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Fund Information  

Investment Manager Denker Capital 

Portfolio Managers Ricco Friedrich 
B.BusSc, Post Grad Acc; CA(SA), CFA 
Claude van Cuyck 
B.Comm (Hons), CFA 

Salient Risk Factors This fund is relatively high risk in relation to other 
asset classes due to its equity based investment 
approach, however the investment manager aims to 
reduce the overall risk by their value and  
fundamental stance. 

Base Currency ZAR 

Benchmark Notional benchmark consisting of 98% equity 
(SWIX) , 2% cash (Call rate). 

Fund Size R2.8 billion 

Launch date January 2007 

Minimum assets R100 million 

Asset Allocation ranges Equities between 98% - 100%; Cash < 2% 

Regulatory constraints Not Regulation 28 compliant given fund’s uncon-
strained nature. 

Risk profile 
The fund is actively managed and thus investors 
should be willing to potentially tolerate more volatility 
versus the market in the short-term 

Overview 

The SIM Unconstrained Equity product offers investors access to our best 

investment ideas, without the restrictions that usually come with  

benchmark-related investing. 

Investment Objective 

We aim to deliver positive real returns that exceed the local equity  
market in the long-term. 

Investment Philosophy 

We are active value investors who place more emphasis on track record 

and fact than forecast and speculation. We invest according to our  

estimate of a company’s fair value based on normalised operating  

conditions. We aim to capitalise on mispricing in the equity markets that 

arise as a result of human emotions (mainly fear and greed) and  

differences in investor time horizons. 

Investment mandate 

The fund performance is measured against a notional benchmark  

consisting of 98% equity, 2% cash. Although the fund doesn’t invest  

according to a benchmark, for performance measurement purposes its 

benchmark for the equity component is SWIX and, for the cash component, 

it is the call rate. 

About the managers 

The portfolio is jointly managed by award-winning Ricco Friedrich  
and Claude van Cuyck from Denker Capital who together have 31 years 
investment experience across a range of different industries. 

Investment Horizon 

We don’t judge our performance on anything less than three years  
because in the short-term, share prices tend to behave in a fairly random 
manner. 

Who should invest 

The SIM Unconstrained Equity product is best suited to clients who: 

 Prefer an active, differentiated and less conventional approach to  
investing; 

 Value the importance of an absolute mindset to picking stocks; 

 Do not view risk as short-term volatility against a benchmark, but rather 
a permanent loss of capital; 

 Prefer to take a longer term view when building wealth; 

 Want to gain full exposure to the investment professionals’ best ideas. 

Fees (annual)  

 

 Balance in the fund at the 
date of recovery of the fee 

Percent per  
annum 

 

 First R150m 0.55  

 Next R150m 0.50  

 Next R200m 0.45  

 Next R500 0.40  

The fee is recovered at the end of each month (in effect this will be  
one-twelfth of the above annual percentage)  

Performance Fee structure  

 Performance fees at 20% of the returns above a pre-determined  
benchmark. 

 Performance fees are calculated on a rolling 36-month out-performance, 
as the idea is to promote longer-term out-performance. 

 Fees will be phased in from inception to the first 36 months. 

Disclaimer: Collective Investment Schemes (CIS) are generally medium to long term investments. The value of participatory interests may g o down as well as up and past performance is not 

necessarily a guide to the future. Collective investments are traded at ruling prices and can engage in borrowing and scrip lending. Collective investments are calculated on a net asset value basis, which is 
the total value of all assets in the portfolio including any income accrual and less any permissible deductions from the portfolio. Portfolio performance is calculated on a NAV to NAV basis and does not take 
any initial fees into account. Annualised Growth Rate. Income is reinvested on the ex-dividend date. Total return performances are published. The source is Morrningstar. (Risk statistics: Money Mate). 
Actual investment performance will differ based on the initial fees applicable, the actual investment date and the date of reinvestment of income. A schedule of fees and charges and maximum commissions 
is available from the manager/scheme. Commission and incentives may be paid and if so, would be included in the overall costs. Forward pricing is used. The following charges are levied against the 

portfolio: Brokerage, auditor’s fees, bank charges and trustee fees. A full member of the Association for Savings & Investment SA. 

Contact us 
investment 

manager 

6th Floor, The Edge, 3 Howick Close, Tyger Falls, Bellville, 7530 |  Private Bag X8, Tygervalley, 7536  

T +27 21 950 2670 E service@denkercapital.com W www.denkercapital.com 
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Portfolio Manager Monthly Comment 

This monthly Minimum Disclosure Document should be viewed in conjunction with the Glossary Terms Sheet 

Market overview 
The 4th quarter of 2016 was another weak quarter for SA equi-
ties which finished the year with a total return of 2.6% underper-
forming cash for the second year in a row. The low returns in 
2016 were largely due to the impact of the stronger rand (12.6% 
appreciation in USD) on the dual listed heavy weights such as 
British American Tobacco (-9% for the year), Richemont (-14% 
for the year), South African Breweries (-16% before it was 
delisted) and Naspers (+1% for the year). In contrast mid and 
small cap shares returned 27% and 21% respectively in 2016. 
 
The disappointing returns in the 4th quarter were in spite of 
South Africa managing to avoid a credit downgrade by Standard 
and Poor (for now) and the positive impact that the Trump 
victory had on non-precious metal commodity stocks. Even if 
you had correctly predicted the Trump victory, global markets 
reacted differently to what most would have expected. Overall 
however, the impact of the Trump victory was negative for 
emerging markets and South Africa was no exception.  
 
