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The volatility in markets continued as 2011 came to an end, 
with the MSCI Emerging Markets Index ending the year down 
18.2% in US dollar terms. The 22% depreciation in the ZAR 
meant that in local currency terms the index was only 
marginally negative (-0.25%). The fund appreciated by 3.6% 
for the year and in doing so outperformed the market by 
3.7%. Since the fund launched 4 years ago it has 
outperformed the market by 4.1% per annum. 
 
The recent sharp market declines have led us back to a 
number of shares that we had owned in 2008/2009, but sold 
out of by 2010 due to very strong share price performance 
and resultant unattractive valuations. Coca-Cola Hellenic 
(CCH) is one such example: we think it is a great business, 
but had sold almost completely out of the position by late 
2010 due to valuation. The past year along with the turmoil in 
Europe resulted in a 40% decline in CCH’s share price which 
gave us the opportunity to buy this business again at very 
attractive levels. CCH are the world’s 2nd largest independent 
Coke bottler, only marginally behind the largest, Coca Cola 
Femsa, with both generating around $9 billion of annual 
revenue. Coca-Cola Femsa bottle Coke in most of Latin 
America, while CCH bottle Coke for most of Eastern Europe. 
Although the company is listed in Greece, it really is an 
emerging markets business. Only 7% of group volumes come 
from Greece, while around 2/3rd of revenue is generated in 
emerging markets. The bulk of this comes from Eastern 
Europe, where Russia and Poland are key markets, with 
Nigeria also being a very important non-European market for 
the company. 
 
CCH has a number of very positive drivers which, taken 
together, will lead to double-digit earnings growth for a 
number of years, in our view. Firstly, per capita consumption 
(pcc:  the number of small cans of Coke consumed by each 
individual annually in any given country) of Coke in many of 
CCH’s key markets is very low. Italy (a mature market), for 
example, has pcc of 245, Poland 174, Russia 75 and Nigeria a 
negligible 23! We believe the pcc of Poland, Russia and 
Nigeria (in particular the latter two) will increase substantially 
over the years, and these three markets make up 35% of 
CCH’s group volumes. Secondly, margins are below normal 
in our view, with CCH’s EBITDA margins of 14% being well 
below the 16% - 22% range of other listed Coke bottlers in 
Eastern Europe and Latin America. A number of factors will 
drive margins higher over time, with a key one being the 
move from off-premise/multiple servings (2 litre Coke plastic 
bottles bought from a supermarket) to on-premise/single 
servings that naturally happens as markets develop (Coke 
cans consumed in restaurants/bars and at home). A 
continued shift towards higher margin non-CSD products 
(bottled water, energy drinks, etc.) over the next several years 
will also enhance margins. CCH trades on a high single-digit 
free cash flow multiple on our estimate of more normal 
earnings (taking into account the factors mentioned above), 
which we think is a very attractive entry point for a business of 
this quality. 
 
Over the past few months we also added to the fund’s 
exposure to the Macau gaming operators. In total 4% of the 
fund is now invested in these stocks, compared to only 1.5% 
at the start of the year. The current exposure at the portfolio 
level is made up of positions in Melco Crown Entertainment 
(2.5% of fund), Las Vegas Sands (1.5% of fund) and MGM 
China (1% of fund). Melco Crown Entertainment (MCE) and 
MGM China (MGM) have all of their operations in Macau, 
whereas Las Vegas Sands (LVS) generate about 45% of their 
profits from Macau, with the balance coming from Singapore 
(45%) and Las Vegas itself (10%). It is astonishing to think that 
LVS today generates 90% of its profit from Asia whereas five 
years ago 100% of profits came from Las Vegas. 

 
What has kept us largely away from the Macau operators in the past 
has been our view that despite the very positive long-term drivers, 
the risks are also higher than average and the valuations have not 
been attractive enough. The key longer-term risk in our view would 
be additional regulation in some form or another, including the 
opening up of an alternative gambling destination in China. The key 
shorter-term risk would be a significant drop in VIP gambling due to 
tough economic conditions or another credit crunch. The 2nd 
(shorter-term) risk worries us less: we think about businesses in terms 
of the next five years and beyond, and the prospects for Macau are 
very attractive over the longer term in our view. While we believe the 
probability of extreme regulation is low, it does remain a risk, and the 
way that we deal with this is to incorporate it into the discount rate 
that we require in valuing these businesses. 
 
