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An environment the typical value investment manager does 
not like, is where market conditions are similar to what the 
SA value investment manager experienced after 2008 to 
the end of 2015. This happens when the market continues 
to price good businesses upwards, to the point where the 
price does not make sense relative to the valuation of the 
company. Despite the company being a great business, the 
value investment manager will not buy the share because  
it is being over priced by the market. The investment 
manager will analyse the market price and calculate what 
it implies for the future position of the company. It will 
decide whether the current market price is sustainable 
into the future or not, based on knowledge of company 
management, the fundamentals of the company and the 
macro-economic environment. 

This leads to another important consideration of the value 
investment manager, price. The value investment manager 
sees destruction of value or realised loss where shares 
of a company are bought at high levels, which are not 
reflective of the company fundamentals. If the shares of 
a company (despite the company being a good business) 
are bought at elevated prices and the market value of the 
company does not move beyond the elevated purchase 
price paid, the investment manager has essentially locked 
a loss into the portfolio. This phenomenon is seen by most 
value investment managers as the prime cause of value 
destruction. At times where all shares are indiscriminately 
bid down, such as the period after the market crash of 
2008, presented an ideal opportunity for value investment 
managers to pick up quality companies at historically low 
prices. Clichés such as: “buy into a falling market and sell 
into a rising market” or “a good business is not necessarily 
a good investment” make sense in a value investment 
manager’s world.  

under the spotlight
In this edition of Insights, the value investment style 
is discussed and Perpetua Investment Managers  
is reviewed (by Tatjana Raunich)

Value investment managers – nerves of steel, patience of 
Job and unwavering conviction
Value investment managers seek companies in the market 
that have been priced cheaply relative to their intrinsic 
value; where the fundamental value of a company has  
not been acknowledged in the market price, or a catalyst 
that will unlock value of the company in the future is 
identified. When the rest of the market realises the  
true value of the company, it will be reflected in the  
market price. Once the market price of the share increases 
to a price level the investment manager considers to reflect  
fair value of the company, the investment manager will  
sell the share and a profit will be realised. The value 
philosophy advocates buying good companies, at good 
(low) prices. After purchasing the share, time is needed for 
realisation of value; this time frame is usually longer than 
anticipated, hence the need to think of value investing as a 
long-term strategy. 

The investment manager builds in a margin of safety, 
which is the difference between the price the investment 
manager is prepared to pay for a share and fair value 
(share price at which the investment manager feels is 
reflective of the fair value of the company). The margin 
widens when the investment manager feels the quality or 
competitive edge of the company is being compromised. 
Where a company share is bought at a relatively low 
market price (cheap), where value previously seen by the 
value investment manager is no longer valid or has been 
eroded, or the catalyst that was needed to unlock value 
does not materialise, this is where the value manager 
has made a mistake on the valuation of the company and 
the market price correctly reflects its low intrinsic value. 
The investment is termed a value trap. Value investment 
managers perform extensive bottom-up company 
research and analysis to identify investment opportunities, 
simultaneously avoiding value traps.
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The value investment managers are at risk of selling a 
company too soon, where a share (whose price has moved 
beyond what is seen as fair value) is sold too soon and is 
not held long enough to capture all the upside movement in 
the share price. This happens because the value investment 
manager wants to avoid holding the share to the point 
where the market realises the share price is no longer 
reflective of company value and the market price of the 
share collapses to fair value or below. 

Most investment managers apply varying degrees of value 
investing in their investment processes. Value investment 
managers are deemed contrarian when they sell too early, 
buy too early or see value in a company that is contrary to 
market consensus. 

Contrarian value investing
A contrarian believes that certain crowd behaviour among 
investors can lead to exploitable mispricings in the 
securities markets, where overoptimistic or -pessimistic 
expectations for companies can result in unjustifiably 
high/low expectations respectively. Contrarian value 
investment managers are usually benchmark agnostic 
and place a large emphasis on bottom-up analysis.  
These characteristics dovetail with the value investing 
style, as value investment management is synonymous 
with finding investment opportunities that are far less 
obvious to the market.  

Contrarian value investment managers generally have 
very strong personalities with equally strong conviction 
reflected in the largest holdings of their portfolios and 
are able to successfully navigate their portfolios through 
the passage of time until the value of a position held in 
the portfolio unlocks. The upside is usually tremendous, 
not forgetting the tail risk on the flip side of the coin, 
where the downside could be horrendous. 

Markets for value and implications for portfolio risk
In concentrated markets such as the SA market, the 
opportunity set for value investment managers is fairly 
narrow and value opportunities can be specific to sectors. 
If value opportunities are specific to sectors, like they 
were between 2008 and 2015, where shares with value 
characteristics were concentrated in the resource 
sector, value-styled investment managers that resolutely 

adhered to the value philosophy and whose portfolios 
were overly concentrated in this sector, suffered extreme 
underperformance when the sector suffered its worst pull 
back in the latter half of 2015. Thankfully recovering in 
2016 when resources recovered. The investor experience 
was stressful, having to weather extreme volatility. 
Diversification can reduce volatility within the value style 
philosophy, by moving away from the pure value philosophy 
in accepting a slightly larger premium to be paid for 
shares across different sectors; or companies priced by 
the market for their stability and competitive advantage 
(quality); or, alternatively, by moving down the quality 
spectrum to include shares across sectors of companies 
with lower quality characteristics, but with wider margins 
of safety. Most deep value investment managers tend to 
adopt the latter as opposed to the former. A deep value 
investment manager places a greater emphasis on price 
paid for the company shares and finds value in assets 
of companies whose share price has fallen to an extent 
where it is unlikely that they can fall any further and 
thus the margin between the share price and the asset 
value is deemed to be extremely large. When the price 
recovers, super profits are realised. It is preferable that 
a combination of value strategies or thesis be used to 
reduce portfolio risk within the value strategy.

