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December was another difficult month for the 
markets in Asia, the overall index decline was 
4.98% in USD terms with somewhat less of a 
decline in AUD terms at 1.44% due to Australian 
dollar weakness.  This brings the index decline 
for the fourth quarter of 2018 to 11.34% in USD 
terms and 8.88% in AUD terms.  Our exposure to 
Japan was a key factor in the underperformance 
recorded by our fund in the month of December 
and the quarter, the Japan index fell 9.7% in 
December and 17.2% for the quarter with a 
14.5% overall decline for the year of 2018, the 
first annual decline since 2011. 

With the interim reporting season already out 
of the way in November, there was very little 
corporate news announced during the month.  
Sentiment surrounding the prospects for a 
bilateral trade agreement between the United 
States and China tended to alternate between 
positive and negative territory, with a bias 
towards the negative especially following the 
resignation of United States Defence Secretary 
James Mattis just prior to Christmas.

Small companies in Japan declined more than 
larger companies during the month, four of 
our positions declined by 20% or more, the 
biggest decline was recorded by Showa Denko 
K.K. at 28%, followed by Nippon-Nishi Financial 
Holdings down 22%, Concordia Financial down 
21% and Heiwado Company down 20%. There 
was no negative news associated with any of 
these companies and we remain committed 
to these investments, which all have very 
attractive valuations and underlying business 
characteristics.  Showa Denko K.K. is a company 
with very exciting prospects as it transitions 
from a traditional chemicals business into the 
manufacture of silicon carbide epitaxial wafers, 
a market segment with very strong volume 

growth that is expected to provide more than 
two thirds of total profits within three years.  
Showa Denko K.K. published a very strong 
third quarter earnings result in November, the 
company trades on 4x earnings with a yield of 
6% and we can see no justification for the weak 
share price recorded in December other than 
a general loss of confidence among domestic 
investors in Japan in the short-term.  These 
sharp downward moves on little or no news 
are events that test the resilience of investors. 
We take encouragement from the recovery 
displayed by some of our technology companies 
in Taiwan during December.  

Simplo Technology and Novatek 
Microelectronics increased by 11.2% and 9.2% 
respectively during the month, both companies 
had previously fallen very sharply in October 
when the market in Taiwan was displaying the 
same characteristics of negative sentiment 
currently being experienced in Japan.  Simplo 
Technologies is one of the world’s largest 
manufacturers of battery packs, producing in 
excess of 200 million units per annum, results 
announced for the third quarter of 2018 showed 
a growth in net profits of 22% on revenue 
growth of 11%.  Novatek Microelectronics is 
a chip design company that was spun out of 
the semiconductor foundry business UMC, 
the business is experiencing strong demand 
especially in the design field of AMOLED drivers 
and touchscreen controller integrated circuits.  

China’s policy response to slowing economic 
activity has taken another step at the beginning 
of January with tax cuts for individuals coming 
into force via the new Individual Income 
Tax Law.  Further tax cuts are likely to be 
announced in March at the National People’s 
Congress, the overall reduction in tax burden 
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is expected to be of the order of 1% of GDP 
during 2019.  China has considerable monetary 
and fiscal policy management tools available 
to use to combat the slowing economy. The 
Chinese authorities will be keen to create a 
better market environment in the approach 
to the 70th Anniversary celebrations for the 
People’s Republic of China on 1st October, that 
timing coincides nicely with the plans recently 
announced by S&P Dow Jones to include China 
A-Shares in their global indices from September 
2019 which will provide a strong boost in 
demand for those equities. 
 
In the short-term the outcome or rumoured 
outcome of trade negotiations between the 
United States and China is likely to set the tone 
for day-to-day market direction. In the long-
term we remain confident regarding the Asian 
markets and our companies which have the 
scope to generate strong investment returns

Stock Review

Sawai Pharmaceuticals Co Ltd (Sawai) is a 
manufacturer of generic pharmaceuticals, the 
business was founded as a local pharmacy in 
Osaka in 1929 and incorporated in 1948. Sawai 
operates 7 factories, 9 branches and 12 sales 
offices throughout Japan. The Upsher-Smith 
Laboratories business acquired in 2017 is 
headquartered in Minneapolis MN and has two 
manufacturing locations in the United States, 
Plymouth MN and Denver CO.  Sawai has 14.9%  
domestic  market share in Japan with revenue 
growth of 16.8% per annum recorded in the 
three years to March 2018.

