
 
 

 
                                     PSG Equity Fund 
   Quarterly Portfolio Commentary as at 30 June 2015

 
 
As explained many times before in our commentaries, we use a 3 M’s framework to assess equity opportunities: 
Moat, Management and Margin of Safety. Margin of Safety and Moat can, to a certain extent, be measured in 
numbers: Margin of Safety refers to the resulting number when we subtract a company’s market value from 
what we believe it to be worth. A compelling moat narrative can be tested by looking at a couple of numbers, 
including the robustness of margins and the level of return on invested capital. 
 
Management, however, is a bit “softer” and potentially for that reason is often neglected by investors. We 
however believe it is perhaps the most important consideration. Excellent management teams understand the 
importance of a moat and grow their companies in the areas where the moat is the strongest and, importantly, 
avoid situations which can leave them vulnerable. Such actions result in above average compounding of profits 
and, unless the company was grossly overvalued at the start, it eventually grows into a hefty initial earnings 
multiple. So if we were wrong in the assessment of moat and/or margin of safety we could, with a bit of patience, 
be “bailed out” by an excellent management team. However, even the best of companies can be broken (often 
surprisingly quickly) by a poor management team.  
 
How do we determine which managers we want to partner with? We have a number of questions, many of 
which have reasonably binary answers: 
 

1. Does management have large shareholdings in the companies they manage that are a material part of 
their net worth? 

 
2. Does management cultivate a healthy culture? 
 

3. What is the historic track record of allocating capital? To be more granular: 

 Did the business invest in maintaining and strengthening its moat?  

 Were acquisitions done at sensible prices? 

 Were stock buy-backs done at opportune times? 

  
4. Are management incentivised for long-term performance? Warren Buffett famously said “Show me the 

incentive and I will show you the outcome”.  
 
5. Does management have a track record of taking short-term pain for long-term gain? 
 
6. Is there evidence that management have the capability to run the business in a frugal and efficient 

manner on a day-to-day basis?  
 
7. Is management focused on risk?  Specifically, is the business model sustainable and is the balance sheet 

sound?  
 
 

  



   
 
 
Consider the absolute amount of company stock held by management teams in a number of our larger equity 
holdings:  
 
 

  
Note 

Market cap Share ownership value*  
Total return 

(20 year CAGR) 

  US$ (m) US$ (m) US$ 

Markel   11 575  333 14.30% 

Porsche 1 21 241  10 620 18.20% 

Berkshire Hathaway   338 471  82 925 11.60% 

JP Morgan   250 573  1 829 10.80% 

Brookfield Asset Management 2 34 196  1 514 17.40% 

Capital One   48 260  917 14.90% 

Glencore 3 51 666  4 567 NM 

Steinhoff 4 22 643  3 578 15.80% 

          

MSCI World Index       6.70% 

FTSE/JSE ALSI       9.20% 

 
 Source: Bloomberg, PSGAM, (July 2nd 2015) 
 *- Directors, named executive officer and family where relevant 
 Note 1 : Total return from 26/01/1996; comparable MSCI CAGR = 6.94%; family own 50.01% of the share capital 
 Note 2 : Total return from 29/08/1997; comparable MSCI CAGR = 6.15% 
 Note 3 : Total return from 03/06/2011; 
 Note 4 : Total return from 25/09/1998; comparable MSCI CAGR = 6.18% excludes shareholding of Bruno Steinhoff  
 

 
We sleep much better at night knowing that the managers of these companies are lying awake every now and 
again. 

 
 
 
 
 
 

 
 

 
Disclaimer: Collective Investment Schemes in Securities (CIS) are generally medium to long-term investments. The value of participatory interests (units) or the investment may 
go down as well as up and past performance is not a guide to future performance. CIS are traded at ruling prices and can engage in borrowing and script lending. Fluctuations 
or movements in the exchange rates may cause the value of underlying international investments to go up or down. Where foreign securities are included in a portfolio, the 
portfolio is exposed to risks such as potential constraints on liquidity and the repatriation of funds; macroeconomic, political, foreign exchange, tax, settlement and potential 
limitations on the availability of market information. The portfolios may be capped at any time in order for them to be managed in accordance with their mandate. Fees and 
Performance: Prices are published daily and available on the website www.psg.co.za and in the daily newspapers. A schedule of fees and charges and maximum commissions 
is available on request from PSG Collective Investments Limited. Commission and incentives may be paid and, if so, are included in the overall costs. Forward pricing is used.  
Different classes of Participatory Interest can apply to these portfolios and are subject to different fees, charges and possibly dividend withholding tax and will thus have differing 
performances. Performance is calculated for the portfolio and individual investor performance may differ as a result thereof. All performance data for a lump sum, net of fees, 
include income and assumes reinvestment of income on a NAV-NAV basis. Source of performance: Figures quoted are from Morningstar Inc. Cut-off times: The cut-off time for 
processing investment transactions is 14h30 daily, with the exception of the PSG Money Market Fund which is 11h00. Additional information: Additional information is available 
free of charge on the website and may include publications, brochures, application forms and annual reports.  Company details: PSG Collective Investments Limited is registered 
as a CIS Manager with the Financial Services Board, and a member of the Association of Savings and Investments South Africa (ASISA) through its holdings company PSG Konsult 
Limited.  The management of the portfolios is delegated to PSG Asset Management (Pty) Ltd, an authorized Financial Services Provider under the Financial Advisory and 
Intermediary Services Act 2002, FSP no 29524. PSG Asset Management (Pty) Ltd and PSG Collective Investments Limited are subsidiaries of PSG Group Limited. Money Market: 
The PSG Money Market Fund maintains a constant price and targeted at a constant value. The quoted yield is calculated by annualizing the average 7 day yield.  A money market 
portfolio is not a bank deposit account. Excessive withdrawals from the portfolio may place the portfolio under liquidity pressures and in such circumstances a process of ring-
fencing of withdrawal instructions and managed payouts over time may be followed. The total return to the investor is made up of interest received and any gain or loss made 
on any particular instrument. In most cases the return will merely have the effect of increasing or decreasing the daily yield but in the case of abnormal losses it can have the 
effect of reducing the capital value of the portfolio. Trustee: The Standard Bank of South Africa Limited, Main Tower, Standard Bank Centre, 2 Hertzog Boulevard, Cape Town, 
8001. Tel: 021 401 2443. Email: compliance-PSG@standardbank.co.za. Conflict of Interest Disclosure: The Fund may from time to time invest in a portfolio managed by a related 
party. PSG Collective Investments Limited or the Fund Manager may negotiate a discount in fees charged by the underlying portfolio. All discounts negotiated are re-invested 
in the Fund for the benefit of the investor. Neither PSG Collective Investments Limited nor PSG Asset Management retains any portion of such discount for their own accounts. 
The Fund Manager may use the brokerage services of a related party, PSG  Securities Ltd.   
 
PSG Collective Investments Limited does not provide any guarantee either with respect to the capital or the return of the portfolio and can be contacted on 0800 600 168 
or e-mail, info@psgam.co.za. 
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               PSG Flexible Fund 
          Quarterly Portfolio Commentary as at 30 June 2015 

 
As at 30 June 2015 3.81% of the PSG Flexible Fund was invested in the following 5 construction companies: Group Five, Stefanutti Stocks, WBHO, 
Basil Read and Aveng. These companies have had a dismal performance on the JSE and their share prices have fallen considerably.  
 
These 5 construction companies represent a large part of South Africa’s construction sector and have a combined market capitalisation of only 
R12.2billion.  This is a mere 1.5% of the combined market capitalisation of R824.4bn of South Africa’s big four banks: Firstrand, Standard Bank, ABSA 
(Barclays Africa) and Nedbank. It seems that the market is saying that construction is a small and insignificant part of the economy.  
 