Portfolios where underlying companies are selected  
using a value philosophy, should outperform when 
the value style is in favour. There are many different 
environments where value style works or is seen to be  
in favour and where it does not work or the style is out  
of favour. The value style generally works when the market 
rewards companies based on their fundamentals –and 
prices of companies will rise as favourable fundamentals 
start to play out in company results, reflecting in the 
market price of a particular company share. An example of 
environment where the value style will struggle is in a ‘risk 
off’-type market environment, where there are dislocations 
in the global/local economy whose effects on underlying 
businesses are unpredictable. The market tends to 
reward companies that exhibit characteristics that are 
perceived to withstand associated risks, thus becoming 
increasingly price inelastic and paying less attention to the 
fundamentals of individual businesses in sectors, which 
are seen to be more volatile. Value investment managers 
generally adopt a bottom-up portfolio construction 
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process, meaning that sector allocation within a portfolio 
is the net effect of the underlying shares purchased by 
the investment manager. This fits within the context of 
the value philosophy, which forms the basis upon which 
shares are selected. Given the nature of the bottom-up 
portfolio construction process, unintended risks can  
arise at portfolio level. Thus, an understanding of the  
role portfolio construction principles play in the de-risking 
of a portfolio should not be underestimated. Investment 
managers should be aware of sector exposure, sizing  
of individual shares and the contribution to risk at a 
portfolio level. This will assist in the identification of any 
unintended risks.

Momentum Outcome-based Investments’ approach to 
value investing
Momentum Outcome-based Investments recognises 
the necessity of the inclusion of value-type strategies 
into multi-strategy portfolios, which acts as a diversifier 
because of its relatively low correlation to other strategies 
within a portfolio. In certain instances, the value style can 
display a form of downside protection in down markets. 
This is because shares with a larger margin of safety 
have a larger degree of risk already priced in. Thus, when 
markets fall, these shares should decline less, relative to 
those trading above their intrinsic value, which often have 
a degree of speculative value reflected in their price. The 
speculative value may evaporate when market sentiment 
turns negative.

It is important to correctly size the exposure of the value 
strategy in the portfolio .The portfolio manager will need 
to consider the risk budget, which quantifies the level 
of exposure to a style that optimises the probability of 
delivering on the portfolio’s return and risk objective. 

It is equally important to understand the inherent risk 
in an investment strategy particular to an individual 
investment management company and its investment 
philosophy. In the case of a value strategy, inherent risk 
can be interpreted as the sizeable position taken in a 
sector or share by an individual investment manager, 
which differs materially relative to its chosen benchmark 
or relative to peers with comparable strategies. The way 
in which style/strategy risk is treated within a multi-
strategy portfolio, holds bearing on the overall fit of the 

style that an individual investment manager brings to 
the multi-strategy portfolio. In many cases, the trade-off 
lies between the diversification benefit compared with 
the incremental risk added by the strategy at an overall 
portfolio level. 

At this point, the article introduces an independent 
boutique manager with a unique approach to the value 
philosophy. Delphine Govender (ex Allan Gray portfolio 
manager) took value investing to a different level  
through the focus on an “All-encompassing, True Value 
Investing Continuum” upon the founding of Perpetua 
Investment Managers.

Company origins
The business was incorporated in 2012, founded by 
Delphine and Logan Govender. It has been systematically 
built starting with the investment philosophy, investment 
process and systems. Once these were bedded down, the 
business was carefully capacitated, being mindful of the 
purposeful intention of achieving a complete buy into the 
culture and philosophy of the business. The culture is one 
of investment excellence, where diversity is embraced 
in an environment where employees are given the 
opportunity to excel. The investment company is black-
owned and -managed with a BEE level 1 rating. Perpetua 
subscribes to the principles promoted by the Code for 
Responsible Investing in South Africa (CRISA).

Assets under management 
Figure 1.1

216 (Rm)

5439 (Rm)

Institutional Assets

Source: Perpetua Investment Managers

Retail Assets
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• Total assets under management amount to  
R5.65 billion at 30 October 2016. Perpetua is still in the 
early stage of the company life cycle and is recognised 
by Momentum Outcome-based Investments as 
an early-stage business, where assets under 
management are still relatively small, allowing more 
flexibility and nimbleness in it strategies compared to 
investment managers that manage much larger pools 
of investments.

• The portfolio managers are aware of reduction of 
the opportunity set when assets under management 
become relatively large, ie the investment manager 
having to own a larger number of shares within a 
specific company to reach a percentage exposure  
that will represent a meaningful position in the 
portfolio – typically when total assets under 
management reach values of between R50 to R100 
billion. When total assets under management reach 
levels such as these, it becomes more difficult for the 
investment manager to invest in smaller-capitalisation 
companies without adding significant liquidity risk, 
and becoming a significant and sometimes a majority 
shareholder. Perpetua is prepared to cap its portfolios 
when investment opportunities are materially eroded 
as a consequence of large asset levels.

