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Tom Connell | Boutique Head

Absolute Return Investments
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ñCapital protection is the cornerstone 

of our investment philosophy.ò

Tom Connell

Market Highlights

¡ The domestic equity market had a strong start to 2009 with the
FTSE/JSE Top 40 Index rallying over 7% by the fourth working
day of the month. However, it soon became clear that the end of
2008 was not the end of the global economic turmoil, as markets
continued to be subject to pressure and ended the month down
4.7%.

¡ Investors still face substantial uncertainty in global equity
markets, as poor fourth quarter economic data continues to
emerge.

¡ During the month, the South African Volatility Index (SAVI)
remained at historically high levels of around 43%.

¡ To put this into perspective, in January, the FTSE/JSE Top 40
Index was at one point up 7.1% and, at another point, down
9.9%. This is a 17% swing within the same month.

¡ The Absolute Return Investments team continues to focus on
capital preservation amid current market uncertainty.

¡ Despite the market falling 4.8%, the Capital Builder Absolute

Return Fund protected capital by delivering 0.2% in January.

¡ This institutional fund aims to achieve a CPI +4% return objective

by protecting capital when equities fall and also participating in

equity rallies. A retail version is also available.

¡ It benefits from market volatility, but at extreme volatility levels

the focus is on capital protection rather than capturing alpha

returns.

¡ The Capital Builder Absolute Return Fund has an optional

guarantee for the most conservative investors.

Capital Builder é the safe way to build wealth

Historical returns

Source: OMIGSA Returns until 29 Feb 2008 based on institutional portfolio. From 1 March 2008

onwards unit trust returns (with unit trust related fees added back) are used.

Capital Builder Absolute Return Fund

2005 2006 2007 2008 2009

Jan 5.1% 1.8% -0.3% 0.2%

Feb -0.6% 1.7% 2.8%

Q1 8.5% 4.9% 0.7%

Mar 3.6% 2.9% 1.6%

Apr 1.2% 0.4% 2.7%

May -0.7% 0.7% -0.4%

Q2 4.1% 4.0% 4.0%

Jun 2.0% 0.5% 0.0%

Jul -1.0% 0.8% -2.7%

Aug 2.0% 0.9% 1.9%

Q3 3.0% 2.2% -0.8%

Sep 1.5% 1.7% -2.1%

Oct 1.9% 2.2% 0.7%

Nov -0.5% -1.0% 1.0%

Q4 2.9% 2.8% -0.4%

Dec 3.8% 1.3% -1.8% 1.9%

Annual return 16.8% 11.2% 7.2% 0.2%*

Return in excess of CPI 11.0% 2.2% -2.3% *ytd
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ñThe resilience of our Alternatives  

portfolios through this market downturn 

continues to be very encouraging.ò

Paul Boynton

Alternative Investments
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Private Equity

¡ Old Mutual Private Equity has partnered with Ethos Private

Equity, together acquiring a 44% shareholding in Idwala Industrial

Holdings, with Old Mutual having an effective 17.2% interest in

Idwala. BEE funding was also provided, in conjunction with

Mezzanine Partners and Ethos Private Equity, to Tiso (the BEE

partners in the transaction) to fund a portion of their investment

into Idwala.

¡ Idwala is a vertically integrated supplier of lime and industrial

minerals, predominantly comprising calcitic burnt lime from its

main lime operations in Danielskuil in the Northern Cape, and

calcium carbonate from its carbonates operations in Port

Shepstone, KZN.

¡ The past months have been dominated by a global economic

downturn. Despite South Africa being relatively well positioned in

terms of its fiscal situation and the strength of the financial sector,

plus being further cushioned by a substantial fall in the rand last

year, it is also experiencing a significant fall in growth, which is

expected to be under 2% this year. The duration of this downturn

is uncertain, but it is likely to last well into next year. Fortunately,

the bulk of our Private Equity portfolio is defensive in nature. We

are focusing on debt terms, the timing of debt repayment

obligations and expense levels within portfolio companies. In

spite of these challenging market conditions, our Multi-Manager

Private Equity Funds 1 and 2 performed defensively for the

period ended 31 December 2008. Performance over the long

term continued to show pleasing relative returns, while the short-

term deterioration experienced in the market impacted the returns

for the quarter under review.