The construction sector is currently having a tough time as a result of a lack of work, competition commission penalties and poor management of 
construction projects leading to losses. South Africa, however, has an infrastructure backlog and we need more power plants, roads, bridges, dams, 
hospitals, schools, pipelines, etc. If South Africa does not invest in these projects over the coming years, the future of South Africa will be bleak and 
the valuations of many other South African businesses will also decrease. As valuations stand at 30 Jun 2015, extremely poor future prospects are 
priced in for these construction companies. The table below shows that the adjusted price-earnings (“PE”), price-to-book and price-to-tangible-book 
ratios are extremely low – the market clearly does not like these shares.  
 

Company 
% of 
Fund 

Adj. Price-
earnings 

Price-
to-book 

Price-to-
tangible-book 

Market Cap 
Rm 

Cash on Balance 
Sheet Rm 

Group Five 1.79% 8.7 1.0 1.0 2 752 3 124 

Stefanutti Stocks 0.75% 4.5 0.5 1.0 1 161 849 

WBHO 0.68% 8.5 1.2 1.3 5 471 3 283 

Basil Read 0.31% 4.8 0.5 0.5 540 911 

Aveng 0.28% 8.9 0.2 0.2 2 302 4 256 

TOTAL 3.81%    12 226 12 423 

 

The cash on the latest balance sheets of these 5 construction companies is R12.4billion, slightly more than their combined market capitalisation of 
R12.2billion. These companies do have debt and numerous creditors so the combined level of cash should be more of an indication of the scale of 
these companies, rather than their liquidity. The combined revenue of these 5 construction companies is R107.9billion, their combined order book 
amounts to R111.5billion and their combined number of employees is around 77 636. These numbers give further confirmation as to the scale of 
the underlying operations relative to the combined market capitalisation of R12.2billion. 
 
Current profit margins are below the long-term average profit margin of the construction industry of around 4%. Using the combined turnover of 
R107.9bn, the long term industry profit margin of 4% and a tax rate of 28% - these companies could earn profit after tax on a combined basis of 
around R3.1billion. Considering the combined market capitalisation of R12.2billion, these companies are potentially trading at a normalised PE of 
3.9x on a combined basis. 
 
Some of these construction companies may not survive in their current form, but we believe our exposures are sized to the better quality operators. 
All of these companies are cutting costs and shrinking their businesses to match the current depressed market conditions and the management 
teams of these companies are taking the necessary action to unlock value.  
 
We are once again investing against the trend as we have done on numerous occasions in the past. However, we firmly believe the odds are in our 
favour on these five construction companies, which is why we have invested 3.81% of the PSG Flexible Fund in them. 
 
 
 
Disclaimer: Collective Investment Schemes in Securities (CIS) are generally medium to long-term investments. The value of participatory interests (units) or the investment may go down as 
well as up and past performance is not a guide to future performance. CIS are traded at ruling prices and can engage in borrowing and script lending. Fluctuations or movements in the exchange 
rates may cause the value of underlying international investments to go up or down. Where foreign securities are included in a portfolio, the portfolio is exposed to risks such as potential 
constraints on liquidity and the repatriation of funds; macroeconomic, political, foreign exchange, tax, settlement and potential limitations on the availability of market information. The 
portfolios may be capped at any time in order for them to be managed in accordance with their mandate. Fees and Performance: Prices are published daily and available on the website 
www.psg.co.za and in the daily newspapers. A schedule of fees and charges and maximum commissions is available on request from PSG Collective Investments Limited. Commission and 
incentives may be paid and, if so, are included in the overall costs. Forward pricing is used.  Different classes of Participatory Interest can apply to these portfolios and are subject to different 
fees, charges and possibly dividend withholding tax and will thus have differing performances. Performance is calculated for the portfolio and individual investor performance may differ as a 
result thereof. All performance data for a lump sum, net of fees, include income and assumes reinvestment of income on a NAV-NAV basis. Source of performance: Figures quoted are from 
Morningstar Inc. Cut-off times: The cut-off time for processing investment transactions is 14h30 daily, with the exception of the PSG Money Market Fund which is 11h00. Additional 
information: Additional information is available free of charge on the website and may include publications, brochures, application forms and annual reports.  Company details: PSG Collective 
Investments Limited is registered as a CIS Manager with the Financial Services Board, and a member of the Association of Savings and Investments South Africa (ASISA) through its holdings 
company PSG Konsult Limited.  The management of the portfolios is delegated to PSG Asset Management (Pty) Ltd, an authorized Financial Services Provider under the Financial Advisory and 
Intermediary Services Act 2002, FSP no 29524. PSG Asset Management (Pty) Ltd and PSG Collective Investments Limited are subsidiaries of PSG Group Limited. Money Market: The PSG Money 
Market Fund maintains a constant price and targeted at a constant value. The quoted yield is calculated by annualizing the average 7 day yield.  A money market portfolio is not a bank deposit 
account. Excessive withdrawals from the portfolio may place the portfolio under liquidity pressures and in such circumstances a process of ring-fencing of withdrawal instructions and managed 
payouts over time may be followed. The total return to the investor is made up of interest received and any gain or loss made on any particular instrument. In most cases the return will merely 
have the effect of increasing or decreasing the daily yield but in the case of abnormal losses it can have the effect of reducing the capital value of the portfolio. Trustee: The Standard Bank of 
South Africa Limited, Main Tower, Standard Bank Centre, 2 Hertzog Boulevard, Cape Town, 8001. Tel: 021 401 2443. Email: compliance-PSG@standardbank.co.za. Conflict of Interest 
Disclosure: The Fund may from time to time invest in a portfolio managed by a related party. PSG Collective Investments Limited or the Fund Manager may negotiate a discount in fees charged 
by the underlying portfolio. All discounts negotiated are re-invested in the Fund for the benefit of the investor. Neither PSG Collective Investments Limited nor PSG Asset Management retains 
any portion of such discount for their own accounts. The Fund Manager may use the brokerage services of a related party, PSG  Securities Ltd.   
 
PSG Collective Investments Limited does not provide any guarantee either with respect to the capital or the return of the portfolio and can be contacted on 0800 600 168 or e-mail, 
info@psgam.co.za. 
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                               PSG Balanced Fund 
   Quarterly Portfolio Commentary as at 30 June 2015

 
 
As explained many times before in our commentaries, we use a 3 M’s framework to assess equity opportunities: 
Moat, Management and Margin of Safety. Margin of Safety and Moat can, to a certain extent, be measured in 
numbers: Margin of Safety refers to the resulting number when we subtract a company’s market value from 
what we believe it to be worth. A compelling moat narrative can be tested by looking at a couple of numbers, 
including the robustness of margins and the level of return on invested capital. 
 
Management, however, is a bit “softer” and potentially for that reason is often neglected by investors. We 
however believe it is perhaps the most important consideration. Excellent management teams understand the 
importance of a moat and grow their companies in the areas where the moat is the strongest and, importantly, 
avoid situations which can leave them vulnerable. Such actions result in above average compounding of profits 
and, unless the company was grossly overvalued at the start, it eventually grows into a hefty initial earnings 
multiple. So if we were wrong in the assessment of moat and/or margin of safety we could, with a bit of patience, 
be “bailed out” by an excellent management team. However, even the best of companies can be broken (often 
surprisingly quickly) by a poor management team.  
 