Key investment professionals
• Delphine Govender  |  Chief Investment Officer 

Delphine Govender has 18 years of experience in 
investment management. She started her investment 
career as investment analyst with Old Mutual Asset 
Managers, followed by African Harvest Fund  
Managers between 1999 and 2001. The majority of  
her investment experience (11 years) was gained at 
Allan Gray Limited. Delphine joined Allan Gray in  
July 2001 as an analyst and was appointed as a 
portfolio manager in 2005. During her investment 
career at Allan Gray Limited, she was responsible for 
managing a portion of the unconstrained equity and 
balanced (domestic and global) portfolios. She also 
had full responsibility for the benchmark-cognisant 
relative equity and market-neutral mandates. 
Delphine has gained in-depth investment research 
experience across the full spectrum of the South 
African stock market, including the industrial, 
financial and resource sectors. She also performed 

various roles at board level, where she was and 
executive director and a trustee for a foundation 
during her time at Allan Gray. As an executive  
director, she was intrinsically involved in the strategic 
business decisions facing Allan Gray Limited. 
Delphine co-founded Perpetua Investment Managers 
in 2012. As chief investment officer at Perpetua, 
Delphine has ultimate responsibility for the overall 
investment returns of the business and her primary 
role is lead portfolio manager. She is also responsible 
for developing the in-house investment research 
capability and recruiting and developing a sustainable 
pipeline of investment talent. 

• Logan Govender  |  Chief Operating Officer 
Logan Govender has been engaged in the financial 
services sector for 24 years, since 1991. He has 
provided audit and advisory services at Deloittes  
and thereafter was involved at a transactional level  
at Mettle and PSG Investment Bank, Zero One  
Nine Capital and Pr1me Investment Managers.  
Logan specialises in financial structuring, capital 
raising and mergers and acquisitions and, now, 
portfolio management. He has worked on a significant 
number of transactions in South Africa including 
cross-border transactions, and has accumulated 
diverse skills in the capital markets. Logan co-founded 
Perpetua Investment Managers in 2012 and serves 
as chief operating officer at Perpetua. He is primarily 
responsible for overseeing all operational aspects of 
Perpetua, including administration, accounting, legal, 
human resources and compliance, to ensure Perpetua 
maintains operational capability and legal compliance 
at all times.

• Lonwabo Maqubela  |  Portfolio Manager, Head of 
Research and Analyst 
Lonwabo Maqubela is head of research at Perpetua 
Investment Managers and was appointed as portfolio 
manager from 1 October 2014. He is responsible  
for managing a portion of the equity portfolios.  
Maqubela has close to 11 years of financial services 
experience, having spent more than nine years in  
the investment management sector, obtaining  
first-hand investment analysis experience. He started 
his investments career at Allan Gray Limited, where he 
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spent four years, and then moved to STANLIB. In 2012, 
Maqubela joined Perpetua Investment Managers, as 
the firm was launched. During his career, Maqubela 
has gained a broad spectrum of investment research 
experience, analysing companies within the resources, 
banking, food, retail, paper and industrial sectors.  
He is a qualified Chartered Accountant, having served 
his three-year traineeship at Ernst & Young. 

• Patrick Ntshalintshali  |  Portfolio Manager  
and Analyst 
Patrick Ntshalintshali has 20 years of investment 
experience. He started his career in 1996, as a 
research analyst for Syfrets Managed Assets before 
becoming a portfolio manager. In 2000, he joined  
Old Mutual Asset Managers as an analyst and portfolio 
manager for industrial sector portfolios and the  
multi-award winning Old Mutual Consumer Fund. 
Before leaving Old Mutual in 2008, he held the 
designation of joint head of core equity investments 
within Old Mutual Investment Group South Africa 
(OMIGSA). In 2008, he co-founded Mtungwa 
Investment Holdings with investments in mining, 
financial services, information technology and 

property development. Ntshalintshali also spent two 
years (2012 to 2014) at Vunani Fund Managers as a 
portfolio manager and head of equity research before 
joining Perpetua Investment Managers. 

• Mark Butler  |  Portfolio Manager and Analyst 
Mark Butler qualified as a Chartered Accountant in 
1996, serving his training contract with Deloitte and 
Touche in Johannesburg. Shortly after qualifying,  
he went to London to broaden his horizons. He gained 
invaluable experience in London, where he started 
his investment career at Baring Asset Management 
covering South African equities. He took some 
time out to travel before joining Aberdeen Asset 
Management’s London-based emerging market team 
in 2000. His primary responsibility at Aberdeen was 
for EMEA and Latin American equities. He returned 
to South Africa in 2008 to join Coronation Fund 
Managers’ emerging markets team and, in February 
2015, he joined Perpetua Investment Managers, to 
drive the company’s global portfolio offering. He is 
also a CFA® charterholder. Butler has 18 years of 
investment experience.

