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Please note that the commentary is for the retail class of the fund. 
 
The Coronation Global Emerging Markets Flexible fund returned 26.2% in ZAR (+39.6% 
in USD) in 2017, which was 2.1% in excess of the benchmark’s return of 24.1%. In our 
view, longer time periods are a far more meaningful indicator of performance, and in 
this regard since inception 10 years ago the fund has outperformed the market by 2.3% 
per annum.  
 
The largest positive contributors to alpha for 2017 as a whole were Naspers (+89.3% in 
USD, 2.3% contribution), 58.com (+155.2%, 2.2% contribution), Estácio (+99.0%, 1.4% 
contribution), JD.com (+63.2%, 1.1% contribution) and Porsche (+55.8%, 0.9% 
contribution). Other notable (>0.5% contribution) positive contributors were the 
Brazilian clothing retailers Hering and Guararapes, The Macau casino operator Melco 
Resorts, the Russian bank Sberbank and the BMW JV in China, Brilliance China 
Automotive. In terms of detractors, Magnit was the single largest detractor (-3.3% 
contribution), followed by Steinhoff (-2.8% contribution) and not owning Tencent (-2.5% 
contribution, although this was largely offset by the Naspers positive contribution). 
Smaller negative detractors included Samsung (-1.0% impact from not owning for most 
of the year), Tata Motors (-1.1% contribution) and Alibaba (-1.0% contribution, although 
this was partly offset by a 0.4% positive contribution from Altaba).  
 
In terms of fund activity over the past quarter there were 3 new buys – Ping An Insurance 
Group (2.4% of strategy) and smaller new positions in Fomento Económico Mexicano 
(Femsa) (0.6%) and Reckitt Benckiser (0.5%). We also added to existing positions in 
Magnit, X5 Retail, C-Trip (all 3 of these as a result of weak share prices with little change 
in their long-term prospects in our view, and resultant increased upside to fair value), 
Yes Bank and Indiabulls Housing Finance (following a financials research trip to India in 
November). 
 
In terms of sells the fund sold out of Melco Resorts & Entertainment, Norilsk Nickel, 
Discovery (all 3 had performed strongly and reached our estimation of their fair value) 
and Anheuser Busch (better value in other consumer staples like Heineken and British 
American Tobacco which we added to, as well as the new Reckitt Benckiser buy). We 
also reduced the positions in Hering, Taiwan Semiconductor, YUM Brands (all 3 getting 
closer to fair value due to share price appreciation) and Axis Bank (better value in other 
selected Indian financials).   
 
Ping An Insurance Group (Ping An), the largest private insurance company in China, 
was the largest new purchase in the fund over the quarter. The company has 153m 
customers in China and besides insurance products (life and non-life) also offers asset 
management and banking services. The company is very entrepreneurial with a founder 
chairman who is still very involved in the business and who owns a significant stake. 
Ping An’s VNB (value of new business) has grown by 33.7% per annum over the past 5 
years, net profit by 32.8% per annum and dividends per share by 35.1% per annum over 
this same period. The insurance market in China is one of the lowest penetrated 
insurance markets globally and Ping An have a number of competitive advantages – a 
high quality brand, large and productive salesforce (1.4m agents with industry leading 
productivity), significant investment in technology and resultant leadership in fintech, 
privately run compared to most competitors who are state owned - that makes them 
well placed to take a high share of the growing Chinese insurance market over time. 
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Whilst we have not owned Ping An before, we have followed it for many years and have 
owned AIA (the pan-Asian insurer and a key Ping An competitor in China) for the past 
few years, as well as owning Discovery (a JV partner to Ping An in China) until recently. 
Over time, these holdings have given us additional (positive) insight into Ping An. We 
have always held the view that the insurance assets of Ping An are very good assets and 
that the company is entrepreneurial and well run. In contrast, Ping An Bank (part of the 
Ping An Group) has historically been a concern of ours but over time, as the insurance 
business has grown at a high rate, the contribution from the bank has declined and is 
now only 17% of profits (from 35% of profits a few years ago) and a far smaller part of 
our fair value.  
 