How do we determine which managers we want to partner with? We have a number of questions, many of 
which have reasonably binary answers: 
 

1. Does management have large shareholdings in the companies they manage that are a material part of 
their net worth? 

 
2. Does management cultivate a healthy culture? 
 

3. What is the historic track record of allocating capital? To be more granular: 

 Did the business invest in maintaining and strengthening its moat?  

 Were acquisitions done at sensible prices? 

 Were stock buy-backs done at opportune times? 

  
4. Are management incentivised for long-term performance? Warren Buffett famously said “Show me the 

incentive and I will show you the outcome”.  
 
5. Does management have a track record of taking short-term pain for long-term gain? 
 
6. Is there evidence that management have the capability to run the business in a frugal and efficient 

manner on a day-to-day basis?  
 
7. Is management focused on risk?  Specifically, is the business model sustainable and is the balance sheet 

sound?  
 
 

  



   
 
 
Consider the absolute amount of company stock held by management teams in a number of our larger equity 
holdings:  
 
 

  
Note 

Market cap Share ownership value*  
Total return 

(20 year CAGR) 

  US$ (m) US$ (m) US$ 

Markel   11 575  333 14.30% 

Porsche 1 21 241  10 620 18.20% 

Berkshire Hathaway   338 471  82 925 11.60% 

JP Morgan   250 573  1 829 10.80% 

Brookfield Asset Management 2 34 196  1 514 17.40% 

Capital One   48 260  917 14.90% 

Glencore 3 51 666  4 567 NM 

Steinhoff 4 22 643  3 578 15.80% 

          

MSCI World Index       6.70% 

FTSE/JSE ALSI       9.20% 

 
 Source: Bloomberg, PSGAM, (July 2nd 2015) 
 *- Directors, named executive officer and family where relevant 
 Note 1 : Total return from 26/01/1996; comparable MSCI CAGR = 6.94%; family own 50.01% of the share capital 
 Note 2 : Total return from 29/08/1997; comparable MSCI CAGR = 6.15% 
 Note 3 : Total return from 03/06/2011; 
 Note 4 : Total return from 25/09/1998; comparable MSCI CAGR = 6.18% excludes shareholding of Bruno Steinhoff  
 

 
We sleep much better at night knowing that the managers of these companies are lying awake every now and 
again. 

 

 
 
 
 
 

 
Disclaimer: Collective Investment Schemes in Securities (CIS) are generally medium to long-term investments. The value of participatory interests (units) or the investment may 
go down as well as up and past performance is not a guide to future performance. CIS are traded at ruling prices and can engage in borrowing and script lending. Fluctuations 
or movements in the exchange rates may cause the value of underlying international investments to go up or down. Where foreign securities are included in a portfolio, the 
portfolio is exposed to risks such as potential constraints on liquidity and the repatriation of funds; macroeconomic, political, foreign exchange, tax, settlement and potential 
limitations on the availability of market information. The portfolios may be capped at any time in order for them to be managed in accordance with their mandate. Fees and 
Performance: Prices are published daily and available on the website www.psg.co.za and in the daily newspapers. A schedule of fees and charges and maximum commissions 
is available on request from PSG Collective Investments Limited. Commission and incentives may be paid and, if so, are included in the overall costs. Forward pricing is used.  
Different classes of Participatory Interest can apply to these portfolios and are subject to different fees, charges and possibly dividend withholding tax and will thus have differing 
performances. Performance is calculated for the portfolio and individual investor performance may differ as a result thereof. All performance data for a lump sum, net of fees, 
include income and assumes reinvestment of income on a NAV-NAV basis. Source of performance: Figures quoted are from Morningstar Inc. Cut-off times: The cut-off time for 
processing investment transactions is 14h30 daily, with the exception of the PSG Money Market Fund which is 11h00. Additional information: Additional information is available 
free of charge on the website and may include publications, brochures, application forms and annual reports.  Company details: PSG Collective Investments Limited is registered 
as a CIS Manager with the Financial Services Board, and a member of the Association of Savings and Investments South Africa (ASISA) through its holdings company PSG Konsult 
Limited.  The management of the portfolios is delegated to PSG Asset Management (Pty) Ltd, an authorized Financial Services Provider under the Financial Advisory and 
Intermediary Services Act 2002, FSP no 29524. PSG Asset Management (Pty) Ltd and PSG Collective Investments Limited are subsidiaries of PSG Group Limited. Money Market: 
The PSG Money Market Fund maintains a constant price and targeted at a constant value. The quoted yield is calculated by annualizing the average 7 day yield.  A money market 
portfolio is not a bank deposit account. Excessive withdrawals from the portfolio may place the portfolio under liquidity pressures and in such circumstances a process of ring-
fencing of withdrawal instructions and managed payouts over time may be followed. The total return to the investor is made up of interest received and any gain or loss made 
on any particular instrument. In most cases the return will merely have the effect of increasing or decreasing the daily yield but in the case of abnormal losses it can have the 
effect of reducing the capital value of the portfolio. Trustee: The Standard Bank of South Africa Limited, Main Tower, Standard Bank Centre, 2 Hertzog Boulevard, Cape Town, 
8001. Tel: 021 401 2443. Email: compliance-PSG@standardbank.co.za. Conflict of Interest Disclosure: The Fund may from time to time invest in a portfolio managed by a related 
party. PSG Collective Investments Limited or the Fund Manager may negotiate a discount in fees charged by the underlying portfolio. All discounts negotiated are re-invested 
in the Fund for the benefit of the investor. Neither PSG Collective Investments Limited nor PSG Asset Management retains any portion of such discount for their own accounts. 
The Fund Manager may use the brokerage services of a related party, PSG  Securities Ltd.   
 
PSG Collective Investments Limited does not provide any guarantee either with respect to the capital or the return of the portfolio and can be contacted on 0800 600 168 
or e-mail, info@psgam.co.za. 
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                                     PSG Stable Fund 
   Quarterly Portfolio Commentary as at 30 June 2015

 
 
As explained many times before in our commentaries, we use a 3 M’s framework to assess equity opportunities: 
Moat, Management and Margin of Safety. Margin of Safety and Moat can, to a certain extent, be measured in 
numbers: Margin of Safety refers to the resulting number when we subtract a company’s market value from 
what we believe it to be worth. A compelling moat narrative can be tested by looking at a couple of numbers, 
including the robustness of margins and the level of return on invested capital. 
 
Management, however, is a bit “softer” and potentially for that reason is often neglected by investors. We 
however believe it is perhaps the most important consideration. Excellent management teams understand the 
importance of a moat and grow their companies in the areas where the moat is the strongest and, importantly, 
avoid situations which can leave them vulnerable. Such actions result in above average compounding of profits 
and, unless the company was grossly overvalued at the start, it eventually grows into a hefty initial earnings 
multiple. So if we were wrong in the assessment of moat and/or margin of safety we could, with a bit of patience, 
be “bailed out” by an excellent management team. However, even the best of companies can be broken (often 
surprisingly quickly) by a poor management team.  
 
How do we determine which managers we want to partner with? We have a number of questions, many of 
which have reasonably binary answers: 
 

1. Does management have large shareholdings in the companies they manage that are a material part of 
their net worth? 

 
2. Does management cultivate a healthy culture? 
 

3. What is the historic track record of allocating capital? To be more granular: 

 Did the business invest in maintaining and strengthening its moat?  

 Were acquisitions done at sensible prices? 

 Were stock buy-backs done at opportune times? 

  
4. Are management incentivised for long-term performance? Warren Buffett famously said “Show me the 

incentive and I will show you the outcome”.  
 
5. Does management have a track record of taking short-term pain for long-term gain? 
 
6. Is there evidence that management have the capability to run the business in a frugal and efficient manner 

on a day-to-day basis?  
 