Figure 1.2 Group structure

Founders Share Incentive Trust

Perpetua Holdings

Perpetua Investment  
Managers

RMI Investment Managers

Staff
Participating 
Preference 

Shares 12.5% of 
Dividend

83.33%

16.67%

75%
25%

Source: Perpetua Investment Managers
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• The shareholding structure of Perpetua continues  
to be concentrated in the hands of the founders,  
thus independence is maintained, which ensures  
the investment focus and philosophy remains intact.  
Staff members also have a share in the equity,  
which changes the employee mindset from a  
salaried employee to an owner member, aligning 
individual objectives to that of the business. It also 
promotes development of staff by the business,  
which strengthens the team, ultimately reducing  
key-man risk. 

• During September 2015, Perpetua concluded an 
agreement where an option was granted to Rand 
Merchant Insurance Investment Managers (RMI IM) 
to acquire 25% in Perpetua. This will occur over a 
period of up to five years. The current shareholding 
and shareholding features of Perpetua will remain as 
above until the option is exercised.  

• Importantly, Perpetua has been guaranteed 
independence of business and investment process, 
which help facilitate the next stage of growth for 
Perpetua and will enhance distribution in retail 
and institutional, particularly from the joint venture 
between MMI Holdings Limited and RMI IM.

Team member Current position Industry experience

Investment team

Delphine Govender Chief Investment Officer, Portfolio Manager, Analyst 18 years

Lonwabo Maqubela Head of Research, Portfolio Manager, Analyst 9 years

Patrick Ntshalintshali Portfolio Manager, Analyst 20 years

Mark Butler Portfolio Manager, Analyst 18 years

Phomolo Rabana Equity Analyst 4 years

Mahomed Ibrahim Equity Analyst 2 years experience and 5 years 
investment consulting

Kanyisa Ntontela Investment Analyst 9 years

Bjorn Samuels Equity Analyst 2 years

Glen Heinrich* Equity  Analyst 7 years

Operations team

Logan Govender Chief Operating Officer >24 years

Marlene Miller-Bake Trader 18 years

Bongiwe Beja Client Services, Business Development 7 years

Najma Adams Adminsitrator >21 years

Phil Hulse Operations, Portfolio Administrator 5 years

Sbongile Sidzumo Client Service Support 6 years

Nomsa Ngqina Investment  Team Support, Reception 1 year

Nomvuyo Tyesi Office Support, Reception 3 years

Collius Tengwani Office Support

Cynthia Mgijima Office Support

Felicity van Rensburg Office Support

Table 1: Investment team structure and roles

Source: Perpetua Investment Managers

*New hire - effective 1 December 2016
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The business is completely investment focused, therefore 
non-core investment functions have been outsourced. 
Perpetua is in the process of expanding its investment 
team and an additional analyst and trainee analyst will be 
joining the company in the new year.

Investment philosophy
Perpetua’s investment philosophy is centred on the theory 
of a value-based investment approach. Investments are 
made only where such investments can be purchased at 
a price that is at a discount to their estimation of the true 
intrinsic value of a business. 

Perpetua does not chase short-term trends and is 
singularly focused on a long-term value-based approach. 
An important outcome from this approach is that the 
portfolio managers do not pay for potential investment 
benefits that are being priced into current share prices 
(especially where such benefits are only expected to 
realise far out into the future). “The price paid for a  
share is the strongest determinant of future returns”.  
The portfolio managers are unconstrained in terms of 
portfolio construction, subject to mandate limits, and are 
mindful of not being contrarian for the sake of it.

Perpetua, where appropriate, implements multiple 
value-type strategies within its overall value philosophy. 
The different value strategies within the value philosophy 
are seen across a continuum referred to as ‘True Value 
Continuum’ (see figure 1.3 below), where multiple theses 
for purchasing a share at a discount relative to the intrinsic 
value are recognised. Thus, the portfolio managers take an 
‘all-encompassing’ approach to the value philosophy. The 
reasons/strategies are defined as follows:
• Deep value refers to mean reversion of earnings, 

which will account for a portion of Perpetua’s portfolio 
but not the entirety. Cyclical companies tend to 
mean revert and can be described as companies that 
are correlated to the business cycle. In economic 
prosperity, revenues are generally high and, in 
economic downturns, revenues are generally low. The 
market tends to discriminate against cyclical-type 
companies during economic downturns, for example 
the majority of mining companies are cyclical.

• Unrecognised growth is growth that is likely to occur 
and is not being priced in. Growth companies can be 
described as companies that are expected to grow 
faster than  
their industry or market, as measured by revenue 
earnings or cashflows. The portfolio managers 
endeavour to identify the companies that will move 
from the bottom-left quadrant to the top-right 
quadrant of the continuum, ie from recognised to 
unrecognised growth.

• Value is assets undervalued in the ‘whole’.
• Relative value is where the company is inexpensive 

relative to its own history and or market.
• GARP (growth at a reasonable price)/QARP(quality  

at a reasonable price) are recognised growth/quality 
shares reasonably priced. Quality companies  
can be seen to be those that consistently earn  
returns on capital higher than the cost of capital. 
Known characteristics that lead to the achievement  
of the above are those companies that have a 
competitive advantage. This could be in terms of 
brand loyalty, competitive pricing/low costs – leading 
to increasing market share, thus, diluting competition 
in their space. Perpetua does not pay more for a 
company than it is worth, even if the company is a 
‘quality’ company, as the risk is that the value of the 
share (after it has been sold off) may never recover  
to the price paid for it, (if it was purchased at  
expensive levels). This is seen as a permanent  
capital loss.

