
C O R O N A T I O N   I N C O M E        
Class A 
as at 31 March 2008 

CLIENT SERVICE: 0800 22 11 77                                            FAX: (021) 680 2500                                                  EMAIL: unittrusts@coronation.co.za                                                   WEBSITE: www.coronation.com  
Unit trusts should be considered a medium- to long-term investment. The value of units may go down as well as up. Past performance is not necessarily an indication of future performance. Unit trusts are traded at ruling prices and can engage in 
scrip lending and borrowing. Fluctuations or movements in exchange rates may cause the value of underlying investments to go up or down. Instructions must reach the Management Company before 2pm (12pm for the Money Market Fund) to 
ensure same day value. Forward pricing is used.  A member of the Association of Collective Investments, South Africa. 1Performance is quoted from Morningstar as at 31 March 2008 for a lump sum investment using Class A NAV prices with income 
distributions reinvested. 2The TER is calculated as an annualized percentage of the average NAV of the portfolio incurred as charges, levies and fees in the management of the portfolio for the period 1 January 2007 to 31 December 2007. A higher 
TER ratio does not necessarily imply a poor return nor does a low TER imply a good return. The current disclosed TER cannot be regarded as an indication of future TER’s. 

 

 
The Coronation Income Fund has weathered the global stock 
market storm relatively well, beating its benchmark and 
returning 1.86% for the quarter. We continue to manage the 
fund in a conservative and focused manner, especially during a 
time when the news is overwhelmingly negative. We do 
however remain cognisant that this is when many good 
opportunities emerge.  
 
Until now we have largely held short and medium dated 
corporate bonds and money market assets, with 25% of the 
fund held in floating rate investments which have acted as a 
buffer against rising interest rates.  
 
Money market rates are holding up in a market where ongoing 
repo rate hikes are still on the cards according to some 
economists. 12-month rates are trading above 12% and FRAs, 
which reflect the market’s expectations for short term interest 
rates, are pricing in an 80% chance of another interest rate hike 
in April 2008.  
 
Going back, we note that the SA bond market had a particularly 
poor start to the year. The all bond index returned -1.88% for 
the quarter and -0.53% for the month of March. The long end of 
the yield curve was the hardest hit with the 12+year bonds 
losing in excess of 6.5% for the quarter, while the 1 - 3 year 
component achieved the highest return of 1.6%. This weak 
performance from the bond market was fuelled by further 
negative surprises on CPIX inflation, a sharply weaker currency, 
an intensification of the credit crunch overseas (with the Bear 
Stearns distressed buyout by JP Morgan) and a widening in 
emerging market spreads. Needless to say, in this environment 
the all bond index once again underperformed both cash and 
inflation-linked bonds during the quarter. 
 
Looking forward, our analysis shows that we are currently very 
close to the peak in inflation. It is important to remember that 
inflation is a means of measuring the rate of growth of prices, 
which means that prices remaining high do not mean high 
inflation. Food prices, although not falling yet, are in the 
process of topping out supported by the huge supply response 
domestically. Oil remains an enigma and is likely to remain at 
speculative levels as long as geopolitical tensions persist in the 
Middle East. However, the one wildcard has to be electricity - to 
go from a 14% increase to a requested 60% in the space of a 
few months begs many questions?  If the regulator grants such 
an increase, we could see the inflation rate peaking in double 
digits of around 10.50% by July of this year.  
 
Evidence in the economy suggests that the past eight interest 
rate hikes, taking us from 7.00% in June 2006 to 11.00%, are in 
the process of working. Retail sales and vehicle sales are 
already under enormous pressure, with more to come as the 
lagged effect of monetary policy (12 – 18 months) works its way 
into the system. While the full effects of the four interest rate 
hikes in 2007 have not yet fully filtered through, any excess 
consumer demand in the economy has shown signs of abating. 
‘Yes’ we have an inflation target, and ‘yes’ we are in breach due 
to factors beyond our control, namely oil and food. But would a 
further interest rate hike help? Or would the impact on the 
consumer be the equivalent of ‘pushing on a piece of string?’ 
That said, any further rate hike impact on the rand could 
present a different story. 
 
 
 
 
 

 
The turmoil in global credit markets has put the local corporate 
credit and securitization markets under severe strain. This, 
coupled with incessant funding pressure from the banks, has 
resulted in these markets virtually ceasing to function. Examples 
are the recent shelving of a home loan securitisation by one of 
the big four banks through lack of demand; The Development 
Bank of Southern Africa issuing only R1billion of a proposed 
new R2 billion bond due to lack of bids, and most recently, the 
large blue chip, Anglo American being forced to withdraw their 
inaugural bond issue due to insufficient demand at a 
reasonable price (140 bps over the referenced Government 
bond).  
 