7. Is management focused on risk?  Specifically, is the business model sustainable and is the balance sheet 

sound?  
 
 

  



   
 
 
Consider the absolute amount of company stock held by management teams in a number of our larger equity 
holdings:  
 
 

  
Note 

Market cap Share ownership value*  
Total return 

(20 year CAGR) 

  US$ (m) US$ (m) US$ 

Markel   11 575  333 14.30% 

Porsche 1 21 241  10 620 18.20% 

Berkshire Hathaway   338 471  82 925 11.60% 

JP Morgan   250 573  1 829 10.80% 

Brookfield Asset Management 2 34 196  1 514 17.40% 

Capital One   48 260  917 14.90% 

Glencore 3 51 666  4 567 NM 

Steinhoff 4 22 643  3 578 15.80% 

          

MSCI World Index       6.70% 

FTSE/JSE ALSI       9.20% 

 
 Source: Bloomberg, PSGAM, (July 2nd 2015) 
 *- Directors, named executive officer and family where relevant 
 Note 1 : Total return from 26/01/1996; comparable MSCI CAGR = 6.94%; family own 50.01% of the share capital 
 Note 2 : Total return from 29/08/1997; comparable MSCI CAGR = 6.15% 
 Note 3 : Total return from 03/06/2011; 
 Note 4 : Total return from 25/09/1998; comparable MSCI CAGR = 6.18% excludes shareholding of Bruno Steinhoff  
 

 
We sleep much better at night knowing that the managers of these companies are lying awake every now and 
again. 

 

 
 
 
 
 

 
Disclaimer: Collective Investment Schemes in Securities (CIS) are generally medium to long-term investments. The value of participatory interests (units) or the investment may 
go down as well as up and past performance is not a guide to future performance. CIS are traded at ruling prices and can engage in borrowing and script lending. Fluctuations 
or movements in the exchange rates may cause the value of underlying international investments to go up or down. Where foreign securities are included in a portfolio, the 
portfolio is exposed to risks such as potential constraints on liquidity and the repatriation of funds; macroeconomic, political, foreign exchange, tax, settlement and potential 
limitations on the availability of market information. The portfolios may be capped at any time in order for them to be managed in accordance with their mandate. Fees and 
Performance: Prices are published daily and available on the website www.psg.co.za and in the daily newspapers. A schedule of fees and charges and maximum commissions 
is available on request from PSG Collective Investments Limited. Commission and incentives may be paid and, if so, are included in the overall costs. Forward pricing is used.  
Different classes of Participatory Interest can apply to these portfolios and are subject to different fees, charges and possibly dividend withholding tax and will thus have differing 
performances. Performance is calculated for the portfolio and individual investor performance may differ as a result thereof. All performance data for a lump sum, net of fees, 
include income and assumes reinvestment of income on a NAV-NAV basis. Source of performance: Figures quoted are from Morningstar Inc. Cut-off times: The cut-off time for 
processing investment transactions is 14h30 daily, with the exception of the PSG Money Market Fund which is 11h00. Additional information: Additional information is available 
free of charge on the website and may include publications, brochures, application forms and annual reports.  Company details: PSG Collective Investments Limited is registered 
as a CIS Manager with the Financial Services Board, and a member of the Association of Savings and Investments South Africa (ASISA) through its holdings company PSG Konsult 
Limited.  The management of the portfolios is delegated to PSG Asset Management (Pty) Ltd, an authorized Financial Services Provider under the Financial Advisory and 
Intermediary Services Act 2002, FSP no 29524. PSG Asset Management (Pty) Ltd and PSG Collective Investments Limited are subsidiaries of PSG Group Limited. Money Market: 
The PSG Money Market Fund maintains a constant price and targeted at a constant value. The quoted yield is calculated by annualizing the average 7 day yield.  A money market 
portfolio is not a bank deposit account. Excessive withdrawals from the portfolio may place the portfolio under liquidity pressures and in such circumstances a process of ring-
fencing of withdrawal instructions and managed payouts over time may be followed. The total return to the investor is made up of interest received and any gain or loss made 
on any particular instrument. In most cases the return will merely have the effect of increasing or decreasing the daily yield but in the case of abnormal losses it can have the 
effect of reducing the capital value of the portfolio. Trustee: The Standard Bank of South Africa Limited, Main Tower, Standard Bank Centre, 2 Hertzog Boulevard, Cape Town, 
8001. Tel: 021 401 2443. Email: compliance-PSG@standardbank.co.za. Conflict of Interest Disclosure: The Fund may from time to time invest in a portfolio managed by a related 
party. PSG Collective Investments Limited or the Fund Manager may negotiate a discount in fees charged by the underlying portfolio. All discounts negotiated are re-invested 
in the Fund for the benefit of the investor. Neither PSG Collective Investments Limited nor PSG Asset Management retains any portion of such discount for their own accounts. 
The Fund Manager may use the brokerage services of a related party, PSG  Securities Ltd.   
 
PSG Collective Investments Limited does not provide any guarantee either with respect to the capital or the return of the portfolio and can be contacted on 0800 600 168 
or e-mail, info@psgam.co.za. 

 

MANAGEMENT COMPANY: PSG Collective Investments Limited • 1st Floor, PSG House, Alphen Park • Constantia Main Road, Constantia, 7806 • Tel: (021) 799-8000, Fax: (021) 799-8181 • Email: info@psgam.co.za, Website: www.psg..co.za 
 

                                  PSG Stable Fund 

Quarterly Portfolio Commentary as at 30 June 2015 

http://www.psg.co.za/
mailto:compliance-PSG@standardbank.co.za
mailto:info@psgam.co.za
http://www.psgam.co.za/


 
 
 

 

                                                                    PSG Income Fund 
        Quarterly Portfolio Commentary as at 30 June 2015 

 
It was only a question of time before fixed income markets started to react to the currency volatility seen over the last year. At the most recent 
quarter end it was the turn of bond markets to make an about turn on their downward trajectory. 
 
Global bond markets have been benign 
Since the implementation of quantitative easing by major central banks, global bond markets have been somewhat benign in nature and term 
premiums on long dated bonds were pushed into low to negative territory. (Bond term premium is the additional yield an investor requires for 
holding bonds to compensate for the term risk associated with the instrument’s duration.) This became so severe at one stage in the early part of 
the year that even Fed Chairman Janet Yellen made a comment about how low term premiums in bonds have been across developed markets. 
 
European 10-year bonds were at all-time lows 
This situation was most visible in the European bond market where German 10-year bond yields fell to an all-time low of only 5 basis points. Investors 
had no margin of safety to protect themselves at that stage against an adverse (upward) move in market interest rates, as term premiums were 
negative. Consequently, we have seen the extreme situation on negative term premiums reverse in bonds to more “normalised” levels. The rise in 
bond yields during the second quarter of 2015 had everything to do with the mean reversion of term premiums, rather than a material change in 
the outlook for growth or inflation. 
 
Central banks are not comfortable to raise rates 
Globally, inflation and growth remain at levels below where central banks would have to start adjusting monetary policy. So far in 2015 we have 
witnessed 37 central banks across the globe ease monetary policy further. So it is clear that central banks are not yet in a comfortable position to 
retract accommodative policy. We know the central banks of Europe and Japan continue with their various quantitative easing programs, but it was 
the central bank of China (PBOC) that eased monetary policy the most during the second quarter. The PBOC has been easing policy not just through 
the reduction in interest rates, but also through bank capital requirements, signalling that it is concerned about domestic economic fundamentals, 
which has had a spill-over effect on commodity producers like SA. 
 