Since inception in May 2006, the fund has returned 108% net of fees,

or a 31.6% annualised return, to 31 December 2008, versus the

FTSE/JSE All Share Index return of 3.4% over the same period.

Returns 
since inception 

to Dec 2008

Inception 
Date

IDEAS Fund 17.0%  (1) January 1999

Private Equity Fund 1 41.5%  (2) March 2004

Private Equity Fund 2 10.9%  (2) October 2005

OM Multi-Manager Private Equity Fund 1 108.0% (3) May 2006

OM Multi-Manager Private Equity Fund 2 -2.3%  (3) October 2007

(1) Time-weighted return - annualised

(2) Internal rate of return - annualised

(3) Return on investment, not annualised, and net of fees

Performance Profile

Paul Boynton | Boutique Head

Source: OMIGSA

Multi-Manager Private Equity Fund 1

The fund delivered a return of -2.3% (net of fees) for the 15 months

since its inception (1 October 2007 to 31 December 2008) or a -1.9%

annualised return, versus the -21.0% return produced by the

FTSE/JSE All Share Index. The fund remains open for subscription.

Multi-Manager Private Equity Fund 2

During the quarter, the AIIF Fund committed to an investment in the

Lekki Toll concession in Nigeria. The IDEAS Fund finished the year

with a very satisfactory performance, especially considering global

market conditions, reinforcing the case for the defensive nature of

infrastructure investments. The strategic partner in Neotel has

increased its stake in the company as alluded to in the previous

report, and the restructuring of the Kelvin Power Station operating

regime is practically complete. Construction work on the Gugulethu

CBD Mall has made good progress and it is exciting to see two tower

cranes in the heart of Gugulethu.

Infrastructure and Development Assets (IDEAS) Fund



ñShort-term volatility sometimes creates 

the kind of valuation gaps we view 

as good switching opportunities.ò

Core Equity Team

Core Equity Boutique

Core Equity Investments
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Market Highlights

Investment Strategy

Market Highlights

¡ The market started the year on the back foot, with the FTSE/JSE

All Share Index declining 4.7% during January.

¡ Investor sentiment was bruised on concerns around the severity

of a global economic slowdown as new data became available.

¡ Resources (-2.6%) outperformed financials (-8.3%) and

industrials (-4.8%)

¡ The best performing local sub-sectors for the month were

pharmaceuticals (+18%), gold mining (+17%) and healthcare

equipment (+8%) , while the worst were personal goods (-16%),

platinum mining (-14%) and banks (-11.7%).

¡ Small caps (down 1.4%) outperformed mid-caps (down 1.9%)

and large caps (down 4.7%).

¡ Emerging markets (-6.62%) outperformed developed markets

(-8.85%) for the second month following a period of strong

underperformance.

¡ On broad sector exposure, the InvestorsôFund has an

underweight position in small companies, listed property and

industrial rand hedges and overweight positions in financials,

and local industrials and resources.

¡ Our preferred sub-sectors are diversified industrials, telecoms

and other resources (paper & steel), with oil & gas, life insurers

and retail being the least preferred.

¡ With the economic slowdown in developed markets still likely to

impact the earnings cycle and asset prices, we maintain the view

that global risks remain high in the short term. Therefore, we do

not currently run major themes in the portfolio.

¡ Our client portfolios are currently defensively positioned; yet we

are taking advantage of switching opportunities as valuations

converge. We have started adding to diversified miners on the

back of their attractive valuations and relatively lower production

costs.

Investorsô Fund Performance

Source: Morningstar

-5

0

5

10

15

20

25

30

35

40

50

100

150

200

250

300

350

400

450

500

Cumulative Excess Return

Old Mutual Investors' Fund

General Equity Peer Group

D
e
c
-0

0

D
e
c
-0

2

D
e
c
-0

1

D
e
c
-0

3

D
e
c
-0

4

D
e
c
-0

5

D
e
c
-0

6

D
e
c
-0

7

D
e
c
-0

8



Futuregrowth Asset Management

Wikus Furstenberg | Portfolio Manager
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Investment Strategy

Market Highlights

¡ In our money market funds, we maintained an underweight tilt

to cash, added to medium-dated floating-rate instruments and

slowed the pace of accumulating long-dated fixed-rate

Negotiable Certificates of Deposit (NCDs).

