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Our hedge fund, The Select Opportunity Fund, returned a         
-5.69%* for the month, while our unit trust, The Altre BCI Real 
Return Property Fund, returned -4.92%*. The South African 
Listed Property Index declined -5.93% for the month. 
Following better than expected Job Numbers out of the 
United States, bond yields spiked across the globe, sparking a 
sell off in equities. South African was certainly not spared as 
our general equities, property equities, bonds and currency all 
ended the month of May in the red. 
 
Following on from last month’s article, this month we discuss 
the absolute return investment philosophy of hedge funds, 
where most managers seek to compound capital positively, 
whereas managers of a relative return mind-set are less 
concerned with compounding capital as it is not amongst their 
formal objectives. 
 
Why compounding matters 
   
It has been calculated that if the North American tribe who 
sold Manhattan in 1626 for sixty Dutch Gilders, had invested 
the money with a bank at an annual interest rate of only 6. 
50%, their investment would have been worth an astonishing 
$820 billion US dollars in 2005 – more than the assessed value 
of all the real estate contained in all 5 boroughs of New York 
City. 
 
Simply stated, compound interest means that you earn 
interest on the original amount you’ve invested, and then you 
continue to earn interest on the interest. This phenomenon 
goes on and on - packing your savings with power and moving 
you steadily toward your investment goals. Over time, the 
results can be dramatic. 
 
On its surface, compounding is innocuous, even boring, but 
compounding is an elementary part of the successful long-
term investor philosophy. For the savvy investor, the 
principles of compound interest can be used to make a 
substantial amount of money over time. To tap into the 
money-making magic of compound interest, it's crucial to 
understand what compound interest is and how it works. 
 
Back to Basics - Firstly, let's review the mathematics used to 
calculate simple and compound averages. The simple return is 
the mathematical average of a set of numbers. The compound 
return is a geometric mean, or the single percentage, usually 
annual, that provides the cumulative effect of a series of 
returns. The compound return is the mathematical calculation 
describing the ability of an asset to generate earnings (or 
losses) that are then reinvested and generate their own 
earnings (or losses). 
 
For example, let's say you put R2,000 in the bank. If interest is 
paid 5% annually, the bank will give you about R100 in 
interest for the first year of your investment. If you leave that 
R100 in your account, it will start earning interest, too. The 
following year, your R2,100 principal balance will earn R105 in 

   

The Select Opportunity Fund 
 

The Select Opportunity Fund is a private partnership hedge fund 

with the objective to provide investors with a 20% per 

annualised compound return over a long investment time 

horizon, through holding investments in Real Estate and 

Property related companies. The Fund uses a long term value 

investment approach whilst holding as little fundamental risk as 

possible.  

 
 Fund Top 40 Property Cash 

From Inception 994.66%   183.44% 221.41% 44.35% 

Annualised Return 45.20% 17.63% 19.96% 5.89% 
     

Current Month -5.69%* -3.96% -5.93% 0.49% 

2015 YTD 13.11% 6.24% 7.00% 2.54% 

2014 Return 29.82% 9.17% 26.64% 5.57% 

2013 Return 19.70% 22.77% 8.39% 4.68% 

2012 Return 74.34% 26.12% 35.88% 5.10% 

2011 Return 90.30% 2.20% 8.93% 5.27% 

2010 Return 34.72% 17.22% 29.62% 6.26% 

2009 Return 39.34% 31.73% 14.07% 8.36% 
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interest. Over time, this phenomenon turns into the powerful 
magic of compound interest. Interest on financial investments 
is often calculated, or compounded, on a semi-annual, 
quarterly, monthly, or daily basis, as well as on an annual 
basis. Compounding may even occur on a "continuous" basis. 
When compound interest works in your favour, it is a blessing. 
When it works against you, it’s a curse! 
 
Compound interest requires two ingredients in order for it to 
be set in motion. These is reinvested interest (or earnings), 
and time. If the interest on an investment is not reinvested, 
interest on interest cannot take place. And unless committed 
for a significant length of time, the fruits of compound returns 
will go unnoticed. Dividend investing, if done properly, can 
share many of the same benefits that compounding interest 
offers in certain investments. When you reinvest dividends 
back into the market, purchasing more shares with dividends 
earned, over time that wealth exponentially increases. Over 
the long-term you will earn more than if you were to just take 
dividend income and put it in your pockets.  

It is interesting to note that compound interest was once 
regarded as the worst kind of usury and was severely 
condemned. Compound interest has been a controversial 
topic throughout history. Both Christian and Islamic texts have 
condemned the practice of compound interest by creditors, 
describing it as a sin. Also, in Roman law compound interest 
on loans was illegal, as well as denounced in other ancient 
cultures. But as we all know, compound interest outlasted this 
initial resistance and became a substantial force in finance. 
London mathematical practioner, Richard Witt’s book, 
Arithmetical Questions, published in 1613, was a landmark in 
the history of compound interest. It was wholly devoted to 
the subject (previously called Anatocism). 

