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S What are we going to do today?

A Discuss which assets should be held and

when.

A Discusshow we can actually go about
iInvesting our assets: CIS, trusts, retirement

funds.etc

A Why investors rationally choose to use
Intermediaries, knowing that as a whole it

IS a negativsum game.



S Up t o nowé

A We have now come to the last session of the course, and up to now we

have done the following:

A Discussed the theoretic motivations for the pricing of financial assets and the
determination of a fair price. UsingPT theories and theCAPM model we
discussed how investors price in the risk of assets.

A We then discussed thdifferent assetsthat investors can hold, in terms of
fixed income investments, shares in companies and also derivative instrumen

A Today we will discuss how this cail be combined and utilized for ordinary

investors to:
A Profit off the growth of the market
A Hedge against inflation eroding asset value

A Secure the transfer of assets intertemporally to smooth consumption over time.



q Which assets to hold when?

A As discussed throughout the course, investors need to assess what

their intended outcomes for investing are.

A We saw that within each investment class lies the potential for
safer (typicallyower yieldiphg@nd morerisky (potentially higher

yieldinginvestment opportunities.

A Letds now discuss which assets

scenarios!



@ Indicators to watch when deciding where to invest:

<2

Consumer
confidence
Indices
IRIEIEN
rates and

expectations

SARB
announc
ements!




q Which assets to hold when?

A Broad macroeconomic news (such as the US employment
figures, the growth prospec
policy changes) mpact | nv e arndthersfade the | €

attractiveness of investing in certain assets / markets.

A Consider, e.qg., a better than expectgobwth forecast (GDP)

for SAILt.0. financial assets:

A Shares & positive impact on equity markets, as the prospect of asset

values increasing is clear.

A Stronger employment figures also indicate expectations of increased

production, increased sales and thus increased share values.



q Which assets to hold when?

Consider.e.q., a better thanexpectedgrowth forecast(GDP)for SAi.t.0. financiahssets

A Positive impacton equity markets This follows asthere would be expectationof

strongersalesandprofits, andthusthe prospectof assetvaluesncreasings greater

A In terms of holding bonds, a strong GDP and employment report is

expectedto havethe opposite impact :

A Strongeroutput expectationdeadsto a decline in the perceivedinvestmentrisk and

normallyleadsto investorsshiftingfundsto exposetheir portfolios to equities

A Also, strong employmentfigures tend to suggestgreater future wage bargaining
power, leadingto higherinflationarypressureg risingrepo rates whichis badfor

bondholdings!

A In contrast, weak Empfigurestypicallylead to downward pressureon interest

rates(risingBondPrices)



S Industry / maturity specifics!

A Of course, the impact of broad macroeconomic indicator changesldferent for

each sector within the equity marketand for different maturity instruments within

the FI markets. These discussed now hread aggregates!

A Take e. g.PM(PuahasingtManagess Ind@which is an indication of

changes in manufacturing sales (useful, apurchasing managers typically are the

first to notice changes in aggregate denjand

A Bond markets may responchegatively on aggregate to @sing PMI, as i t €
viewed as a sign of asset market strengthening (lowering demand for safer
instruments) and also potential for increased inflationary pressure, which may give

rise to higher interest rates in the future.

A Equity markets usually respongbositively on aggregate to &sing PMI, as

8 increased sales should imply increased value of share holdiraggon



q Indicators

Aln South Africa, the BER®S consume

barometer for confidence i n the re

A While the Bloomberg US Financial Conditions IndBECIUS) can be used
as a gauge to measustess in the markets by combining everything from
moneymarket rates to yields on government and corporate bonds to
volatility in equitie® expressed then a§ scores, representing the

"BO8xi, thatcurrent conditions lie above / below its 20 yemrg



q Indicators
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Other US Gauges to measure market stress: The U.S:\tear

iInterestrate swap spread a measure of dehtarket stress. The gauge
typicallynarrows when investors favour assets such as corporate
bonds and widens when they seek the perceived safety of government

bonds

A gauge of U.S. company credit riskThe Markit CDX North
American Investment Grade Index, a creddfault swaps (CDS)
benchmark thatnvestors use to hedge against losses or to

speculate on broad creditworthiness.

The index typically climbs as investor confidence in credit deteriorates

and falls as it improves



q Vol Indicators

11

A Volatility in Treasuries as measured by the Bank of America

Merrill Lynch MOVE index while currency swings are

measured by thdPMorgan Global Volatility Index.

A In addition to these, there are many other indicators that

offer investors broad measures of market sentiment, as
priced by securities (thus it is implied sentiment, not

sentiment deduced from surveys).



S Value of the currency

12

A To foreign investors, expectations of the relative value of the

currency is vitad as depreciations erode their investment returns.