¡ We cautiously created a small overweight modified duration tilt

into market weakness for the bond funds, given a bullish

inflation and interest rate view.

¡ Given the general levels of yields, we favour medium-dated

bonds as the front and back ends of the bond curve are

deemed expensive.

¡ We maintain a low listed property holding on a weak economic

growth outlook, preferring nominal bonds and preference

shares instead.

¡ The CPI-linked bond holding is kept at zero on valuation

concerns.
ñThe bond market is likely to remain

expensive given the weakening

economic backdrop.ò 

Wikus Furstenberg

Source: OMIGSA and I-Net

¡ Investor fears about a severe worldwide recession, disinflation

and in certain instances even deflation, kept global government

bond yields in a tight range as data releases kept surprising on

the downside.

¡ Central banks and governments continued to offer liquidity and

other assistance in an effort to stabilise markets and re-flate

economies.

¡ The local bond market weakened following a very strong bull

rally in December, but some of the losses were offset by

interest rate-positive data at month-end.

¡ Changes to the shape of the yield curve already reflect

expectations of aggressive monetary policy easing and

significantly higher supply from government and other

borrowers.

¡ The bond market is expensive, but is expected to stay in a

relatively tight trading range given the serious risk to global

economic growth.

Weak economic backdrop

suggests a 300bps repo rate reduction

5

0

5

10

15

20

25
%

Forecast

Repo CPIX Real repo rate (actual) Real repo rate (forecast)

0
3
/9

8

0
9
/9

8

0
3
/9

9

0
9
/9

9

0
3
/0

0

0
9
/0

0

0
3
/0

1

0
9
/0

1

0
3
/0

2

0
9
/0

2

0
3
/0

3

0
9
/0

3

0
3
/0

5

0
9
/0

4

0
3
/0

4

0
9
/0

5

0
3
/0

6

0
9
/0

6

0
3
/0

7

0
9
/0

7

0
3
/0

8

0
9
/0

8

0
3
/0

9

0
9
/0

9

0
3
/1

0

0
9
/1

0



¡ After an all-too-brief spurt of optimism at the start of 2009, global

equity markets moved lower in January. At home the laggard

proved to be the banks which were down 11.7% in the month. This

came on the back of bond yields kicking up again after extremely

good performance in the fourth quarter of last year.

¡ Bonds were down 2.4% in the month, while property was only

down 1.1%. Offshore, we saw the same move in bond yields as

investors started to price these with some semblance of realism

regarding future inflation.

¡ Record cash levels in our balanced funds helped to buffer our

funds to some extent from recent volatility, but a lack of exposure

to both local and international bonds detracted from our

performance. We still maintain that, in the longer term, returns

from bonds will be poor. We have maintained our position in listed

property, believing that it will benefit from aggressive interest rate

cuts during the year.

¡ We are cautiously optimistic on equity markets and are overweight

in offshore exposure and neutral on local exposure.

Market Comments  ïJanuary 2009

Gold price in Euros, Sterling & Rands at all-time highs

Macro Strategy Investments
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Peter Brooke | Boutique Head

ñAs a long-term investor, you have 

to see through the noise.ò

Macro Strategy

Source: I-Net

Boutique performance relative to performance target to 31 January 2009

Note: These fund returns are shown net of management fees (does not include initial charge for
unit trusts), except for Profile funds, which are gross of fees.

Below performance target Above performance target

Note: A performance target is not necessarily the same as a benchmark. It is the average level of 

performance that the fund manager aims to achieve over the long term.