• The continuum ranges from the extreme circumstance 
of lower valuation and lower earnings visibility to the 
other end of the spectrum, which is high valuation  
and high earnings visibility. Every share will move 
along the continuum through its life cycle, depending 
on a variety of factors. A share can swing from one end 
of the continuum to another. This extremity can be for 
structural reasons or market sentiment and  
the latter is usually the reason for extreme 
movements. Depicted below is the Perpetua  
‘true-value-investing continuum’.
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Figure 1.3: Perpetua’s true-value-investing continuum
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Source: Perpetua Investment Managers

Perpetua’s investment process
The investment process is a bottom-up-driven process, 
where investments are assessed over a four- to five-year 
time horizon. The process involves information analysis, 
which includes equity market and equity security research, 
with local and global coverage. Macroeconomic, fixed 
interest and currency research is also conducted, followed 
by asset allocation, investment strategy and themes.

Equity investment approach
• The SA universe is made up of about 120 to 140 

shares, which are screened from a quantitative and 
qualitative perspective. The quantitative part consists 
of Perpetua’s proprietary screening and ranking 
model (representing the company’s own best views 
and forecasts). Qualitative screening covers aspects 
such as profit warnings, earnings disappointments, 

broker sells/consensus views, neglected shares within 
sectors, under-owned shares and poor sentiment 
industry read-throughs.

• Environmental, social and governance (ESG) aspects: 
A company’s environmental and social standing 
is assessed via ESG management analysis, which 
is factored into a company’s valuations. Portfolio 
exposure is capped in terms of companies whose 
boards give cause for concern. Perpetua has developed 
its own ESG-based industry weightings, which are built 
into the final ESG score. The ESG score feeds into its 
overall risk-rating metrics.

• The research process is prioritised to maximise 
efficiency of time spent on potential investment 
opportunities. A summarised report is written on 
the company, which is an overview of the company. 
From this point, team engagement takes place, where 
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formal and informal meetings are held, and where 
the investment proposal is discussed. If the team 
agrees that further research is warranted, a detailed 
research process is performed, which is a two- to 
four-week process. The focus is on the investment 
case (earnings forecasts, risks, ESG factors, company 
management review, valuation, recommendation and 
risk rating). The detailed report on the investment case 
is circulated ahead of meetings, where the company 
investment case is discussed and debated by the 
broader team. Voting takes place and each participant 
formulates a risk rating in addition to his/her buy/sell 
vote. The list of researched shares (being continually 
updated) reflects votes and also indicates companies 
that have been approved for purchase.

• The portfolio managers actively engage with company 
management, the frequency is determined by the 
influence and role management plays in each 
investment case.

• The quarterly macro-strategy review provides a 
backdrop against which the share is evaluated,  
when considering its inclusion into the portfolio.  
The main macro-economic variables that are 
considered are currency, structural, thematic and 
relative valuations.

• The portfolio managers will not invest in shares, which 
they believe have deteriorating fundamentals, opaque 
business models, optionality being fully discounted  
into the price (fundamentally overvalued) and where 
there are binary elements to the investment case 
(eliminates speculation).

Income investment approach
• In line with the long-term investment approach,  

there will not be excessive trading within the income 
asset class. The investment process takes on an 
absolute focus and is duration centric. The fixed 
income capability is used in a multi-asset context and 
analysis leverages off bottom-up equity research. 

• A holistic approach is taken with regard to money 
markets and bonds. Therefore, they are viewed in 
combination. The portfolio managers establish a core 
view on key drivers, such as inflation, supply  
and duration. 

• Credit research is performed to determine the 
attractiveness of corporate debt. Delphine Govender is 
the portfolio manager of the fixed income process and 
Kanyisa Ntontela is the analyst that is responsible for 
credit analysis and recommendations. Rules have been 
set to monitor exposure and creditworthiness of this 
asset class of which Logan Govender has oversight. 

• The universe consists of about 1699 liquid and illiquid 

fixed income instruments. The portfolio managers, 
on a quantitative basis, compare current portfolio 
yield to maturities, to other sovereign and corporate 
bonds with similar maturities, and look at the yield-
enhancing properties of the instrument. A buy/sell list 
is created for all bonds that have been researched  
and discussed. 

• A model portfolio is created from the buy list that  
will reflect bonds with target weightings, which  
are optimised to maximize yield to maturity,  
coupon and duration outcomes. Discussions are 
held to evaluate risks to cash flows and probability of 
default. The portfolio managers endeavour to gain a 
comprehensive understanding of the issuer and,  
where possible, will leverage off equity research,  
if it is a listed corporate. A rigorous process is  
applied to sovereign state-owned enterprises and 
corporate issuers.

Portfolio construction
• Portfolios are constructed by using a bottom-up 

approach, which is an aggregation of shares  
captured in notional portfolios built by each  
portfolio manager, and is based on the percentage 
managed by each portfolio manager via a separate 
allocations process. This is referred to as the multiple 
portfolio management system. Positions are  
reduced or sold when the share reaches its intrinsic 
value or can be replaced by a more attractive 
investment opportunity.