Given the market’s current concerns about China, the Macau gaming 
companies have experienced sharp share price declines over the past 
several months, and as a result the valuations have become quite 
attractive in our view. Both MCE and MGM are trading on high 
single-digit historic (2011) free cash flow multiples, while LVS is 
trading on a high single-digit free cash flow multiple two years from 
today. It is necessary to look out a few years as LVS are in the middle 
of adding significant new capacity. Given the long-term prospects for 
Macau, we believe that current valuations are very attractive and that 
one is being compensated for the risks. The table below provides 
some perspective from a historic point of view and where we are 
today. 
 

  2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 
Visitors 
(million)            

Las Vegas 37.6 37.3 36.3 37.5 39.2 38.9 38.5 37.4 35.5 35.2 

Macau 25.5 24.9 21.8 23.0 26.9 22.0 18.7 16.7 12.0 11.5 
Gaming 
Revenue 
($ billion)            

Las Vegas 6.0 5.8 5.5 6.1 6.8 6.7 6.0 5.3 4.8 4.6 

Macau 34.0 23.6 14.9 13.6 10.3 7.1 5.7 5.2 3.5 2.7 

 
In summary, over 25 million people now visit Macau every year (55% 
of these from Mainland China) and the gaming revenue in Macau is 
already six times larger than that of Las Vegas. What is interesting 
however, is that gaming revenue accounts for 90% of Macau’s 
revenue, whereas in the case of Las Vegas (and other equivalent 
gaming centres), gaming revenue makes up only 40% of total 
revenue, with the other 60% coming from hotel accommodation, 
entertainment, food and beverage and retail. Macau today is largely 
a destination for VIP high-rollers. The mass market is still in its infancy 
and this is what creates the long-term opportunity in our view. 
Approximately 10% of Chinese who can visit Macau (based on 
income levels) currently do so. 

 
Today there is significant new resort development happening that 
will result in more mass market activities (entertainment and retail) 
being available on Macau. The transport links to Macau are also 
undergoing significant improvements which will enable far more 
Chinese to visit Macau, and quicker, than what is currently the case. 
Mass market visitors have the additional benefit that they generate 
higher margins than VIP visitors. Both MCE and LVS (the fund’s two 
largest positions) have operations that are largely concentrated in the 
part of Macau that is being developed as the mass market area. We 
believe that Macau, driven by the mass market, has many years of 
growth ahead and today one is paying very little for these long-term 
prospects. 
 
Portfolio managers 
Gavin Joubert, Mark Butler and Suhail Suleman 
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Fund category Foreign - Asset Allocation - Flexible

Fund description Aims to provide long-term capital appreciation by 

investing in global emerging markets.

Launch date 28 December 2007

Portfolio manager/s Gavin Joubert, Mark Butler and Suhail Suleman

Fund size R973.12 million

NAV  110.87  cents

MSCI Emerging Markets IndexBenchmark/Performance Fee Hurdle †

Risk profile

CLASS A

PORTFOLIO DETAIL

EFFECTIVE ASSET ALLOCATION EXPOSURE

PERFORMANCE AND RISK STATISTICS

GROWTH OF A R100,000 INVESTMENT

1

Country 31 Dec 2011

Equities  95.28%

China  33.07%

Brazil  15.66%

Russia  10.90%

South Africa  7.49%

India  6.32%

Greece  4.07%

Indonesia  3.45%

Mexico  1.61%

United States  1.47%

Netherlands  1.46%

Other  9.79%

Cash  4.72%

ZAR  3.07%

USD  1.18%

EUR  0.55%

Other (0.08)%

TOP 10 HOLDINGSPERFORMANCE FOR VARIOUS PERIODS

As at 31 Dec 2011 % of Fund

 5.9%X 5 Retail Group (Russia)