South African Reserve Bank Monetary Policy Committee hawkish 
Locally the fundamental drivers for growth have been revised downwards and the outlook for inflation remains to the upside. The SARB MPC revised 
their outlook for inflation over the next two years substantially higher due to the effects of electricity tariffs, wage increases, food and fuel prices 
rising at rates well above the upper band of the inflation target. The MPC has on the back of this turned more hawkish, warning the market of the 
continuation of the interest rate hiking cycle. This is prudent from the SARB as their credibility is being tested in the face of a higher inflation profile 
over the next year to 18 months. The fact, however, remains that domestic growth remains well below long-term potential growth rates due to 
various structural reasons. 
 
Fixed income markets started to normalise from low yields in the first quarter with the SA 10 year yield trading in a range of 7.7 to 8.5%. Government 
and large state owned enterprises (Eskom and Transnet) remain the dominant issuers of long dated bonds, although we have seen the risk appetite 
for these SOE issuers decline and their spreads (premiums) over government bonds increase. Issuance of short- and medium- dated corporate credit 
was still limited to the major banks and only a limited amount of true corporate paper was issued. Corporates issuers at this point in time are 
adjusting to the new pricing band in the bond market and mainly issue new notes when current notes mature. 
 
As banks are required to bring their funding book maturity profile more in line with Basel 3 regulations, we continue to see banks pay higher yields 
on their longer dated NCD’s. We have been selectively using this opportunity to lock in higher real yields into the fund at a low risk of default level. 
Currently longer dated bank NCD’s look attractive given the level of risk and the expected path of inflation and interest rates. We will continue to 
deploy cash when real yields are attractive given the appropriate level of risk.  
 
Conclusion 
The expected path of inflation and interest rates is upward, both in the US and domestically. Should interest rate increases surprise on the upside it 
will be good for investors holding cash and less so for investors holding long-duration fixed coupon bonds where the yield curve remains very flat. 
Investors should be cautious about exposing themselves to investments which have significant duration risk, where the yields are not compensating 
them for the possible risks. We remain confident that the cash instruments that we hold are providing our investors with attractive real returns and 
that those bonds in the fund have been acquired at a yield that has a margin of safety and, if rates do rise substantially, will present our investors 
with a very low risk of capital loss. 
 
Disclaimer: Collective Investment Schemes in Securities (CIS) are generally medium to long-term investments. The value of participatory interests (units) or the investment may go down as 
well as up and past performance is not a guide to future performance. CIS are traded at ruling prices and can engage in borrowing and script lending. Prices are published daily and available 
on the website www.psg.co.za and in the daily newspapers. Fluctuations or movements in the exchange rates may cause the value of underlying international investments to go up or down. 
Fees: A schedule of fees and charges and maximum commissions is available on request from PSG Collective Investments Limited. Commission and incentives may be paid and, if so, are 
included in the overall costs. Forward pricing is used. The portfolios may be capped at any time in order for them to be managed in accordance with their mandate.  Different classes of 
Participatory Interest can apply to these portfolios and are subject to different fees, charges and possibly dividend withholding tax and will thus have differing performances. Performance: 
Performance is calculated for the portfolio and individual investor performance may differ as a result thereof. All performance data for a lump sum, net of fees, include income and assumes 
reinvestment of income on a NAV-NAV basis. Source of performance: Figures quoted are from Morningstar Inc. Cut-off times: The cut-off time for processing investment transactions is 14h30 
daily, with the exception of the PSG Money Market Fund which is 11h00. Where foreign securities are included in a portfolio, the portfolio is exposed to risks such as potential constraints on 
liquidity and the repatriation of funds; macroeconomic, political, foreign exchange, tax, settlement and potential limitations on the availability of market information. Additional information: 
Additional information is available free of charge on the website and may include publications, brochures, application forms and annual reports.  Company details: PSG Collective Investments 
Limited is registered as a CIS Manager with the Financial Services Board, and a member of the Association of Savings and Investments South Africa (ASISA) through its holdings company PSG 
Konsult Limited.  PSG Asset Management (Pty) Ltd (FSP no 29524) and PSG Collective Investments Limited are subsidiaries of PSG Group Limited. Trustee: The Standard Bank of South Africa 
Limited, Main Tower, Standard Bank Centre, 2 Hertzog Boulevard, Cape Town, 8001. Tel: 021 401 2443. Email: compliance-PSG@standardbank.co.za. Conflict of Interest Disclosure: The Fund 
may from time to time invest in a portfolio managed by a related party. PSG Collective Investments Limited or the Fund Manager may negotiate a discount in fees charged by the underlying 
portfolio. All discounts negotiated are re-invested in the Fund for the benefit of the investor. Neither PSG Collective Investments Limited nor PSG Asset Management retains any portion of 
such discount for their own accounts. The Fund Manager may use the brokerage services of a related party, PSG  Securities Ltd.   
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                               PSG Diversified Income Fund 
        Quarterly Portfolio Commentary as at 30 June 2015 

 
It was only a question of time before fixed income markets started to react to the currency volatility seen over the last year. At the most recent 
quarter end it was the turn of bond markets to make an about turn on their downward trajectory. 
 
Global bond markets have been benign 
Since the implementation of quantitative easing by major central banks, global bond markets have been somewhat benign in nature and term 
premiums on long dated bonds were pushed into low to negative territory. (Bond term premium is the additional yield an investor requires for 
holding bonds to compensate for the term risk associated with the instrument’s duration.) This became so severe at one stage in the early part of 
the year that even Fed Chairman Janet Yellen made a comment about how low term premiums in bonds have been across developed markets. 
 
European 10-year bonds were at all-time lows 
This situation was most visible in the European bond market where German 10-year bond yields fell to an all-time low of only 5 basis points. Investors 
had no margin of safety to protect themselves at that stage against an adverse (upward) move in market interest rates, as term premiums were 
negative. Consequently, we have seen the extreme situation on negative term premiums reverse in bonds to more “normalised” levels. The rise in 
bond yields during the second quarter of 2015 had everything to do with the mean reversion of term premiums, rather than a material change in 
the outlook for growth or inflation. 
 
Central banks are not comfortable to raise rates 
Globally, inflation and growth remain at levels below where central banks would have to start adjusting monetary policy. So far in 2015 we have 
witnessed 37 central banks across the globe ease monetary policy further. So it is clear that central banks are not yet in a comfortable position to 
retract accommodative policy. We know the central banks of Europe and Japan continue with their various quantitative easing programs, but it was 
the central bank of China (PBOC) that eased monetary policy the most during the second quarter. The PBOC has been easing policy not just through 
the reduction in interest rates, but also through bank capital requirements, signalling that it is concerned about domestic economic fundamentals, 
which has had a spill-over effect on commodity producers like SA. 
 
South African Reserve Bank Monetary Policy Committee hawkish 
Locally the fundamental drivers for growth have been revised downwards and the outlook for inflation remains to the upside. The SARB MPC revised 
their outlook for inflation over the next two years substantially higher due to the effects of electricity tariffs, wage increases, food and fuel prices 
rising at rates well above the upper band of the inflation target. The MPC has on the back of this turned more hawkish, warning the market of the 
continuation of the interest rate hiking cycle. This is prudent from the SARB as their credibility is being tested in the face of a higher inflation profile 
over the next year to 18 months. The fact, however, remains that domestic growth remains well below long-term potential growth rates due to 
various structural reasons. 
 