There are two factors that can contribute to lower results 
from compounding: dispersion of returns around the average 
and the impact of negative returns on compounding.  

Dispersion of Returns: As the returns in a series of numbers 
become more dispersed from the average, the compound 
return declines. The greater the volatility of returns, the 
greater the drop in the compound return. As the returns in a 
series of numbers become more dispersed from the average, 
the compound return declines. The greater the volatility of 
returns, the greater the drop in the compound return. This 
wide dispersion of returns is a significant contributor to the 
lower compound returns investors actually receive (see the 
histogram of returns on the above page for The Select 
Opportunity Fund, where 78% of the returns are positive 
returns, with one or two outliers on either side of zero return, 
also note the skew to the positive return). 

Impact of Negative Returns: It is obvious that negative 
returns hurt the actual returns realized by investors. Negative 
returns also significantly impact the positive impact 
compounding can have on your total return. One way to think 
about the impact of negative returns on compounding is to 
answer this question, "What if you invested R1,000 and in the 
first year you earned 20%, and then lost 20% the following 
year?" If this up and down cycle continued for 20 years, it 
would create a situation that is not that different from what 
occurs in the market. How much would you have at the end of 

 
 
 

The Alt RE BCI Real Return Property 

Fund 
 

The Alt RE BCI Real Return Property Fund is a specialist Unit 

Trust portfolio with the objective to provide investors with a 

combination of income and long term capital appreciation 

through holding investments in Real Estate and Property related 

companies. 
 

 
 

 Fund Benchmark 

Return from Inception 44.97% 46.87% 

Annualised Return 16.61% 17.24% 
   

Current Month Return -4.92%* -5.93% 

2015 YTD 7.50% 7.00% 

2014 Return 16.53% 26.64% 

2013 Return 15.73% 8.38% 
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What we are thinking about… 
 

John Mauldin – World War D-Deflation 

 

Billionaire Hedge Fund Manager Paul Singer Reveals The 

“Bigger Short” – Zero Hedge 
( http://www.zerohedge.com/news/2015-05-27/billionaire-hedge-fund-manager-paul-singer-

reveals-bigger-short)  
 

Disclosure 
 

 

*Most recent monthly performance is based on Alternative 

Real Estate’s initial “soft” estimates of the fund’s value prior 

to management and performance fees and may differ slightly 

from the final fund value calculated by IDS Fund Services 

which will reflect on client statements. Fact sheets will be 

updated to IDS Fund Services’ performance numbers upon 

finalisation of monthly fund values. 
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20 years? The answer is a disappointing R664.83 - not exactly 
something to brag about next time you're at a party. 

   
 
The Emperor of China was so excited about the game of chess 
that he offered the inventor one wish. The inventor replied 
that he wanted one grain of rice on the first square of the 
chess board, two grains on the second square, four on the 
third and so on through the 64th square. The unwitting 
emperor immediately agrees to the seemingly modest 
request. But two to the 64th power is 18 million trillion grains 
of rice—more than enough to cover the entire surface of the 
earth. There are different versions of this story, with the same 
premise. Versions differ as to whether the inventor becomes 
a high-ranking advisor or is executed. 
 
“Compound interest is the eighth wonder of the world. He 
who understands it, earns it … he who doesn’t… pays it.” 
Though disputed, this quote is widely attributed to the 
brilliant Albert Einstein. Regardless of who actually said these 
words, it should not take away from its meaning. Compound 
interest can be your best friend, or your worst enemy. 
 
Needless to say, at Alternative Real Estate we are advocates 
of the compounded interest. 
 
Regards, 

Alternative Real Estate Team 
 

Please note: We continue to emphasise that our funds are 

long term in nature. Market movements in the underlying 

portfolios will impact the volatility of the value of the funds 

and it is important to recognise the long term nature of the 

investment before accounting for short term profits or losses. 
 

Although reasonable steps have been taken to ensure the 

validity and accuracy of the information in this document, 

Alternative Real Estate does not accept any responsibility for 

any claim, damages, loss or expense, howsoever arising, out 

of or in connection with the information in this document, 

whether by a client, investor or intermediary. This document 

should not be seen as an offer to purchase any specific 

product and is not to be construed as advice or guidance in 

any form whatsoever. Investors are encouraged to obtain 

independent professional investment and taxation advice 

before investing with or in any of Alternative Real Estate’s 

products. 
 

The contents of this document are confidential and subject to 
our Disclosure & Disclaimers 
 
 

  
 

ALTERNATIVE REAL ESTATE CAPITAL MANAGEMENT Company Registration (2007/030410/07) is an authorised Financial Services provider FSP No. 35976 
Director Hayden Bamford     Please Note: The contents of this document are confidential and subject to our Disclosure & Disclaimers 

http://altre.co.za/disclaimer-disclosure/
http://altre.co.za/disclaimer-disclosure/
http://en.wikipedia.org/wiki/File:Wheat_Chessboard_with_line.svg