• Portfolio weightings are determined by an assessment 
of the attractiveness of an opportunity, as opposed 
to the fundamental risk, which is captured in a risk 
rating. The risk rating ultimately limits the absolute 
size of the position taken in the client portfolio. 
Some of the main risk factors (among others)  
that contribute to the overall risk rating are liquidity 
grading, financial metrics, attractiveness, ESG, 
forecast and assumption risk. This is monitored 
by a compliance and risk management process, 
which includes mandate limitations. Weightings for 
client-imposed relative value equity mandates will 
necessitate that benchmark weightings be taken into 
consideration once share weightings through individual 
risk assessments have been calculated.
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• Overall portfolio positioning, and sources and 
contribution to tracking error are analysed through the 
i-Maps portfolio risk system, providing the portfolio 
managers with an overview of risk related to  
active positions

• The largest 10 shares make up about 55% to 65% of 
portfolios, of which the total number of shares in a 
portfolio would average between 35 and 45.

Multi-asset class portfolio construction
• Asset allocation and equity weightings (including 

property) are determined by individual portfolio 
managers. The principles of the multiple-portfolio-
manager approach used in equity share selection 
(referred to above) is used in the same manner 
to arrive at a weighted asset allocation (subject 
to Regulation 28 compliance). Global exposure is 
determined by the individual portfolio manager and is 
capped to a maximum of 25%. Fixed income (local) is 
the balancing asset class and is dependent on levels 
of local equity exposure and global exposure. Delphine 
Govender is responsible for the inclusion of global 
income (as part of the 25% maximum exposure), which 
consists of cash and treasuries with no duration risk. 

• Tactical asset allocation is not pursued. Instead, where 
the equity selection process offers up fewer attractive 
shares, the portfolio managers seek to increase 
exposure to the other asset classes, based on their 
absolute and relative attractiveness compared  
with cash.

• Delphine Govender and Mark Butler have joint 
responsibilities with respect to global equity portfolio 
management. The offshore capability is fully integrated 
with the local capability, as the whole investment team 
participates in global company analysis with varying 
emphasis. For each individual, the global focus will 
vary between 10% and 20%; with Mark Butler  
(whose career has been predominantly in the  
global space) spending 90% of his time on global 
companies. The same investment process for the 
global equity portion of the multiple balanced portfolio 
is followed as for the local equity portion, with a few 

nuances: the investment focus is on the portion of  
the true-value- investment continuum that denotes 
above-average businesses, ie relative value and GARP.  
(see figure 1.3 for explanation of the continuum). 

• The global universe is made up of about 68 000 shares, 
which are screened for liquidity and size (minimum 
traded of US$5 million per day). The shares are 
then screened from a quantitative and qualitative 
perspective. The quantitative part consists of ten 
factors, of which valuation, margin yield and leverage 
return are included. Qualitative screening includes 
various factors and also ideas from attendance of 
global conferences, analysis of global trends,  
journals, etc. The outcome is the Perpetua global ideas 
list, which consists of about 250 to 300 shares. Mark 
Butler prioritises these for preliminary research to 
be performed by himself and his team, from which a 
summarised report is prepared. This is followed by a 
detailed analysis, team interaction and voting,  
which is a similar process to that followed in the  
local space. Perpetua’s global share risk rating is 
based on the same scoring process that is used 
for local shares. Liquidity grading within the global 
score card starts with a minimum size of 3%, with 
an increasing calibration, as the average daily traded 
value increases. 

• The number of global shares in the multi-asset class 
portfolio will range between 10 and 24 and, in the 
global equity standalone portfolio, between 20 and 35. 
Country limits and sector limits are applied, where 
country limits are the greater of twice the benchmark 
weighting or benchmark weighting plus 10%, and 
the benchmark is the MSCI All Country World Index 
(includes developed and emerging markets).  
The sector limit is such, that no sector can be greater 
than 25% of the portfolio.

• Perpetua intends launching a global specialist equity 
mandate at the start of 2017. The team will be further 
capacitated with an offshore analyst to assist Mark 
Butler, where 80% of his/her time will be spent on 
offshore analysis.
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Perpetua MET Equity Fund 

Inception date: 22 September 2014

Portfolio managers: Delphine Govender, Lonwabo 

Maqubela and Patrick Ntshalintshali

Portfolio size: R209.23 million at 30 September 2016 

Benchmark: FTSE/JSE SWIX

Peer group: The ASISA peer group, Peer Group 

Composite and FTSE/JSE Value Index 

have been included for comparative 

and explanatory purposes.

• The objective of the Perpetua MET Equity Fund is to maximise 

long-term returns by investing in listed domestic equities and 

to outperform the listed South African equity market, without 

assuming greater risk.

• The fund is focused on stock selection as determined by an 

all-encompassing valuation based investment methodology 

in pursuit of the fund’s objective. The fund is not benchmark 

cognisant in its construction.

• At times, the fund can therefore differ from equity funds 

with the same benchmark but which follow a benchmark 

cognisant approach. The fund’s mandate is to have a 

minimum of 80% of the fund’s net asset value invested in 

domestic equities.