Source: OMIGSA

AGGRESSIVE 1 Year 3 Years 5 Years 

Profile 

Funds

Profile Pinnacle -8.7% 6.3% 16.9%

Performance Target: CPIX + 7% 15.1% 14.4% 13.0%

Life 

Wrapped

Optimised Aggressive -11.1% 4.5% 15.2%

Performance Target: CPIX + 8% 16.1% 15.4% 14.0%

Unit 

Trusts

Old Mutual Flexible Fund -14.5% 4.1% 15.9%

Performance Target: CPIX + 8% 16.1% 15.4% 14.0%

MODERATE 1 Year 3 Years 5 Years 

Profile 

Funds

Profile Balanced -9.4% 5.4% 15.1%

Performance Target: CPIX + 5% 13.1% 12.4% 11.0%

Life 

Wrapped

Optimised Balanced -9.3% 4.3% 14.0%

Performance Target: CPIX + 6% 14.1% 13.4% 12.0%

Unit 

Trusts

Old Mutual Balanced Fund -11.1% 4.9% 14.7%

Performance Target: CPIX + 6% 14.1% 13.4% 12.0%

CONSERVATIVE 1 Year 3 Years 5 Years 

Profile 

Funds

Profile Stable Growth 0.1% 7.7% 13.3%

Performance Target: CPIX + 4% 12.1% 11.4% 10.0%

Life 

Wrapped

Optimised Defensive 2.9% 7.7% 12.4%

Performance Target: CPIX + 4% 12.1% 11.4% 10.0%

Unit 

Trusts

Old Mutual Stable Growth Fund 1.8% ï ï

Performance Target: CPIX + 4% 12.1% 11.4% 10.0%

ULTRA CONSERVATIVE PORTFOLIOS 1 Year 3 Years 5 Years 

Profile 

Funds

Profile Capital 8.2% 9.3% 12.0%

Performance Target: CPIX + 3% 11.1% 10.4% 9.0%

Unit 

Trusts

Old Mutual Real Income Fund 6.0% ï ï

Performance Target: CPIX + 3% 11.1% 10.4% 9.0%

Gold Price in Rands (LHS)
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¡ Inflation ïCPIX declined to 10.3% y/y in December from 12.1% y/y

in November. The continued slowdown in consumer

inflation was once again assisted by lower oil prices and a drop in

food price growth. Sustained lower food and oil prices will continue

to assist in bringing inflation down during the course of 2009. The

long-term outlook for inflation is, however, still concerning. The fuel

price is set to increase once again in February, core inflation remains

above the 3% - 6% target band, wage increases have averaged in

excess of 10% and the rand remains vulnerable to foreign outflows.

¡ Currency ïDuring the course of 2008 we witnessed a significant

depreciation of the rand. Fundamentals, such as our high current

account deficit funded by foreign portfolio investment into South

Africa, could be negative for the currency.

¡ Local Markets - January 2009 has been another tough month for

local markets and unfortunately could be a sign of things to

come. Leading economic indicators, such as declining vehicle and

retail sales as well as business and consumer confidence, suggest

we are in for a difficult and turbulent 2009. A cautious approach

seems the most sensible option for the coming year.

¡ Offshore Markets ïUS, UK and European markets have also been

extremely volatile, with a mixture of good and bad news on the

economic front. Despite recessionary fears, dividend yields of some

of the biggest companies in the world are in excess of 5% in an

environment where inflation is at very low levels. This, in our opinion,

shows great value. Positive real dividend yields, low inflation and

massive fiscal and monetary stimuli should produce good returns for

an investor with a five-year investment horizon.

Marriott

6

Investment StrategyMarket Highlights

Market Highlights

Our local fund offering continues to be defensively positioned.

Consequently, investors in the Marriott Local Collective Investment

Schemes and Structured products have experienced significantly

less market volatility than would otherwise have been experienced.

Marriott Core Income Fund

Total Overall Asset Allocation as at 01.01.08

Total Overall Asset Allocation as at 01.01.09

The comparison

of Marriottôs 

overall Asset 

Allocation as at

01.01.08

vs 01.01.09 

highlights our 

defensive 

positioning. 

We remain 

overweight in 

cash as it still 

offers the highest 

income yields at 

the lowest 

relative risk. 

With low, even negative, real yields on property and bonds and,

with equities likely to be affected by near-recession conditions,

Marriott believes that cash is the best option for investors at this

stage. Consequently, investors within the 100% cash-allocated

Core Income Fund have locked in the capital growth derived from

listed property and bonds in previous years and have since

enjoyed capital protection and a high level of income, as well as

some income growth.

ñBefore rushing into

South African property ï

beware the calm before the storm.ò

Simon Pearse

Simon Pearse | MD



ñ... it is in these times that leaders emerge, 

new ideas are generated, and the great 

companies of the future are created.ò

Ben Kodisang

Property Investments

7
Ben Kodisang | Boutique Head

Source: IPD & OMIGPI Research

Retail Vacancies, Stats SA Retail Trade Sales & CPIMarket Highlights

Performance Profile

¡ Declining global indicators show little signs of stabilising and
2009 expectations are for contracting or weak economic growth.