Financials (+2.9%) out performed industrials (-4.7%) and re-
sources (-1.2%). The best performing sectors in the 4th quarter 
were fixed line telecoms (+25%), industrial metals (+19%), 
support services (+13%) and banks (+11%). The worst perform-
ing sectors included gold (-36%), platinum (-33%), media (-
15%), healthcare (-13%) and tobacco (-11%). 
 
Performance 
Our continued focus on identifying mispriced opportunities and 
having the courage of our convictions to sometimes go against 
the crowd paid off for our clients in 2016. In spite of the market 
showing negative returns, our client’s portfolios showed positive 
returns in the 4th quarter and significantly outperformed their 
respective benchmarks. Big contributors to these positive re-
turns came from our investments in Barloworld (+42%), Altron 
(+42%), Anglo American (+13.8%), Investec (10.8%) and Huda-
co (+11%). 
 
Stocks which detracted from performance in the 4th quarter 
included our investments in Northam (-22%), Group Five (-11%), 
Reinet (-10%), Shoprite (-11%) and Steinhoff (-7%).  
 
The benchmark agnostic and diversified approach we take in 
allocating capital meant the portfolios were better able to with-

stand the several surprises and shocks during the year.  In 
addition, the number of mispriced opportunities in the mid and 
small cap space provided a source of differentiated returns 
compared to some of our peers. On a net basis our investments 
in smaller cap companies contributed about 20% of the excess 
returns for the year. 
 
The outperformance we achieved this year was based on a very 
conservative investment approach. Our portfolios did not have 
excessive concentration in any one sector or stock. In particular, 
our overall position in resources was not materially higher than 
the market and well below many of our competitors. However 
the stocks which we were invested in like Anglo American 
(+182%) and Northam (+54%) performed substantially better 
than resources index (+34.2%). 
 
Outlook 
There have only been 3 periods going back to 1960 when 
equities underperformed cash for more than two successive 
years. The last one was in the 90’s when cash beat equities 
60% of the time and equities actually underperformed cash for 4 
consecutive years. In the years in which cash beat equities it 
was mostly (70% of the time) when returns from equities were 
negative. Looking back, the best time to invest in equities was in 
the year immediately after the year in which they underper-
formed cash. The average annual excess return from equities 
was 18% higher than cash in the year following equities under-
performance. This is substantially ahead of the annual excess 
return from equities versus cash of 9.6% since 1960. Further 
supporting the case for equities is the current valuation. The 
FTSE/JSE All Share 12 month Forward Price to Earnings ratio 
has de-rated from almost 16x a year ago to 13x today, making 
equities the cheapest they have been since 2013.  
 
While valuations are more favourable than they have been for 
some time, there is no shortage of potential surprises on the 
horizon. The rating agencies remain concerned about the ad-
verse consequences of persistently low GDP growth in South 
Africa. While growth is expected to recover in 2017, it still re-
mains below the levels required to create jobs. On the positive 
side, food inflation is likely to have peaked alleviating pressure 
on consumers and staving off any further interest rate increases. 
 

On the political front, the focus will increasingly shift to the ANC 
succession dynamics ahead of the elective conference at the 
end of the year. While we are hopeful that the best outcome will 
be achieved for all South Africans, the road will be bumpy. 
 
On the international front, the Trump trade has probably run 
ahead of fundamentals. Many of Trump’s promises are negative 
for risk assets, such as immigration tightening, tariffs, border 
taxes and repealing Obamacare. The market seems only to 
have focussed on the positives such as tax cuts, infrastructure 
spending and de-regulation. Whether he can deliver or not 
remains to be seen. 
 
With the US interest rate cycle on the up, we see challenging 
times ahead for stocks which have benefitted from artificially 
depressed interest rates. This includes defensive companies 
such as healthcare and tobacco as well as gold, all of which 
have been over priced for some time. We remain underweight 
expensive rand hedge and defensive stocks and although we 
are starting to see better prices than we have in a while we have 
been slow to commit new capital to some of these companies as 
the margin of safety is still not big enough. 
 
We continue to see good opportunities amongst select mid and 
small cap stocks. In addition, easing food inflation will be sup-
portive of food producers and we own several of them (Tiger 
Brands, Clover and Rhodes Food Group). Finally, there are 
always a few significantly mispriced opportunities which are 
trading well below intrinsic value. While these may not be of the 
best quality, the markets assessment of their prospects is far too 
negative. These would include the likes of Old Mutual, Altron, 
Stefanutti and Datatec to mention a few. 
 
In conclusion, the outlook for 2017 on balance looks better than 
a year ago. Valuations are the most attractive since 2013 and 
the outlook for earnings growth is supportive of reasonable 
returns. The macro and political landscape however remains 
uncertain and may influence the improving fundamentals in the 
short term. 
 

Top 10 holdings Annualised returns  

   

Sector Exposure Cumulative performance (since inception)  

   

Share Weight (%) Share Weight (%) 

Sasol 5.93 Hudaco  4.31 

Steinhoff 5.89 Northam 4.13 

Old Mutual plc 5.59 Anglo American plc 4.10 

Investec 4.89 Reinet 3.60 

Standard Bank 4.55 BHP Billiton 3.55 

17.1%

4.6%

10.4% 10.6%

4.2%
7.6%

14.0%
11.3%

1 Year 3 Years 5 Years Since Inception

Portfolio Benchmark
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Total Portfolio

98% SWIX 2% Call Rate 4 banks

ALSI

Value Index

27%

19%

14%

13%

13%

3%
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2%

6%

Financials

Basic Materials
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Industrials

Consumer Services

Health Care

Telecommunications
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[Cash]


