 - without even considering dividends! 

Bidcorp global presence Sysco global presence

Map 1: Bidcorp and Sysco global presence


