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The Global Emerging Markets Flexible [ZAR] Fund aims to give investors 

access to the best opportunities in emerging equity markets. The fund 

actively seeks out attractively valued shares to maximise long-term growth. 

Our intent is to outperform the emerging equity benchmark over all periods 

of five years and longer. 

 

The fund invests in the shares of companies which are either based in 

emerging countries, or earn a significant part of their revenue from 

emerging economies.  It can also invest in cash and bonds, but will remain 

biased towards shares at all times. The fund is mandated to use derivative 

instruments for efficient portfolio management purposes. 

 

 

 

 

The fund will only invest in shares we view as being attractively valued and 

which may offer superior long-term investment growth.  

The fund’s share selection is the result of rigorous international research 

conducted by Coronation’s investment team.  

While we have a disciplined approach to reducing risk, shares can be volatile 

investments and there is a meaningful risk of capital loss over the short term. 

Emerging markets are generally viewed as more risky than developed 

markets. Global currency movements may intensify investment gains or 

declines.    

The fund is managed to deliver the best possible returns over the long term; 

an investment horizon of 10 years or more is therefore ideal. It is not suitable 

as a single investment for investors who need to preserve their capital over 

five years or less.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Investors who are building wealth, and who

 are comfortable with full exposure to shares in emerging markets; 

 accept that the fund may underperform the market significantly in the 

short term in pursuit of superior long-term gains; 

 hold other investments and are looking for exposure to emerging 

markets; 

 do not require an income from their investment. 

An annual fee of a minimum of 1.00% and a maximum of 2.40%, depending 

on the fund’s performance, is payable.  

If fund performance equals that of the benchmark (after fees and costs), a 

fee of 1.15% will be charged. We share in 20% of performance above the 

benchmark, up to a total annual fee of 2.40%. Performance is measured over 

a rolling 24-month period.  

If the fund underperforms the benchmark over any 60-month period, the fee 

is reduced by 0.15%.  

Fund expenses that are incurred in the fund include administrative, trading, 

custody and audit charges. All performance information is disclosed after 

deducting all fees and other portfolio costs.  

We do not charge any fees to access or withdraw from the fund.  

More detail is available on www.coronation.com. 

Launch Date 28 December 2007 

Fund Class A 

Benchmark MSCI Emerging Markets Index  

Fund Category Global – Multi-asset – Flexible   

Regulation 28 Does not comply  

Investment Minimum R5 000 or R500/m debit order 

Bloomberg Code CORGLOB 

ISIN Code ZAE000109211 

JSE Code  CGEM 

   

WHAT IS THE FUND’S OBJECTIVE? 

WHAT DOES THE FUND INVEST IN? 

IMPORTANT PORTFOLIO CHARACTERISTICS AND RISKS 

HOW LONG SHOULD INVESTORS REMAIN INVESTED? 

WHO SHOULD CONSIDER INVESTING IN THE FUND? 

WHAT COSTS CAN I EXPECT TO PAY? 

 WHO ARE THE FUND MANAGERS? 

GENERAL FUND INFORMATION 

GAVIN JOUBERT  

BBusSc, CA (SA), CFA 

SUHAIL SULEMAN 

BBusSc, CFA 
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CORONATION GLOBAL EMERGING 
MARKETS FLEXIBLE [ZAR] FUND
CLASS A as at 31 August 2018

Fund category Global - Multi Asset - Flexible

Launch date 28 December 2007

Fund size R 4.07 billion

NAV 269.31 cents

Benchmark/Performance 

Fee Hurdle

MSCI Emerging Markets Index

Portfolio manager/s Gavin Joubert and Suhail Suleman

3 Year1 Year

Total Expense Ratio  1.76%  1.65%

 1.25% 1.25%Fee for performance in line with benchmark

 0.01%Adjusted for out/(under)-performance 0.16%

 0.22% 0.15%Fund expenses

 0.18% 0.20%VAT

Transaction costs (inc. VAT)  0.26%  0.20%

Total Investment Charge  1.85% 2.02%

PORTFOLIO DETAIL

EFFECTIVE ASSET ALLOCATION EXPOSURE

PERFORMANCE AND RISK STATISTICS

GROWTH OF A R100,000 INVESTMENT (AFTER FEES)