Accounting, Strategy and Governance Comments

Accounting

1 - Japanese affiliate of KPMG audit the accounts, 
use of a big name accounting firm is a positive.
2 - Unqualified accounts over all time periods, 
no issues raised by KPMG.
3 - Full compliance with accounting standards 
in Japan.

Strategy

1 - Sawai has a strong position in the market 
for generic pharmaceuticals in Japan.  The main 
strategy decision for Sawai concerns their ability 
to take the next step onto the international 
stage.  Sawai made that step in 2017 with the 
acquisition of a major US manufacturer of 
generic pharmaceuticals in the form of Upsher-
Smith laboratories LLC (USL) purchased for 
¥116.50 billion (USD 1.05 billion). 
 
2 - In the home market of Japan we have seen 
rapid growth of market share for generic 
products in the past three years, rising from 
50% to 70% market share. During that same time 
period of three years, Sawai recorded volume 
growth of 51% in the domestic market versus 
market growth of 37%.  Market share for generic 
products is expected to rise to 80% and then 
remain stable, so the period of easy growth for 
generics is coming to an end.  The home market 
strategy is to defend number one market share 
that has been achieved in the past decade.

3 - Development of the USL business in the 
United States is a key component of Sawai’s 
growth strategy.  There is a competitive 
backdrop for generic pharmaceuticals in the 
United States, prices have been on a downward 
trend for more than two years, the most extreme 
point for downwards price pressure was April 
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2017.  The more recent pricing pressure has 
become more benign, with low single digit 
year on year declines.  The pricing pressure 
for generic pharmaceuticals has resulted from 
consolidation of buyers with the top three 
groups now in control of 90% of purchasing.

4 - The growth strategy for Sawai is to inject 
products developed for the Japanese market 
into the United States via USL. Some twenty-five 
products are lined up ready for introduction 
into the United States in the next three years.  
The Sawai corporate plan envisages compound 
growth of sales of 12.3% per annum out to March 
2023 and operating profit growth of 27.2% per 
annum for the USL business. 

Governance

1 - Full compliance with the Japan governance 
standards.  A Governance Report was published 
in June 2018 showing all of the required 
disclosures.  The Sawai Pharmaceutical’s Code 
of Conduct was updated in 2016 to reflect 
the revised Corporate Governance Code 
implemented in Japan.  The Company has 
published rules regarding insider dealing.

2 - There are eight directors on the Board, two 
are fully independent, one is a lawyer and the 
other a practicing medical doctor.  The Board 
met a total of 17 times during the past financial 
year.

3 - Independent audit oversight is provided 
by two representatives from KPMG on the four 
person Audit & Supervisory Board which met a 
total of 13 times during the past financial year.

4 - Cross shareholdings were reduced and/
or eliminated in 2015 which has left the 
shareholder register looking somewhat 
open.  The largest shareholder with 3.88% is 
Sompo Japan Nipponkoa Asset Management.  
International investors own 30% of the 
company.  The company doesn’t operate any 
anti-takeover measures and has a stated policy 
that decisions regarding change of ownership 
belong to the shareholders of the Company.

Conclusion

Sawai meets ours standards for accounting 
and governance, indeed the approach to 
potential takeover activity is very refreshing in 
comparison with many peers in Japan. Future 
returns will depend crucially on the success of 
the pivot into the United States and the ability 
to introduce Sawai’s products into that market.

Value, Momentum and Quality Comments

1 - The key driver for the improved VMQ score 
has been stronger momentum in the past six 
months. The VMQ score has been maintained 
comfortably above our required minimum level 
since July 2018.

2 - There are nine analysts providing coverage 
of the company, the consensus aggregate 
earnings per share growth is 30% from March 
2018 to March 2020 with the highest forecast at 
48% growth during that period.