 5.2%Great Wall Motor Company Ltd (China)

 5.0%Naspers Ltd (South Africa)

 4.6%Anhanguera Educac Part (Brazil)

 4.4%Sohu.Com Inc (China)

 4.2%Lianhua Supermarket (China)

 3.1%Coca-Cola Hellenic Bottling Co (Greece)

 3.0%Banco Santander (Brazil)

 2.9%Tsingtao Brewery Co Ltd (China)

 2.7%Daphne International Holdings Ltd (China)

Fund Benchmark Outperformance

(3.2)%  16.8% 13.7%Since Launch (unannualised)

(0.8)%  4.1% 3.3%Since Launch (annualised)

 13.9% (0.1)% 13.9%Latest 3 years (annualised)

(0.3)%  3.8% 3.5%Latest 1 year (annualised)

(0.3)%  3.8% 3.5%Year to date

 6.6% (4.0)% 2.6%2010

 39.1% (0.2)% 38.9%2009

(34.5)%  11.5%(23.0)%2008

INCOME DISTRIBUTIONSRISK STATISTICS SINCE LAUNCH

Fund Benchmark

 3.3%Annualised Return (0.8)%

 18.0%Annualised Deviation  19.3%

(0.29)Sharpe Ratio (0.48)

 25.1%Maximum Gain  23.0%

(38.6)%Maximum Drawdown (44.2)%

 52.1%Positive Months  47.9%

Declaration Payment Amount InterestDividend

30 Sep 2010 01 Oct 2010  0.17  0.00 0.17

30 Sep 2009 01 Oct 2009  0.12  0.01 0.11

30 Sep 2008 01 Oct 2008  0.93  0.02 0.91

MONTHLY PERFORMANCE RETURNS

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD

 7.9% (1.6)%  0.3%  2.5% (0.1)% (1.0)% (1.2)% (2.7)% (3.6)%  12.5% (5.8)% (2.4)%Fund 2011  3.5%

(2.1)%  1.9%  0.3%  0.7% (4.0)% (1.7)%  5.1%  0.2%  2.8%  4.7% (1.8)% (2.9)%Fund 2010  2.6%

(0.9)% (6.6)%  6.4%  5.4%  11.6% (1.2)%  10.2%  1.3%  2.7%  3.6% (2.6)%  5.0%Fund 2009  38.9%

FEES (excl. VAT)

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. Fund valuations take place at approximately 15h00 

each business day and forward pricing is used. Coronation is a Full member of the Association for Savings & 

Investment SA (ASISA). ¹Performance as calculated by Coronation as at 31 December 2011 for a lump sum 

investment using Class A NAV prices with income distributions reinvested. Performance figures are quoted after the 

deduction of all costs incurred within the fund.  ²The TER is calculated as a percentage of the average NAV of the 

portfolio incurred as charges, levies and fees in the management of the portfolio for a rolling 12-month period to 

end September 2011. 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.

Initial Fee Coronation: 0.00%

Annual Management Fee - performance 

related*

Minimum: 1.35%

Maximum: 3.00%

Sharing Rate: 20.00%

* 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. When applicable, Coronation shares in the fund 

performance above the performance fee hurdle. This performance fee is accrued daily, based on performance 

over a rolling 12-month period, and paid to Coronation monthly. If the fund produces a return in line with or 

below the benchmark, the minimum fee will be levied. Please note that the fees have been adjusted, with effect 

1 May 2011. For further information regarding our fee structure please contact us or visit our website.

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 3% and is applied to each contribution and deducted 

before investment is made.

Ongoing advice fees may be negotiated to a maximum of 1% per annum (if initial advice fee greater than 1.5% 

is selected, then the maximum annual advice fee is 0.5%), 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.

•

•

•

•

Advice Costs (excluding VAT)Total Expense Ratio (TER)²  2.43% per annum, which includes a 

performance fee of  0.38%

† Please note that the benchmark of USD 3-month LIBOR+5% p.a. has changed with effect 5 August 2008.
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