Country 31 Aug 2018

 92.85%Equities

China  22.41%

India  12.19%

Russian Federation  8.90%

Brazil  7.52%

Germany  6.88%

United States  6.51%

United Kingdom  6.12%

South Korea  4.20%

South Africa  3.84%

Taiwan Province Of China  3.02%

Other  11.25%

 7.15%Cash

Other  3.83%

ZAR  2.34%

USD  1.05%

HKD (0.06)%

TOP 10 HOLDINGSPERFORMANCE FOR VARIOUS PERIODS (AFTER FEES)

As at 30 Jun 2018 % of Fund

 5.9%Naspers Ltd (South Africa)

 5.4%British American Tobacco Plc (United Kingdom)

 4.9%Philip Morris Int Inc (United States)

 4.5%Ping An Insurance Group Co (China)

 4.2%Sberbank (Russian Federation)

 3.8%Magnit Ojsc-Spon (Russian Federation)

 3.7%Yes Bank Ltd (India)

 3.7%Porsche Automobil Hldg-Prf (Germany)

 3.6%Kroton Educacional SA (Brazil)

 3.5%JD.com Inc Adr (China)

Fund Benchmark Active Return

 142.6%  33.5% 176.1%Since Launch (unannualised)

 8.7%  1.3% 10.0%Since Launch (annualised)

 10.6% (0.1)% 10.6%Latest 10 years (annualised)

 13.0% (4.0)% 9.0%Latest 5 years (annualised)

 15.3% (0.6)% 14.7%Latest 3 years (annualised)

 12.1% (10.8)% 1.4%Latest 1 year

 10.1% (8.9)% 1.2%Year to date

INCOME DISTRIBUTIONSRISK STATISTICS SINCE LAUNCH

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

BenchmarkFund

 10.0%Annualised Return  8.7%

 17.0%Annualised Deviation  15.6%

 0.12 Sharpe Ratio  0.05 

 25.5%Maximum Gain  36.4%

(38.6)%Maximum Drawdown (44.2)%

 56.3%Positive Months  56.3%

Fund Date Range

Highest annual return Mar 2009 - Feb 2010 49.7%

Lowest annual return Mar 2008 - Feb 2009(37.5%)

MONTHLY PERFORMANCE RETURNS (AFTER FEES)

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

 2.7% (6.6)% (3.1)%  3.8% (4.2)%  5.8% (2.3)%  5.9%Fund 2018  1.2%

 2.1%  0.6%  4.6%  4.7%  2.7% (2.9)%  10.0%  2.2%  5.6%  5.8% (2.3)% (8.3)%Fund 2017  26.2%

(7.0)% (0.2)%  9.2% (1.7)%  8.5% (3.7)%  0.5%  8.3% (5.2)% (1.9)% (1.8)% (2.0)%Fund 2016  1.2%
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Please note that the commentary is for the retail class of the fund. 
 
The fund appreciated by 5.3% in the past quarter, slightly behind the 6.9% increase in the MSCI EM 
index. The largest negative detractors over the period were the Brazilian education stocks, Kroton 
and Estácio, which together detracted 2.3%. The main positive contributors were YES Bank (+0.7%) 
contribution), Baidu (+0.5%) and Airbus (+0.5%). Since the fund launched 10.5 years ago it has 
appreciated by 9.8% per annum when compared with the 8.2% per annum return from the MSCI 
Emerging Markets Index.  
 