Maximum exposure to corporate credit by institutional investors 
and a lack of liquidity in the majority of credit issues has all but 
caused trade in this market to dry up. Furthermore, one of the 
largest money market unit trust funds in the country which had 
been an aggressive accumulator of  bank conduit  paper (a 
regulatory arbitrage vehicle that invest predominantly in 
securitisations and corporate credit) has virtually withdrawn 
from this area of the market, leaving it and the credit market in 
an oversupplied position. 
 
A further problem in the credit market has been the lack of 
realistic price discovery and unrealistic mark to mark of a 
number of the assets due to poor tradability and lack of 
liquidity. A deteriorating economic outlook and rising interest 
rates have also put pressure on a number of the underlying 
assets in the securitisation vehicles.   
 
This rather toxic concoction will need to right itself before vast 
sums of planned new issuance can find its way into the bond 
market. That said, we believe that the time to pick up bargains 
in this area of the market could be now. 
 
We should be approaching the cyclical peak in inflation and 
from a fair valuation point of view bonds are beginning to show 
value. Thus we would advocate starting to lengthen the 
duration of the Coronation Income Fund. The fund currently is 
very short modified duration, at 1.37 versus that of its 
benchmark, 2.03. 
 
Tania Miglietta 
Portfolio Manager 
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Maturity Band  31 Mar 2008 
0 – 12 months  26.73% 
1 – 3 years  51.26% 
3 – 7 years  20.89% 
7 – 12 years  1.12% 

 
 
 
 
 
 
 
 
 

Fund Benchmark Out-
performance 

Year to date 1.86% 1.60% 0.26% 
Latest 12 months 6.74% 6.47% 0.27% 
Latest 36 months (annualised) 7.05% 7.28% -0.23% 
Latest 60 months (annualised) 8.23% 8.77% -0.54% 
Since inception (annualised) 10.72% 10.20% 0.51% 
2007 6.79% 7.07% -0.28% 
2006 5.93% 5.65% 0.28% 
2005 8.16% 7.70% 0.46% 
2004 8.52% 10.17% -1.64% 

Fund Benchmark
Annualised deviation 1.90% 2.64% 
Sharpe ratio 0.40 0.09 
Maximum gain 101.41% 26.14% 
Maximum drawdown -0.26% -1.85% 
Positive months 94.79% 88.54% 

Declaration Payment Amount Interest
31/03/2008 01/04/2008 24.32 24.32 
31/12/2007 01/01/2008 24.23 24.23 
30/09/2007 01/10/2007 19.34 19.34 
30/06/2007 01/07/2007 22.86 22.86 

 Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Fund 2008 0.95% 0.54% 0.36%          
Fund 2007 0.66% 0.82% 0.42% 0.86% 0.27% -0.26% 0.59% 0.58% 1.12% 0.89% -0.23% 0.88% 
Fund 2006 0.56% 0.60% 0.53% 0.60% 0.48% -0.25% 0.60% -0.13% 0.61% 0.83% 0.71% 0.64% 

Initial Fee Coronation: 0.00%  
Annual Management Fee**  0.75% 
* A portion of Coronation’s annual management fee may be paid to administration platforms like LISP’s 
as a payment for administrative and distribution services. 

Total Expense Ratio (TER)2 0.91% per annum 

 
Advice Costs (excluding VAT) 
• Initial and ongoing advice fees may be facilitated on agreement between the Client and Financial Advisor. 
• An initial advice fee may be negotiated to a maximum of 0.75% and is applied to each contribution and deducted before investment is made. 
• Ongoing advice fees may be negotiated to a maximum of 0.50% per annum charged by way of unit reduction and paid to the Financial Advisor monthly in arrears.  This annual advice fee is not part of

 the normal annual management fee as disclosed above.  
• Where commission and incentives are paid, these are included in the overall costs. 

Fund category Domestic Fixed Interest Income 
Fund description Aims to provide a high level of current 

income with moderate levels of capital 
growth. Stability of capital invested is of 
prime focus. 

Launch date      3 April 2000 

Portfolio manager  Tania Miglietta
Fund size  R88 million 
NAV  1083.69 cents 
Benchmark    BEASSA ALBI (1 – 3 year) TR Index 

PERFORMANCE AND RISK STATISTICS1 

CUMULATIVE PERFORMANCE SINCE INCEPTION 
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PORTFOLIO DETAIL 

PERFORMANCE FOR VARIOUS PERIODS  
INCOME DISTRIBUTIONS 

RISK STATISTICS SINCE INCEPTION 

MONTHLY PERFORMANCE RETURNS 