Fixed income markets started to normalise from low yields in the first quarter with the SA 10 year yield trading in a range of 7.7 to 8.5%. Government 
and large state owned enterprises (Eskom and Transnet) remain the dominant issuers of long dated bonds, although we have seen the risk appetite 
for these SOE issuers decline and their spreads (premiums) over government bonds increase. Issuance of short- and medium- dated corporate credit 
was still limited to the major banks and only a limited amount of true corporate paper was issued. Corporates issuers at this point in time are 
adjusting to the new pricing band in the bond market and mainly issue new notes when current notes mature. 
 
As banks are required to bring their funding book maturity profile more in line with Basel 3 regulations, we continue to see banks pay higher yields 
on their longer dated NCD’s. We have been selectively using this opportunity to lock in higher real yields into the fund at a low risk of default level. 
Currently longer dated bank NCD’s look attractive given the level of risk and the expected path of inflation and interest rates. We will continue to 
deploy cash when real yields are attractive given the appropriate level of risk.  
 
Conclusion 
The expected path of inflation and interest rates is upward, both in the US and domestically. Should interest rate increases surprise on the upside it 
will be good for investors holding cash and less so for investors holding long-duration fixed coupon bonds where the yield curve remains very flat. 
Investors should be cautious about exposing themselves to investments which have significant duration risk, where the yields are not compensating 
them for the possible risks. We remain confident that the cash instruments that we hold are providing our investors with attractive real returns and 
that those bonds in the fund have been acquired at a yield that has a margin of safety and, if rates do rise substantially, will present our investors 
with a very low risk of capital loss. 
 
Disclaimer: Collective Investment Schemes in Securities (CIS) are generally medium to long-term investments. The value of participatory interests (units) or the investment may go down as 
well as up and past performance is not a guide to future performance. CIS are traded at ruling prices and can engage in borrowing and script lending. Prices are published daily and available 
on the website www.psg.co.za and in the daily newspapers. Fluctuations or movements in the exchange rates may cause the value of underlying international investments to go up or down. 
Fees: A schedule of fees and charges and maximum commissions is available on request from PSG Collective Investments Limited. Commission and incentives may be paid and, if so, are 
included in the overall costs. Forward pricing is used. The portfolios may be capped at any time in order for them to be managed in accordance with their mandate.  Different classes of 
Participatory Interest can apply to these portfolios and are subject to different fees, charges and possibly dividend withholding tax and will thus have differing performances. Performance: 
Performance is calculated for the portfolio and individual investor performance may differ as a result thereof. All performance data for a lump sum, net of fees, include income and assumes 
reinvestment of income on a NAV-NAV basis. Source of performance: Figures quoted are from Morningstar Inc. Cut-off times: The cut-off time for processing investment transactions is 14h30 
daily, with the exception of the PSG Money Market Fund which is 11h00. Where foreign securities are included in a portfolio, the portfolio is exposed to risks such as potential constraints on 
liquidity and the repatriation of funds; macroeconomic, political, foreign exchange, tax, settlement and potential limitations on the availability of market information. Additional information: 
Additional information is available free of charge on the website and may include publications, brochures, application forms and annual reports.  Company details: PSG Collective Investments 
Limited is registered as a CIS Manager with the Financial Services Board, and a member of the Association of Savings and Investments South Africa (ASISA) through its holdings company PSG 
Konsult Limited.  PSG Asset Management (Pty) Ltd (FSP no 29524) and PSG Collective Investments Limited are subsidiaries of PSG Group Limited. Trustee: The Standard Bank of South Africa 
Limited, Main Tower, Standard Bank Centre, 2 Hertzog Boulevard, Cape Town, 8001. Tel: 021 401 2443. Email: compliance-PSG@standardbank.co.za. Conflict of Interest Disclosure: The Fund 
may from time to time invest in a portfolio managed by a related party. PSG Collective Investments Limited or the Fund Manager may negotiate a discount in fees charged by the underlying 
portfolio. All discounts negotiated are re-invested in the Fund for the benefit of the investor. Neither PSG Collective Investments Limited nor PSG Asset Management retains any portion of 
such discount for their own accounts. The Fund Manager may use the brokerage services of a related party, PSG  Securities Ltd.   
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      PSG Money Market Fund 
             Quarterly Portfolio Commentary as at 30 June 2015 

The trend in inflation has changed upwards since the low of 3.8% year-on-year in February this year. The advantage of 
lower fuel prices was neutralised by a big adjustment in the fuel levy. Together with a weakening Rand against the US 
Dollar, as well as a rebound in oil prices from $45 to $65, the Rand petrol price has risen by more than 35% since February. 
 
Agricultural commodities has risen sharply as below average rainfall in the summer reduced harvest volumes drastically. 
The increase in the price of yellow and white maize of approximately 40% will also impact the price of chicken and beef 
over the next six months. Above inflation increases in municipal rates, electricity prices and in wages are also contributing 
to upward pressures on inflation.  
 
The outlook for economic growth has weakened for this and next year as production in mining and agriculture remains 
weak and the growth in tourism slowed markedly.  Further, with the consumer in a weak position, domestic demand also 
remains weak.  
 
The MPC meeting in July will provide clarity whether the SARB gives more weight to the deteriorating inflation outlook 
than to the weaker growth picture.  
 
Banks are currently comfortable with their funding profiles which reduced the upward pressure on the NCD rates. The six 
to eight month part of the money market curve remains the most attractive. 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Disclaimer: Collective Investment Schemes in Securities (CIS) are generally medium to long-term investments. The value of participatory interests (units) or the investment may go down as 
well as up and past performance is not a guide to future performance. CIS are traded at ruling prices and can engage in borrowing and script lending. Fluctuations or movements in the exchange 
rates may cause the value of underlying international investments to go up or down. Where foreign securities are included in a portfolio, the portfolio is exposed to risks such as potential 
constraints on liquidity and the repatriation of funds; macroeconomic, political, foreign exchange, tax, settlement and potential limitations on the availability of market information. The 
portfolios may be capped at any time in order for them to be managed in accordance with their mandate. Fees and Performance: Prices are published daily and available on the website 
www.psg.co.za and in the daily newspapers. A schedule of fees and charges and maximum commissions is available on request from PSG Collective Investments Limited. Commission and 
incentives may be paid and, if so, are included in the overall costs. Forward pricing is used.  Different classes of Participatory Interest can apply to these portfolios and are subject to different 
fees, charges and possibly dividend withholding tax and will thus have differing performances. Performance is calculated for the portfolio and individual investor performance may differ as a 
result thereof. All performance data for a lump sum, net of fees, include income and assumes reinvestment of income on a NAV-NAV basis. Source of performance: Figures quoted are from 
Morningstar Inc. Cut-off times: The cut-off time for processing investment transactions is 14h30 daily, with the exception of the PSG Money Market Fund which is 11h00. Additional 
information: Additional information is available free of charge on the website and may include publications, brochures, application forms and annual reports.  Company details: PSG Collective 
Investments Limited is registered as a CIS Manager with the Financial Services Board, and a member of the Association of Savings and Investments South Africa (ASISA) through its holdings 
company PSG Konsult Limited.  The management of the portfolios is delegated to PSG Asset Management (Pty) Ltd, an authorized Financial Services Provider under the Financial Advisory and 
Intermediary Services Act 2002, FSP no 29524. PSG Asset Management (Pty) Ltd and PSG Collective Investments Limited are subsidiaries of PSG Group Limited. Money Market: The PSG Money 
Market Fund maintains a constant price and targeted at a constant value. The quoted yield is calculated by annualizing the average 7 day yield.  A money market portfolio is not a bank deposit 
account. Excessive withdrawals from the portfolio may place the portfolio under liquidity pressures and in such circumstances a process of ring-fencing of withdrawal instructions and managed 
payouts over time may be followed. The total return to the investor is made up of interest received and any gain or loss made on any particular instrument. In most cases the return will merely 
have the effect of increasing or decreasing the daily yield but in the case of abnormal losses it can have the effect of reducing the capital value of the portfolio. Trustee: The Standard Bank of 
South Africa Limited, Main Tower, Standard Bank Centre, 2 Hertzog Boulevard, Cape Town, 8001. Tel: 021 401 2443. Email: compliance-PSG@standardbank.co.za. Conflict of Interest 
Disclosure: The Fund may from time to time invest in a portfolio managed by a related party. PSG Collective Investments Limited or the Fund Manager may negotiate a discount in fees charged 
by the underlying portfolio. All discounts negotiated are re-invested in the Fund for the benefit of the investor. Neither PSG Collective Investments Limited nor PSG Asset Management retains 
any portion of such discount for their own accounts. The Fund Manager may use the brokerage services of a related party, PSG  Securities Ltd.   
 