The Brazilian education stocks, after being significant positive contributors in both 2016 and 2017, 
have been large detractors in 2018 so far. We wrote extensively about Kroton in the March 2018 
commentary but given continued poor performance of the Brazilian education stocks and their impact 
on the fund’s returns, we believe it worthwhile to briefly touch on them again. Even after appreciating 
by 20% so far in July, Kroton is still down 39% (in BRL) year to date and down 23% over the past 1-year 
period. In contrast, Estácio - while having declined by 20% this year - has appreciated by 70% over 
the past one-year period. Estácio’s performance this year has been broadly in line with the average 
Brazilian consumer stock - in other words its poor performance is largely due to macro factors (rising 
US rates, Brazilian politics/economic concerns driven in part by the truckers’ strike and upcoming 
elections in October). Kroton’s performance, besides being impacted by macro factors, has also been 
impacted by company specific factors, as one would expect to be the case given the differential in 
performance between Kroton and Estácio. During the quarter, Kroton reported their Q1 results, and 
while these results were in line with expectations they reduced their earnings guidance for the year 
(in contrast, Estácio’s results and outlook were ahead of expectations). Kroton also announced the 
acquisition of an education publishing/K12 school business (Somos Educação) at what appears to be 
a high price. These two events as well as general economic concerns (and resultant education industry 
concerns) resulted in the share coming under more pressure. Kroton is already far more efficient than 
Estácio (c. 30% EBIT margins vs. c. 15% EBIT margins for Estácio) and as such don’t have this lever to 
pull.  
 
As is typically the case when a large fund holding is going through a tough period and is impacting 
the fund’s performance, we spent a significant amount of time on Kroton over the past several months 
with the aim of assessing whether the investment case still holds or not. Besides spending half a day 
in Sao Paulo meeting with several individuals from Kroton’s management team earlier this year, in the 
past few months we have had separate calls with Kroton’s CEO (twice), CFO, Head of Campus and 
Head of K12, in order to assess the Somos transaction as well as discuss both the shorter and longer-
term challenges and opportunities for Kroton. In addition, over recent months we have spoken with 
competitors (Estácio and others), former industry executives as well as three local Brazilian funds (two 
are shareholders and one is negative on Kroton as we believe there is value in hearing and 
understanding views on differing sides).  
 
Our conclusion from all this work is that while Kroton are facing a tough year or two ahead, the long-
term prospects remain very attractive: an underpenetrated market in a fragmented industry with the 
biggest players (Kroton is #1 and Estacio #2) having the opportunity to take market share in what is a 
scale business, and a new growth driver in the form of entry into the K12 schools market where the 
market size is more than double that of the tertiary education market. On the Somos acquisition, while 
the price does look high at face value, there are synergies that can be extracted to bring the 
acquisition multiple down. Somos’s most recent results (post the announcement of the acquisition) 
showed a 40% increase in profits, which brings the acquisition multiple down further. Additionally, the 
asset brings diversification to Kroton as well as good cash generation with lower student defaults than 
in the tertiary sector. Somos provides a platform for a quick leap into Kroton’s planned K12 expansion 
as it takes Kroton from having two schools to having 44 schools, which in turn makes it the largest 
operator in the K12 private market.  
 
Kroton now trades on less than 10x 2018 earnings with a 4% dividend yield (Estácio’s valuation is not 
dissimilar) which we believe is very attractive given its favourable long-term prospects. Today 5.4% of 
the fund in total is invested in the Brazilian education companies, with 3.5% in Kroton and 1.9% in 
Estácio. 
 