Besides an underpenetrated insurance market, Ping An has the opportunity to continue 
to drive cross-selling through their large customer base of 153m customers in our view. 
As per the graph below, over the past 5 years the cross selling ratio (% of customers 
who have more than 1 contract with the Ping An Group) has increased from 20.7% to 
27.1%. The use of technology together with a productive, well paid and incentivised 
agency force should lead to further gains in this regard. 
 

 
Source: Ping An 
 
Ping An generates a return on embedded value north of 20% and today trades on 
around 14x earnings (9x embedded value earnings) with a 2% dividend yield. Given the 
long-term prospects for Ping An, we believe this is a very attractive valuation. 
 
Until recently the fund had now owned Samsung for a few years but in the last few 
months bought a 2% position in the Samsung Electronics Preference shares, which 
trade at a 20% discount to the ordinary shares. Over time we have become more 
positive on the long-term prospects for the semiconductor industry (today c. 65% of 
Samsung’s profits) as the industry has continued to consolidate and as additional 
revenue streams (Big Data, AI, etc.) have emerged. In recent months, 2 of the analysts 
in the Coronation Emerging Markets and Global Developed Markets teams have been 
researching 2 semiconductor companies (ASML in Europe and Applied Materials in the 
US) and this work has further contributed to a more positive long-term view of the 
industry. It is however not even debateable that this industry is cyclical and will continue 
to be so. It is this cyclicality and concern over the industry’s profitability in 2018/2019 
that has resulted in Samsung’s share price declining over recent months. In our view, 
semiconductor profitability is indeed above normal and this is very likely to result in 
earnings pressure in the year or two ahead. However, the valuation of the Samsung 
Preference shares in particular are very attractive (c. 5.5x 2018 earnings with a 3.5% 
dividend yield) and given the more favourable long-term prospects for the industry we 
believe that this is an attractive entry point. Our 2 main concerns with Samsung over 
the past few years have been a) the sustainability of the high profitability of the 
semiconductor division and b) poor corporate governance, as indeed is the case with 
most South Korean companies. In this regard, besides the improvement in the long-
term prospects for the semiconductor industry, there have in recent times also been 
corporate governance improvements at Samsung Electronics including the effective 
separation of the Chairman and CEO roles and a change in the capital return policy 
with a doubling of the dividend and a commitment to pay out 50% of free cash flow to 
shareholders between 2018 and 2020.   
 
Fomento Económico Mexicano (‘Femsa’, 0.6% of fund) is a company that the fund has 
owned before but hasn’t owned for some time due to valuation. A recent decline in the 
share price as well as the sharp depreciation of the Mexican peso brought the share 
into buying range for a brief period. Femsa own 2 great assets which together make up 
over 70% of the value of the company: the Oxxo convenience stores and pharmacies 
in Mexico/rest of Latin America (c. 50% of our valuation) and a stake in Heineken (c. 
22% of our valuation). Their 3rd major asset is a majority stake in Coca-Cola Femsa (c. 
20% of our valuation) which is the largest Coke bottler in Latin American and 2nd largest 
Coke bottler in the world: in our view this is a decent asset that generates a lot of cash 
but which faces some long-term challenges. Overall, given these mix of assets, Femsa 
is in our view a high quality asset, that owns very cash generative assets and that has 
shown strong capital allocation skills over long periods of time.  
 
Reckitt Benckiser (0.5% of fund) was the last small buy during the quarter. Reckitt is in 
our view one of the best run global consumer companies and owner of some of the 
best consumer health brands out there (Durex, Nurofen, Strepsils, Clearasil, Gaviscon, 
etc.). Emerging markets contribute 41% of group earnings and are growing at a far 
higher rate than developed markets. In recent times Reckitt have produced 
disappointing sales and earnings growth which in turn resulted in a large decline in its 
share price. Whilst Reckitt undoubtedly faces some challenges, in our view the below 
average performance is more temporary in nature than permanent and the share price 
decline enabled us to buy a stake in this high-quality business at an attractive price.  
 
We continue to travel widely to meet companies we own, or are interested in 
purchasing for the strategy, and trips to both Brazil and India are planned for the first 
few months of 2018. Whilst emerging markets have appreciated strongly over the past 
year, we continue to find good selected value and the overall upside of the portfolio – 
our assessment of fair value versus current share prices – today is around 40% on a 
weighted average basis. 
 
Portfolio managers 
Gavin Joubert and Suhail Suleman 
as at 31 December 2017 
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