PSG Collective Investments Limited does not provide any guarantee either with respect to the capital or the return of the portfolio and can be contacted on 0800 600 168 or e-mail, 
info@psgam.co.za. 
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          PSG Global Equity Feeder Fund 
   Quarterly Portfolio Commentary as at 30 June 2015

 
 
As explained many times before in our commentaries, we use a 3 M’s framework to assess equity opportunities: 
Moat, Management and Margin of Safety. Margin of Safety and Moat can, to a certain extent, be measured in 
numbers: Margin of Safety refers to the resulting number when we subtract a company’s market value from 
what we believe it to be worth. A compelling moat narrative can be tested by looking at a couple of numbers, 
including the robustness of margins and the level of return on invested capital. 
 
Management, however, is a bit “softer” and potentially for that reason is often neglected by investors. We 
however believe it is perhaps the most important consideration. Excellent management teams understand the 
importance of a moat and grow their companies in the areas where the moat is the strongest and, importantly, 
avoid situations which can leave them vulnerable. Such actions result in above average compounding of profits 
and, unless the company was grossly overvalued at the start, it eventually grows into a hefty initial earnings 
multiple. So if we were wrong in the assessment of moat and/or margin of safety we could, with a bit of patience, 
be “bailed out” by an excellent management team. However, even the best of companies can be broken (often 
surprisingly quickly) by a poor management team.  
 
How do we determine which managers we want to partner with? We have a number of questions, many of 
which have reasonably binary answers: 
 

1. Does management have large shareholdings in the companies they manage that are a material part of 
their net worth? 

 
2. Does management cultivate a healthy culture? 
 

3. What is the historic track record of allocating capital? To be more granular: 

 Did the business invest in maintaining and strengthening its moat?  

 Were acquisitions done at sensible prices? 

 Were stock buy-backs done at opportune times? 

  
4. Are management incentivised for long-term performance? Warren Buffett famously said “Show me the 

incentive and I will show you the outcome”.  
 
5. Does management have a track record of taking short-term pain for long-term gain? 
 
6. Is there evidence that management have the capability to run the business in a frugal and efficient 

manner on a day-to-day basis?  
 
7. Is management focused on risk?  Specifically, is the business model sustainable and is the balance sheet 

sound?  
 
 

  



   
 
 
Consider the absolute amount of company stock held by management teams in a number of our larger equity 
holdings:  
 
 

  
Note 

Market cap Share ownership value*  
Total return 

(20 year CAGR) 

  US$ (m) US$ (m) US$ 

Markel   11 575  333 14.30% 

Porsche 1 21 241  10 620 18.20% 

Berkshire Hathaway   338 471  82 925 11.60% 

JP Morgan   250 573  1 829 10.80% 

Brookfield Asset Management 2 34 196  1 514 17.40% 

Capital One   48 260  917 14.90% 

Glencore 3 51 666  4 567 NM 

Steinhoff 4 22 643  3 578 15.80% 

          

MSCI World Index       6.70% 

FTSE/JSE ALSI       9.20% 

 
 Source: Bloomberg, PSGAM, (July 2nd 2015) 
 *- Directors, named executive officer and family where relevant 
 Note 1 : Total return from 26/01/1996; comparable MSCI CAGR = 6.94%; family own 50.01% of the share capital 
 Note 2 : Total return from 29/08/1997; comparable MSCI CAGR = 6.15% 
 Note 3 : Total return from 03/06/2011; 
 Note 4 : Total return from 25/09/1998; comparable MSCI CAGR = 6.18% excludes shareholding of Bruno Steinhoff  
 

 
We sleep much better at night knowing that the managers of these companies are lying awake every now and 
again. 

 

 
 
 
 
 

 
Disclaimer: Collective Investment Schemes in Securities (CIS) are generally medium to long-term investments. The value of participatory interests (units) or the investment may 
go down as well as up and past performance is not a guide to future performance. CIS are traded at ruling prices and can engage in borrowing and script lending. Fluctuations 
or movements in the exchange rates may cause the value of underlying international investments to go up or down. Where foreign securities are included in a portfolio, the 
portfolio is exposed to risks such as potential constraints on liquidity and the repatriation of funds; macroeconomic, political, foreign exchange, tax, settlement and potential 
limitations on the availability of market information. The portfolios may be capped at any time in order for them to be managed in accordance with their mandate. Fees and 
Performance: Prices are published daily and available on the website www.psg.co.za and in the daily newspapers. A schedule of fees and charges and maximum commissions 
is available on request from PSG Collective Investments Limited. Commission and incentives may be paid and, if so, are included in the overall costs. Forward pricing is used.  
Different classes of Participatory Interest can apply to these portfolios and are subject to different fees, charges and possibly dividend withholding tax and will thus have differing 
performances. Performance is calculated for the portfolio and individual investor performance may differ as a result thereof. All performance data for a lump sum, net of fees, 
include income and assumes reinvestment of income on a NAV-NAV basis. Source of performance: Figures quoted are from Morningstar Inc. Cut-off times: The cut-off time for 
processing investment transactions is 14h30 daily, with the exception of the PSG Money Market Fund which is 11h00. Additional information: Additional information is available 
free of charge on the website and may include publications, brochures, application forms and annual reports.  Company details: PSG Collective Investments Limited is registered 
as a CIS Manager with the Financial Services Board, and a member of the Association of Savings and Investments South Africa (ASISA) through its holdings company PSG Konsult 
Limited.  The management of the portfolios is delegated to PSG Asset Management (Pty) Ltd, an authorized Financial Services Provider under the Financial Advisory and 
Intermediary Services Act 2002, FSP no 29524. PSG Asset Management (Pty) Ltd and PSG Collective Investments Limited are subsidiaries of PSG Group Limited. Money Market: 
The PSG Money Market Fund maintains a constant price and targeted at a constant value. The quoted yield is calculated by annualizing the average 7 day yield.  A money market 
portfolio is not a bank deposit account. Excessive withdrawals from the portfolio may place the portfolio under liquidity pressures and in such circumstances a process of ring-
fencing of withdrawal instructions and managed payouts over time may be followed. The total return to the investor is made up of interest received and any gain or loss made 
on any particular instrument. In most cases the return will merely have the effect of increasing or decreasing the daily yield but in the case of abnormal losses it can have the 
effect of reducing the capital value of the portfolio. Trustee: The Standard Bank of South Africa Limited, Main Tower, Standard Bank Centre, 2 Hertzog Boulevard, Cape Town, 
8001. Tel: 021 401 2443. Email: compliance-PSG@standardbank.co.za. Conflict of Interest Disclosure: The Fund may from time to time invest in a portfolio managed by a related 
party. PSG Collective Investments Limited or the Fund Manager may negotiate a discount in fees charged by the underlying portfolio. All discounts negotiated are re-invested 
in the Fund for the benefit of the investor. Neither PSG Collective Investments Limited nor PSG Asset Management retains any portion of such discount for their own accounts. 
The Fund Manager may use the brokerage services of a related party, PSG  Securities Ltd.   
 