Magnit (#1 Russian supermarket retailer by profits) has been the other main detractor from 
performance over the past several months, although it was a positive contributor over the quarter. 
During the quarter the company announced the potential acquisition of a pharmaceutical distributor, 
owned by a related party. The proposed acquisition was a big concern for us as a) we feel that 
management’s time is better spent on addressing current issues in the core food retail business, which 
is underperforming; b) we question whether it is necessary to own a distributor in order to start rolling 
out a pharmacy fund(which was the rationale given by Magnit management at the time of the 
announcement); and most importantly c) we had corporate governance concerns on the transaction 
(the distributor for sale is owned by a related party, who had only recently bought a 10% stake in 
Magnit). As a result, we had calls with a few other large shareholders and drafted and sent a co-signed 
letter to the board expressing our collective concern about the transaction. We also held calls with 
the (independent) Chairman and Vice Chairman of Magnit as well as another independent director. 
We were encouraged by their constructive response to our concerns and how they intend to approach 
this and other issues. At the subsequent board meeting a few weeks ago, the CEO of Magnit 
(Khachatur Pombukhchan) tended his resignation and Olga Naumova was appointed in his place. 
Naumova recently joined Magnit as an Executive Director from X5 Retail, where she was head of X5’s 
convenience business (Pyaterochka, which makes up c. 80% of X5’s group revenue) and is largely 
credited with turning around this business (and hence the X5 Retail Group) over the past 5 years. With 
a new board, a new management team (besides the CEO, the new highly regarded CFO is also from 
X5 and one of the new director’s [ex-Lidl UK CEO] is also involved in an executive role) and a still 
fragmented Russian food retail market, we believe that Magnit is very attractively valued at current 
levels and it remains a top 10 holding.  
 
There were three new buys during the quarter: Phillip Morris International (4.8% of fund and the 
largest new position), Anheuser Busch InBev (1.7% of fund) and YUM China (0.8% of fund). For the  
c. 10.5-year period since inception of the fund in December 2007 and until January of this year, we 
had on average 1% exposure to the tobacco companies. The reason for this was two-fold: a) concern 
over the very long-term prospects for these businesses (declining volumes, increasing regulation and 
even more health awareness and b) valuation (they had benefited from the general upward re-rating 
of all consumer staples). Over the more recent past there have been 2 key changes. Firstly, the 
development of successful reduced risk products (vaping and ‘heat not burn’ [HNB] devices) has 
meant that for the first time in decades far safer alternative products are available and as a result total 
tobacco/nicotine consumption has started to increase instead of decline. And secondly valuation: 
sharp declines (c. 25% this year) in the share prices of both British American Tobacco (BAT) and Phillip 
Morris International (PMI) have brought their valuations down: BAT to c. 13x Dec 2018 earnings and a 
5.1% dividend yield and PMI to c. 16x Dec 2018 earnings with a 5.3% dividend yield. As such, we 
believe that for the first time in several years these stocks are now very attractive and BAT and PMI 
(both of which have high emerging market exposure: 43% and 55% respectively) are 5.4% and 4.8% 
positions in the fund.  

 
The tobacco companies still have many of the qualities that have always made them very good 
businesses - most importantly pricing power, stable earnings, very high return on capital and high free 
cash flow conversion. In addition, they now have attractive long-term growth prospects in our view, 
due to having reduced risk products in their portfolio that provide an attractive healthier alternative 
to traditional cigarettes. In summary, the 2 main categories of reduced risk products (vaping and HNB) 
do not involve burning, and it is largely the burning (combustion) and subsequent release of chemicals 
of traditional cigarettes that create the health issues. By avoiding combustion, the risk reduced 
products eliminate the biggest issue with traditional cigarettes, which in turn is what makes them 
appealing.  
 
Both BAT and PMI have vaping and HNB products, with BAT being the global leader in vaping and 
PMI the global leader in HNB, with their IQOS (I Quit Ordinary Smoking) product. In our view, there 
is room for both products as they have different appeals, and being global leaders respectively, there 
is a high probability of BAT and PMI taking disproportionate incremental market share and hence 
increasing their overall global market share.  
 
If one looks at BAT’s historic and estimated UK revenue split between traditional cigarettes and 
vaping products, the key point is that for the first time in many years, revenue is increasing. PMI’s next 
generation products (NGP) already contribute 13% of the group revenue and PM have an aspiration 
to grow that to c. 40% of revenue by 2025 through a c. 4-5x increase in NGP total revenue from $ 4 
billion to c. $ 18 billion. To put this $ 18 billion into context, PMI’s total group revenue was $ 29.7 
billion in 2017.  
 