• To date global shares have not been included in this portfolio

Figure 1.4: One-year rolling returns from October 2014 to 

September 2016

Benchmark: FTSE/JSE SWIX
ASISA peer group: The average returns of a group of portfolios classified in the ASISA 
South African – Equity – General category (1).
Peer group composite: Average returns for a select few portfolios Momentum  
Outcome-based Solutions views to be representative of the value investment style, chosen 
from the ASISA Equity General category
FTSE/JSE Value Index: This index was designed by the JSE to reflect portfolios focusing 
on the price and value characteristics of securities, weighted towards those companies 
with identifiable value characteristics.
Key 1: The Association of Savings and Investments South Africa (ASISA ) South African – 
Equity – General category is a peer group (classified by ASISA) of retail unit trusts whose 
average monthly returns are measured by Morningstar.
Source: Momentum Outcome-based Solutions, Morningstar and I-Net Bridge

Figure 1.5 above shows that even though the portfolio  

(Perpetua MET General Equity Fund) underperformed the 

benchmark, it has a better return profile on a one-year rolling 

basis compared with its value-styled peers (peer group 

composite), between September 2015 and August 2016.  

When value as a style is rewarded by the market on a relative 

basis, the value-styled portfolios benefit, outperforming 

the FTSE/JSE SWIX. However, the magnitude of relative 

outperformance by the portfolio can be more muted compared 

to the relative outperformance of the peer group composite.  

This behaviour can be explained by Perpetua’s more diverse 

exposure to value strategies across the value investing 

continuum. The extent of the differences will also depend on 

the breadth of value strategies used along the continuum. 

Perpetua does not rely too heavily on or to the exclusion of, 

other value strategies, nor does the company place reliance on 

the realisation of a single value strategy. The value investing 

continuum, which is the centre of Perpetua’s investment 

philosophy, contributes to the smoother experience for the 

client from a return perspective. Risk cognisance is imbedded in 

Perpetua’s philosophy.

Table2: Risk and return statistics from October 2014 to 

September 2016

 Portfolio Benchmark

ASISA  
peer 

group

Peer 
group 

composite 
(Value)

Cumulative return 1.79% 15.67% 9.30% 2.42%

Annualised return 0.89% 7.55% 4.55% 1.20%

Annualised 
standard deviation

15.01% 10.88% 9.66% 12.60%

Maximum 
drawdown

-21.20% -9.20% 10.25% -17.90%

Sharpe (RFR) (0.32) 0.10 (0.20) (0.38)

Sortino (RFR) (0.56) 0.08  (0.37) (0.60)

Percentage 
positive months

41.7% 58.3% 50.0% 45.8%

Months to 
recovery from 
drawdown

- 4.00 - 8.00

Tracking error 10.39% n/a n/a n/a

Information ratio (0.19) n/a n/a n/a

Figure 1.5: One-year rolling active returns relative to peer  
group composite and FTSE/JSE SWIX from October 2014 to 
September 2016
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Relative to the benchmark and its peers in the retail space,  

the portfolio has underperformed on an annualised basis for  

the period. Please note the following when analysing Table 2:

• Benchmarks and peers must be viewed in context of their 

investment styles/strategies

• Judgement can be skewed if portfolios with differing 

investment styles are compared

• The value style has underperformed for a long period and for 

most the portfolio’s existence

• The SWIX is a broad market index with a mix of investment 

styles

• The ASISA peer group represents a number of general equity 

portfolios with varying investment styles as well as varying 

local and international exposure

• The disadvantage of analysing returns over a fairly short  

term compared with peers that have the advantage of  

longer-term track records is that investment return outliers 

do not always occur within the same time frame across all 

the portfolios included in peer groups. Given the short history 

of the Perpetua portfolios, (where its two-year history is the 

maximum period for comparative analysis), interpretations 

can be unduly skewed.

• The annualised tracking error of 10.39% (relative to the 

benchmark) is high and emphasises that the portfolio 

managers are benchmark agnostic. It is also indicative that 

a particular investment style is followed, which will skew 

returns away from the benchmark (SWIX).

• The negative information ratio of the portfolio illustrates 

the additional risk taken relative to the benchmark, where 

related opportunities have not had the benefit of time in 

which to realise. One must be mindful of the short history/

existence of the portfolio (about two years) relative to the 

long-term investment time horizon of four to five years over 

which investment opportunities are expected to realise.

Figure 1.6: Risk/return scatter plot
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Perpetua MET Balanced Fund 

Inception date: 22 September 2014

Portfolio managers: Delphine Govender

Portfolio size: R 6.91 million at 30 Septermber 2016

Benchmark: 60% FTSE/JSE SWIX J403T index, 20% 
ALBI, 5% STeFI, 9% MSCI World Index 
and 6% Barclays Global Aggregate 
Bond Index calculated over a 2 year 
rolling period.

Peer group: The ASISA peer group and the  
peer group composite have been 
included for comparative and 
explanatory purposes.

The fund invests in a combination of South African listed equities, 

bonds, property, commodities and cash. The fund may also invest 

in foreign assets up to a maximum of 25% of fund. The fund’s 

objective is to maximise long-term returns within the constraints 

of a prudential retirement fund investment restrictions.

The fund aims to outperform its stated benchmark, without 

assuming greater risk. The equity component of the fund is 

in pursuit of fund’s objective focused on stock selection as 

determined by valuation based investment methodology and is not 

benchmark cognisant in its constructions.