PSG Collective Investments Limited does not provide any guarantee either with respect to the capital or the return of the portfolio and can be contacted on 0800 600 168 
or e-mail, info@psgam.co.za. 
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        PSG Global Flexible Feeder Fund 
   Quarterly Portfolio Commentary as at 30 June 2015

 
 
As explained many times before in our commentaries, we use a 3 M’s framework to assess equity opportunities: 
Moat, Management and Margin of Safety. Margin of Safety and Moat can, to a certain extent, be measured in 
numbers: Margin of Safety refers to the resulting number when we subtract a company’s market value from 
what we believe it to be worth. A compelling moat narrative can be tested by looking at a couple of numbers, 
including the robustness of margins and the level of return on invested capital. 
 
Management, however, is a bit “softer” and potentially for that reason is often neglected by investors. We 
however believe it is perhaps the most important consideration. Excellent management teams understand the 
importance of a moat and grow their companies in the areas where the moat is the strongest and, importantly, 
avoid situations which can leave them vulnerable. Such actions result in above average compounding of profits 
and, unless the company was grossly overvalued at the start, it eventually grows into a hefty initial earnings 
multiple. So if we were wrong in the assessment of moat and/or margin of safety we could, with a bit of patience, 
be “bailed out” by an excellent management team. However, even the best of companies can be broken (often 
surprisingly quickly) by a poor management team.  
 
How do we determine which managers we want to partner with? We have a number of questions, many of 
which have reasonably binary answers: 
 

1. Does management have large shareholdings in the companies they manage that are a material part of 
their net worth? 

 
2. Does management cultivate a healthy culture? 
 

3. What is the historic track record of allocating capital? To be more granular: 

 Did the business invest in maintaining and strengthening its moat?  

 Were acquisitions done at sensible prices? 

 Were stock buy-backs done at opportune times? 

  
4. Are management incentivised for long-term performance? Warren Buffett famously said “Show me the 

incentive and I will show you the outcome”.  
 
5. Does management have a track record of taking short-term pain for long-term gain? 
 
6. Is there evidence that management have the capability to run the business in a frugal and efficient 

manner on a day-to-day basis?  
 
7. Is management focused on risk?  Specifically, is the business model sustainable and is the balance sheet 

sound?  
 
 

  



   
 
 
Consider the absolute amount of company stock held by management teams in a number of our larger equity 
holdings:  
 
 

  
Note 

Market cap Share ownership value*  
Total return 

(20 year CAGR) 

  US$ (m) US$ (m) US$ 

Markel   11 575  333 14.30% 

Porsche 1 21 241  10 620 18.20% 

Berkshire Hathaway   338 471  82 925 11.60% 

JP Morgan   250 573  1 829 10.80% 

Brookfield Asset Management 2 34 196  1 514 17.40% 

Capital One   48 260  917 14.90% 

Glencore 3 51 666  4 567 NM 

Steinhoff 4 22 643  3 578 15.80% 

          

MSCI World Index       6.70% 

FTSE/JSE ALSI       9.20% 

 
 Source: Bloomberg, PSGAM, (July 2nd 2015) 
 *- Directors, named executive officer and family where relevant 
 Note 1 : Total return from 26/01/1996; comparable MSCI CAGR = 6.94%; family own 50.01% of the share capital 
 Note 2 : Total return from 29/08/1997; comparable MSCI CAGR = 6.15% 
 Note 3 : Total return from 03/06/2011; 
 Note 4 : Total return from 25/09/1998; comparable MSCI CAGR = 6.18% excludes shareholding of Bruno Steinhoff  
 

 
We sleep much better at night knowing that the managers of these companies are lying awake every now and 
again. 

 

 
 
 
 
 

 
Disclaimer: Collective Investment Schemes in Securities (CIS) are generally medium to long-term investments. The value of participatory interests (units) or the investment may 
go down as well as up and past performance is not a guide to future performance. CIS are traded at ruling prices and can engage in borrowing and script lending. Fluctuations 
or movements in the exchange rates may cause the value of underlying international investments to go up or down. Where foreign securities are included in a portfolio, the 
portfolio is exposed to risks such as potential constraints on liquidity and the repatriation of funds; macroeconomic, political, foreign exchange, tax, settlement and potential 
limitations on the availability of market information. The portfolios may be capped at any time in order for them to be managed in accordance with their mandate. Fees and 
Performance: Prices are published daily and available on the website www.psg.co.za and in the daily newspapers. A schedule of fees and charges and maximum commissions 
is available on request from PSG Collective Investments Limited. Commission and incentives may be paid and, if so, are included in the overall costs. Forward pricing is used.  
Different classes of Participatory Interest can apply to these portfolios and are subject to different fees, charges and possibly dividend withholding tax and will thus have differing 
performances. Performance is calculated for the portfolio and individual investor performance may differ as a result thereof. All performance data for a lump sum, net of fees, 
include income and assumes reinvestment of income on a NAV-NAV basis. Source of performance: Figures quoted are from Morningstar Inc. Cut-off times: The cut-off time for 
processing investment transactions is 14h30 daily, with the exception of the PSG Money Market Fund which is 11h00. Additional information: Additional information is available 
free of charge on the website and may include publications, brochures, application forms and annual reports.  Company details: PSG Collective Investments Limited is registered 
as a CIS Manager with the Financial Services Board, and a member of the Association of Savings and Investments South Africa (ASISA) through its holdings company PSG Konsult 
Limited.  The management of the portfolios is delegated to PSG Asset Management (Pty) Ltd, an authorized Financial Services Provider under the Financial Advisory and 
Intermediary Services Act 2002, FSP no 29524. PSG Asset Management (Pty) Ltd and PSG Collective Investments Limited are subsidiaries of PSG Group Limited. Money Market: 
The PSG Money Market Fund maintains a constant price and targeted at a constant value. The quoted yield is calculated by annualizing the average 7 day yield.  A money market 
portfolio is not a bank deposit account. Excessive withdrawals from the portfolio may place the portfolio under liquidity pressures and in such circumstances a process of ring-
fencing of withdrawal instructions and managed payouts over time may be followed. The total return to the investor is made up of interest received and any gain or loss made 
on any particular instrument. In most cases the return will merely have the effect of increasing or decreasing the daily yield but in the case of abnormal losses it can have the 
effect of reducing the capital value of the portfolio. Trustee: The Standard Bank of South Africa Limited, Main Tower, Standard Bank Centre, 2 Hertzog Boulevard, Cape Town, 
8001. Tel: 021 401 2443. Email: compliance-PSG@standardbank.co.za. Conflict of Interest Disclosure: The Fund may from time to time invest in a portfolio managed by a related 
party. PSG Collective Investments Limited or the Fund Manager may negotiate a discount in fees charged by the underlying portfolio. All discounts negotiated are re-invested 
in the Fund for the benefit of the investor. Neither PSG Collective Investments Limited nor PSG Asset Management retains any portion of such discount for their own accounts. 
The Fund Manager may use the brokerage services of a related party, PSG  Securities Ltd.   
 
PSG Collective Investments Limited does not provide any guarantee either with respect to the capital or the return of the portfolio and can be contacted on 0800 600 168 
or e-mail, info@psgam.co.za. 
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