In terms of other new buys within the fund, Anheuser Busch InBev (AB InBev) has gone from being a 
market darling (‘great management team’) to being very much disliked (‘only cost-cutters’), and the 
share price has followed this sentiment. Perhaps the truth is somewhere between these two extremes, 
but in our view global beer remains a very attractive industry (oligopolies in many markets, strong 
brands, premiumisation opportunities, stable earnings, high return on capital and amongst the best 
free cash flow generation of any business), and within this industry there are 2 gorillas AB InBev and 
Heineken, both of which have attractive long-term prospects. We continue to rate the AB InBev 
management team highly, and believe that what they may not know about branding/segmentation, 
etc. (which is very little according to the bear view) can be learnt from the SABMiller (SAB) assets that 
they acquired or be brought in. AB InBev have a globally diversified business, with a strong presence 
in Africa (both South Africa and the rest of Africa), Brazil, Colombia, Mexico, China and the US. Almost 
60% of profits come from (lower consuming and hence faster growing) emerging markets. AB InBev 
trades on c. 19x 2018 free cash flow (with SAB revenue and cost synergies still coming, Brazil profits 
being below normal, Africa and China amongst other regions growing at a rapid rate, etc.) and with 
a 4% dividend yield, which we believe is attractive for an asset of this quality.  
 
YUM China is the Chinese business that was spun out of YUM Brands (global owner of KFC, Pizza Hut 
and Taco Bell). The company has c. 8,000 outlets in China (McDonalds as a reference point have 2,600 
outlets and Burger King have 800) and continues to roll out 500-600 new restaurants a year. The vast 
majority (80%) of these outlets are KFC, with the balance largely being Pizza Hut. The royalty 
percentage paid by YUM China to its parent is far lower than industry norms, which in turn means 
higher margins and a higher return on capital can be achieved. The fundamentals of a big brand fast 
food restaurant chain are generally attractive (convenient and affordable, defensive earnings stream 
and very good free cash flow generation). In addition, with still low penetration, YUM China can 
continue to roll out stores in China for many years to come in our view. The fast food groups have 
been successful at addressing the needs of a more health conscious consumer (a clear long-term risk) 
with expanded menus, and home delivery has also become an important driver (16% of KFC’s and 
23% of Pizza Hut’s sales in China are now deliveries). The company has a strong balance sheet (net 
cash c. 10% of market cap) and will continue to generate a lot of free cash flow in the years ahead - a 
large part of which could be applied to share buybacks. There is also opportunity for margins to 
expand in our view. All-in, we believe that YUM China is a high-quality business, that can grow 
earnings by c. 15% p.a. over the next 5 years and at around 22x free cash flow one year out is attractive 
at current levels.  
 
Members of the team continue to travel extensively to enhance our understanding of the businesses 
we own in the fund, their competitors and the countries in which they operate, as well to find potential 
new ideas. In the quarter there were trips to Russia, South Korea, Taiwan and Singapore. In the coming 
months different members of the team will visit China on a few trips with a focus on the Chinese 
internet companies which remains the industry where the fund has its main exposure to China. The 
weighted average upside to fair value of the fund at the end of June was an attractive c. 53%.  
 
Portfolio managers 
Gavin Joubert and Suhail Suleman 
as at 30 June 2018 
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The Global Emerging Markets Flexible [ZAR] Fund should be considered a long-term investment. The value of units may go down as well as up, and therefore Coronation does not 

make any guarantees with respect to the protection of capital or returns. Past performance is not necessarily an indication of future performance. The fund is mandated to invest up 

to 100% of its portfolio into foreign securities and may as a result be exposed to macroeconomic, settlement, political, tax, reporting or illiquidity risk factors that may be different 

to similar investments in the South African markets. Fluctuations or movements in exchange rates may cause the value of underlying investments to go up or down. Asset allocation 

and top 10 holdings are reflected on a look-through basis. Coronation Management Company (RF) (Pty) Ltd is a Collective Investment Schemes Manager approved by the Financial 