Figure 1.7: One-year rolling returns from October 2014 to 

September 2016

 Portfolio Benchmark

ASISA  
peer 

group

Peer 
group 

composite 
(Value)

Cumulative return 1.23% 18.87% 12.79% 6.23%

Annualised return 0.62% 9.03% 6.20% 3.07%

Annualised 
standard deviation

7.39% 7.08% 6.19% 7.68%

Maximum 
drawdown

-8.98% -3.74% -3.40% -9.51%

Sharpe (RFR) (0.80) 0.30  (0.09) (0.45)

Sortino (RFR) (1.07) 0.47 (0.18) (0.62)

Percentage 
positive months

33.3% 62.5% 62.5% 54.2%

Months to 
recovery from 
drawdown

3.00 1.00  2.00 4.00 

• Relative to the benchmark and its peers in the retail space, 

the portfolio has underperformed on an annualised basis for 

the period. Benchmarks and peers must be viewed in context 

of their investment styles/strategies. Judgement can be 

skewed if portfolios with differing investment styles  

are compared. The ASISA peer group represents a number of 

multi-asset class portfolios with varying investment styles; 

varying local and international exposure, and materially 

different allocations between asset classes.

• The balanced portfolio offering does not attempt to capture 

alpha by using tactical tilts on asset class optimisation but is 

more of a conservative version of the equity offering, where 

the portfolio manager is not forced to be fully invested in the 

equity asset class in times where the value opportunities in 

the equity market are less attractive than cash and bonds 

(which are viewed in combination). Fixed interest and/or cash 

act as balancing asset classes after the optimal local and 

offshore equity levels have been determined.

• Similarly, (as mentioned in the analysis of the equity risk 

statistics, refer to Table 2) the portfolio manager’s short 

history must be considered when looking at these measures 

in the multi-asset class space.

 

Figure 1.8: Risk and return scatter plot
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Benchmark: 60% FTSE/JSE SWIX J403T index, 20% ALBI, 5% STeFI, 9% MSCI World Index 
and 6% Barclays Global Aggregate Bond Index calculated over a 2 year rolling period.
ASISA peer group: The average returns of a group of portfolios classified in the: ASISA 
South African – Multi Asset – High Equity category (2).
Peer group composite: Average returns for a select few portfolios Momentum  
Outcome-based Solutions views to be representative of the value investment style in 
a multi-asset class construct (same investment manager names as those chosen for 
general equity), chosen from the ASISA South African – Multi Asset – High Equity category.
Key 2: The Association of Savings and Investments South Africa (ASISA ) – Multi Asset 
– High Equity category: is a peer group (classified by ASISA) of retail unit trusts whose 
average monthly returns are measured by Morningstar.
Source: Momentum Outcome-based Investments, Morningstar and INET BFA
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Strengths
• Momentum Outcome-based Investments rates  

Perpetua’s equity offering and uses it in the company’s 

outcome-based portfolios.

• The all-encompassing value approach of Perpetua ensures 

that investments are being analysed from different angles, 

which precludes the focus on a single aspect of value 

investing. Thus, spreading risk among different value 

strategies and ensuring that the failure of one strategy within 

the portfolio will not result in the decimation of the total 

portfolio. This is in line with the Momentum Outcome-based 

Investments approach of making use of diverse strategies 

within a multi-strategy portfolio.

• Delphine Govender is a highly rated individual at Perpetua 

and likewise when she was in the employ of Allan Gray. 

Her thorough systematic approach to investment analysis 

ensures a robust investment process, which is part of the 

Perpetua philosophy and has been adopted and embraced by 

all the team members.

• There is an in-depth understanding of the investment 

universe and the manner in which companies are researched 

from all angles to ensure each investment case is fully 

understood, which, aside from uncovering investment 

opportunities, will also expose potential pitfalls and highlight 

companies to underweight or avoid. 

• Delphine Govender also performs analyst work, which 

demonstrates commitment to continually maintain and 

strengthen the investment process and debate.

• Although the process is predominantly bottom up, macro-

economic analysis plays a very important role in controlling 

risk, which is critical to SA investment processes due to the 

increasing influence of global markets and their effect on  

SA economic and business outcomes. 

• Perpetua takes the possibility of permanent changes 

to historical means into consideration and builds 

comprehensive models on all researched companies.

• Perpetua is aware of the growing importance of the ESG 

(environmental, social and governance) factor in the 

investment environment and the value it adds to investment 

decisions and risk analysis. Perpetua has meaningfully 

incorporated this into its investment process.

• There is risk management imbedded in portfolio 

construction, thus minimising unintended risks.

• Perpetua’s assets under management are still relatively 

small, allowing more flexibility and nimbleness in its 

strategies compared to investment managers that manage 

much larger investment pools.

Weaknesses
• Inherent in a value investment style is the tendency to sell 

too early and not to capture the full upside of an investment 

opportunity in a portfolio when the share price moves beyond 

fair value. 

• As with other investment styles, the value approach is more 

favourable in certain market conditions relative to others and, 

when the value style is out of favour, the portfolio managers 

are under more pressure to find investment opportunities 

that are true to their philosophy.

• The multi-asset class portfolio offering is more equity  

centric with the fixed income asset class being used as the 

balancing asset class, as opposed to being used as an active 

alpha contributor.
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