3 - The acquisition of USL was funded with a 
combination of share issuance  and debt. The 
ratio of debt to total capital of 32% is a sensible 
capital structure in the context of interest cover 
of 18x.   
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Returns

1m 3m 6m 9m 1y Since 
inception

TAMIM Asia 
Small Comp. -2.32% -12.04% - - - -12.04%

MSCI AC 
Asia SMID -1.44% -8.88% - - - -8.88%

Note: Returns are quoted net of fees and assume distributions are reinvested. Past performance 
is no guarantee of future performance. MSCI AC Asia SMID refers to the MSCI AC Asia Small & 
Mid Cap Index in AUD. 

NAV
Buy Price Mid Price Redemption Price

AU$ $7.0576 $7.0365 $7.0154

Portfolio Profile

52.6%

11.5%
8.4%

7.5%

10.8%

9.3%

Regional Allocation

Japan
China
Hong Kong
Singapore
Taiwan
South Korea

Overview

The TAMIM Fund Asia Small Companies unit class 
seeks to achieve a high real rate of return over 
the long-term within defined risk parameters 
acceptable to the Investment Manager through 
a diversified portfolio of Asian small and mid-
cap shares.

Key Facts

Investment Structure: Unlisted unit trust

Minimum investment: A$100,000

Applications: Processed monthly

Redemptions: Monthly, with 30 days notice

Unit pricing frequency: Monthly

Distribution frequency: Annually

Management fee: 1.00% p.a.

Expense recovery fee: Up to 0.35%

Performance fee: 20% of performance in excess of hurdle

Hurdle: MSCI AC Asia Small & Mid Cap Index

Buy/Sell Spread: +0.30%/-0.30%

Exit fee: Nil

Single security limit: +/- 5% relative to Benchmark

Country/Sector limit: +/- 10% relative to Benchmark

Target number of holdings: 60-80

Portfolio turnover: < 30-40% p.a.

Investable universe: MSCI AC Asia Small & Mid Cap
(US$ 500m - 10bn)

Cash level (typical): 0-100% (0-5%)

Selection of 5 Holdings

Stock Code Exchange
Sojitz Corp. 2768 Tokyo

Simplo Technologies Co. 6121 Taiwan

Kerry Logistics Network 0636 Hong Kong

Venture Corp. VENM Singapore

China Lesso Group 2128 Hong Kong

8.1%

26.9%

19.1%

10.2%

3.4%

20.3%

1.6%
2.5%

2.7%
5.2%

Sector Allocation

Materials
Industrials
Consumer Discretionary
Financials
Health Care
Information Technology
Communication Services
Utilities
Real Estate
Consumer Staples
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The information provided should not be 
considered financial or investment advice 
and is general information intended only for 
wholesale clients (as defined in the Corporations 
Act). The information presented does not 
take into account the investment objectives, 
financial situation and advisory needs of any 
particular person nor does the information 
provided constitute investment advice. Under 
no circumstances should investments be based 
solely on the information herein. You should 
seek personal financial advice before making any 
financial or investment decisions. The value of 
an investment may rise or fall with the changes 
in the market. Past performance is no guarantee 
of future returns. Investment returns are not 
guaranteed as all investments carry risk. This 
statement relates to any claims made regarding 
past performance of any Tamim (or associated 
companies) products. Tamim does not guarantee 
the accuracy of any information in this document, 
including information provided by third parties. 
Information can change without notice and 
Tamim will endeavour to update this document 
as soon as practicable after changes. Tamim 
Funds Management Pty Limited and CTSP Funds 
Management Pty Ltd trading as Tamim Asset 
Management and its related entities do not accept 
responsibility for any inaccuracy or any actions 
taken in reliance upon this advice. All information 
provided in this document is correct at the time 
of writing and is subject to change due to changes 
in legislation. Please contact Tamim if you wish 
to confirm the currency of any information in the 
document.

DisclaimerContact
Should you wish to discuss your investments or the various 
TAMIM solutions please do not hesitate to contact us:

Darren Katz
Managing Director 
TAMIM
M 0405 147 230
E darren@tamim.com.au

Jeff Taitz
Managing Director
TAMIM
M 0403 444 040
E jeff@tamim.com.au