Sector Conduct Authority in terms of the Collective Investment Schemes Control Act. Portfolio managed by Coronation Asset Management (Pty) (FSP 548) Ltd, an authorised 

financial services provider. The Management Company reserves the right to close the fund to new investors if we deem it necessary to limit further inflows in order for it to be 

managed in accordance with its mandate. Unit trusts are allowed to engage in scrip lending and borrowing. Standard Chartered has been appointed as trustees for the fund 

(www.sc.com/za; 011-2176600). Coronation is a full member of the Association for Savings & Investment SA (ASISA).  

Unit trusts are traded at ruling prices set on every trading day. Fund valuations take place at approximately 15h00 each business day, except at month end when the valuation is 

performed at approximately 17h00 (JSE market close) and forward pricing is used. Instructions must reach the Management Company before 14h00 (12h00 for the Money Market 

Fund) to ensure same day value. The payment of withdrawals may be delayed in extraordinary circumstances, when the manager with the consent of the fund trustees deem this to 

be in the interest of all fund investors. These circumstances may include periods when significant underlying markets suspend trading which will prevent accurate valuation of the 

instruments held in the fund. When the suspension of trading relates to only certain assets held by the fund, these assets may be side-pocketed. This process allows normal liquidity 

on the assets that can be valued, but will delay liquidity on the affected portion of the fund. If the fund is faced with excessive withdrawals, the affected withdrawals may be ring-

fenced, which is the separation and delayed sale of the assets reflecting the interest of the liquidity seeking investors. It ensures that the sale of a large number of units will not force 

Coronation to sell the underlying investments in a manner that may have a negative impact on remaining investors of the fund. 

 

Performance is calculated by Coronation as at the last day of the month for a lump sum investment using Class A NAV prices with income distributions reinvested. All underlying 

price and distribution data is sourced from Morningstar. Performance figures are quoted after the deduction of all costs (including manager fees and trading costs) incurred within 

the fund. Note that individual investor performance may differ as a result of the actual investment date, the date of reinvestment of distributions and dividend withholding tax, 

where applicable. Annualised performance figures represent the geometric average return earned by the fund over the given time period. Unannualised performance represents 

the total return earned by the fund over the given time period, expressed as a percentage.    

 

TER is calculated as a percentage of the average net asset value of the portfolio incurred as charges, levies and fees in the management of the portfolio. The TER charged by any 

underlying fund held as part of a fund’s portfolio is included in the fund expenses portion of the TER, but trading and implementation costs incurred in managing the fund are 

excluded. A higher TER does not necessarily imply a poor return, nor does a low TER imply a good return. The current TER may not necessarily be an accurate indication of future 

TER's. The 1 year TER is for the 12 months to end of September 2017 (updated annually).  The 3 year TER is for a rolling 36-month period to the last quarter end (December, March, 

June and September). 

Transaction costs are a necessary cost in managing a fund and impacts the fund’s return. They should not be considered in isolation as returns may be impacted by many other 

factors over time including market returns, the type of fund, the investment decisions of the investment manager and the TER. 

The Total Investment Charge is the sum of the Total Expense Ratio (TER) and transaction costs. 

 
Coronation does not provide financial advice. If you appoint an adviser, advice fees are contracted directly between you and the adviser. For more information please contact the 

relevant platform (Linked Investment Service Provider or Life Assurance Provider). 

Additional information such as daily fund prices, brochures, application forms and a schedule of fund fees and charges is available on our website, www.coronation.com 

This document is for information purposes only and does not constitute or form part of any offer to issue or sell, or any solicitation of any offer to subscribe for or purchase any 

particular investment. Opinions expressed in this document may be changed without notice at any time after publication. We therefore disclaim any liability for any loss, liability, 

damage (whether direct or consequential) or expense of any nature whatsoever which may be suffered as a result of or which may be attributable, directly or indirectly, to the use 

of or reliance upon the information. 
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