¡ That said, and in spite of the global slowdown, the South African
economy is anticipated to remain in positive growth territory,
providing a floor for domestic property fundamentals.

¡ Although official statistics will only be available later this month, a
slight recovery in the OMIGPIôsRetail Sales Index and generally
strong performance from the food retailers as anchors indicate a
resilient year-end for the retail sector.

¡ With steep declines in inflation, easing monetary policy and a
recovery in household spending, we anticipate real retail sales
back in positive territory in the second half of this year.

¡ The office segment is enjoying historically high tenancies.
SAPOAôsFourth Quarter survey has reflected a changing
corporate environment, with vacancy rates marginally up across
the country.

Triangle Funds (direct real estate)

¡ January continued much as 2008 ended with a key focus on
capital raising and active management of the portfolio net income
line.

¡ Low vacancies and positive rental escalations in both the office
and industrial segments have complemented a positive set of
December retail numbers and, contrary to prevailing market
conditions, the Core Fund has seen an increase in capital values
over 2007, albeit subdued.

¡ An analysis of Decemberôstrading data confirmed quarter-on-
quarter growth across all key metrics, with the merged five retail
centres showing marginal increases in foot traffic and vehicle
counts as well as an encouraging increase in spending per head.

¡ External acquisitions for the Triangle Core Fund ended the year
around R375 million with the closing of the PWC Durban Offices
transaction in December of 2008.

SA Corporate Real Estate Fund (listed real estate)

¡ Despite the deteriorating business environment the SA listed
property market significantly outperformed global property
markets in 2008.

¡ We have seen some softening in valuation cap rates and an
increase in risk premiums in discount rates, but actual
transaction evidence of lower valuations remains limited.

¡ Management continues to focus on improving the quality of the
property portfolio through disposals of lower-value buildings and
smaller retail centres.

¡ While the fund continues to offer an attractive income yield,
unitholders have also benefited from sector-beating unit price
appreciation in each of the last four months.
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Select Equity Investments

8
Richard Hasson & Neil Brown 

| Boutique Heads

Cumulative Excess Return (RHS)

Old Mutual Growth Fund

General Equity Sector Average

Source: OMIGSA

Cumulative Excess Return (RHS)

Old Mutual Top Companies Fund

General Equity Sector Average

Source: OMIGSA

¡ During January 2009, the FTSE/JSE All Share Index fell

4.3%, while the FTSE/JSE SWIX fell 4.7%.

¡ From an equity sector perspective all major sectors began the

year with negative returns. However, resources performed best,

aided by a strongly performing gold sector.

¡ Resource shares dropped by 2.6%, industrial shares were 4.8%

lower, while financials fell 8.3%.

¡ Mid-caps and small caps performed better than the large caps.

¡ The recent changes we have made to the funds have resulted in

the funds being positioned with large, and overweight, positions

in the diversified resources companies.

¡ We believe that the valuations of Anglo American and BHP

Billiton are extremely compelling, especially as these two world-

class businesses are positioned at the lower end of the cost

curve and have a lower risk profile due to their balanced

exposures to a diversified mix of commodities.

¡ We have reduced our exposure to the financial sector and are

now neutrally positioned.

¡ The funds remain underweight in the cyclical SA industrials,

preferring the more defensive telecommunications, media and

infrastructure sectors, which are all attractively valued and well

supported by their strong cash flows.

¡ The weighted portfolio price:earnings (p:e) ratio of the funds is

currently 6.4 times on rolling earnings and the weighted portfolio

dividend yield is currently 5.6% on a rolling basis.

ñWe strive to buy shares in quality 

businesses at prices that are low compared 

to their long-term investment value.ò 

Select Equity

Performance Profile

Old Mutual Top Companies Fund (unit trust managed by Richard 

Hasson and Neil Brown within Select Equity since 01.08.2006)

Market Highlights
Old Mutual Growth Fund (unit trust managed by Richard 

Hasson since 01.04.2002)



Craig Chambers | Deputy MD

Umbono Fund Managers
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Aggregate Manager Portfolio vs SWIX

p Umbono Fund Managersôtracker philosophy has added significant

value to clients over the last seven years.

p We strive to produce strong returns at the lowest possible costs.

p A measure of a tracker managerôsskill is the ability to keep the

fund returns as close as possible to those of the benchmark.

p This skill is measured via Tracking Error or Standard Deviation of

return differences.

p Typically a Tracking Error must be below 0.50% for a ñfull-

replicationòtracker fund.

p Over the last seven years, we have managed to keep our ACTUAL

realised Tracking Errors for our funds below 0.30% per year ïfar

in excess of mandated requirements.

Investment Strategy

Low-cost Solutions for a Low-growth World

ñMost investors, both institutional and 

individual, will find that the best way to own 

common stocks is through an index fund that 

charges minimal fees.ò

Warren Buffet

ñTheintroduction of wealth-weighted indices into the

passive layer of client portfolios should help to introduce

some diversity into an area that has traditionally only had

exposure to cap-weighted portfolios. A pragmatic approach

that some funds may favour would be to split index layer

assets between cap-weighted and wealth-weighted passive

approaches. Such an approach would add diversity to the

index layer and allow clients to demonstrate some prudence

with regard to their timing of entry into the approach.ò

Watson Wyatt Worldwide

Aggregate 

manager 

portfolio

SWIX

The Shareholder Weighted 

Index (SWIX) has the same 

investment constraints

as active managers - only 80 

stocks make up almost the 

entire investment universe.

Tracking Error* of 2.5%

*Tracking Error (TE) is a statistical measure that shows how

different a fundôsshare weights are relative to the

benchmarkôsweights. (In the US, an active manager will

have a TE of 5% or higher. A 2.5% TE fund would be

defined as an Enhanced Index Fund.)

p Most equity analysts expect single-digit real returns from the JSE

over the next two to three years.

p A reasonable forecast is for the market to revert to its long-term

rolling average return of 8% p.a. before the 2003-2007 bull run.

p Therefore, costs will have a far greater impact on fund

performance over the next few years.

p Overseas, low-cost solutions like index tracking funds are

becoming increasingly popular.

p They are used as a low-cost ñcoreòof portfolios (typically 30% of

an aggregated portfolio) by 20%-30% of retirement funds

overseas.

p They are combined with actively managed ñsatelliteòfunds

charging higher fees.

p Best-of-both-worlds: Lower fees for a portion of the portfolio plus

the potential for outperformance of the benchmark.
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Feroz Basa| Assistant Portfolio Manager

ñDespite the high market volatility, 

investors were rewarded with an 

8% higher dividend distribution.ò

Feroz Basa

Old Mutual High Yield Opportunity FundIncreased dividend payout in volatile markets

¡ The January dividend distribution from the Old Mutual High Yield

Opportunity Fund has increased by 8% from January 2008.

¡ Given the challenging economic environment, both domestically

and especially globally, this is very positive.

¡ Over the last five years, our distributions have nearly tripled, and

investors that invested in this fund from inception ïnow more

than ten years ago ïcan today enjoy a yield of more than 26%

tax free on that initial investment.

¡ That is what the High Yield Opportunity fund is all abouté

¡ Looking forward, we need to raise a word of caution:

- The impact of this global crisis will affect company earnings in

2009 much more than it did in 2008.

- The uncertainty at this point in time is thus rather

extraordinary, and we will have to wait and see what that

means for dividend payments.

- Typically, however, company management are reluctant to

cut dividends back, even if earnings come under pressure.

¡ In order to safeguard the income for unitholders, we substantially

restructured the portfolio during the final quarter of last year.

- We have taken profits in some of the retailers that have run

very hard in anticipation of lower interest rates.

- We have built positions in some resources shares. That

sector has come off so much that several stocks are now

looking very good long-term value. While a number of

commodity prices have come under pressure and earnings in

the sector will drop sharply, there are opportunities for

dividend hunters.

R100 invested at the launch 

of the fund is now paying out 

R26,50 per annum

- tax free -

and is now worth

more than R400 !

Dividend yield on initial investment
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Source: OMIGSA

The investment performance is for illustrative purposes only. It is calculated taking the actual initial fees and

all ongoing fees into account for the amount shown. Income is reinvested on the reinvestment date, unless

otherwise stated. Past performance is not necessarily an indication of future performance.