A Here theBoPand Current Account data, as well as inflationary
pressures & investor confidence (which drive capital inflows) should

give foreign investors an indicationwhere the currency is headed

A For SA: commodity prices, political stability, EU, US & Chines policies,

etc. should provide some indication of the likely route the currency

might follow.

A Ensuring foreign investor confidence and the steady inflow of foreign

capital is vital in ensuring the currency keeps its relative value constant



S BoP

A

In the financial markets thBoPis only considered important insofar as it
may provide clues about the course of the value of the currency and the

MPC rate decisions.

Balance of Payments data are recorded in nominal terms only and therefc

the actual figures are not particularly useful.

The emphasis tends to be on ratios, such as the one between the current

account balance and between the foreign reserves and the value of impor

Although theBoPis only published quarterly, the level of gold and foreign
reserves Is released monthly and provides an indication of whether or not
the SARB has been active in ttoigex market in an attempt to influence the

value of the rand.



S BoP

A The trade balance should not be confused with the current account balance,
which also includes services and income. It should also be noted that there i

nothing inherently undesirable about a current account deficit.

A When economic growth and investment pick up, imports increase rapidly anc
trade and current account deficits tend to be recorded. Such deficits are thus
often symptoms of a growing economy and if they can be financed through
surpluses on the financial account they will also have no impact on the

currency.

A If deficits are regarded as a sign of a strong economy, they may lead to an

appreciation of the currency.



S Forei gn I nvestorse

A On the foreign investor side, it is important to consider that SA is

regarded as a developing countiand as such is labelled @sky .

A Therefore adverse news from abroad tends to (ironically) lead to capita

out fl ow as a 0loatkltoithg bourcetofanstabditiy!e t y 0

A Also very important to foreign investors aiaterest rates.

A In order to ensure interest rate parity, funds should in theory flow
to regions with higher rates (earning investors higher relative

returns).

A Thus a REPO rate cut may deter capital inflows somewhat, but we
see that other factors are more important tisgn investors- such

1= asthe continued preservation of the value of the rand, for example.



Q Ot her assets to hol

In addition to debt / equity / derivative instrumeftsother popular investment

vehicles include:

A Hard Commodities such as:

A Gold :

A Often regarded as a hedge agaiin$ation , political instability and regarded as a

safe instrument holding in times of economic peril, gold can provide investors with

steady gains.

A Naturally, a downside of holding gold instruments is thakiés not provide
investors with anyashflow in the form of dividends or coupon payments

(unless you invest in a gold mining company, but that is another story!)

A Other resource commodities are often impacted by production news, e.g. platinurr

iron ore prices would be impacted byaowth slowdown of China é

16



Q Ot her assets to hol

A Soft Commodities:

A Foods (such as grain futuresc):

A Such commodities tend to be affected by various factors including population
growth, droughts, production techniques, etc. They can also provide investors
with a good hedge against inflation and political / economic instabdisyfood

will be required irrespective of economic stability!

A It also has a relatively low correlation with equities and boédemember that

this implies the possibility of diversification!

A Property:

A The property market can also be a lucrative investment opportunity to
investors, It can also provide investors with a good opportunityeteerage

their portfolio if they borrow to buy property and rent it out.
17



q Ot her assets to hol
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APropertyé

A Property values have also, in the past few decades, shown great inérease

and can therefore also provide the investor with good capital gain.

A Exposing your portfolio to individual property might be risky and codtly
many factors out of the I nvestor 0:c

property, and being a physical asset, nature can play a role!

A Most investors do not have enough capital to buy a house, apartment
block or even a shopping centfealthough these can be lucrative

Investments.

A For this reason, most investors holding some part of their portfolio in
property do so by investing in@al estate trust or ETF that track

property values.



q Ot her assets to hol

A Currencies:

A Investors can also seek hedging against their own currenc
depreciation, or even seek

appreciation by holding assets linked to it.

A Holding stock of foreign currency might be difficult and
even illegal, so investors gain such exposure either by
holding currency derivativefrex mutual funds orETFsS,

or by investing iforex denominated funds-/assets.

A The JSE has easily accessible means of gfairgrg

19 exposure.
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Top 5 performing funds over the first 6
bq months of 2012: PROPERTY

«

Property funds performed well in SA #012

‘ ‘ Coronation
Propert
Momentum Equi?y F>llmd
y | i Property 0
‘ Ppgvpe;g/c EFund 22.6%
Prudential Equity Fund 21.8%

Stanlib Enhanced

Global . S5
Property Property

Tracker pr gper t funds did exc¢
Feeder Fund P y

20.8% 21%

21
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Top 5 performing funds for 2013:
ALL ABOUT GLOBAL EQUITY

22

South Africa’s top performing funds to 31 December 2013

Fund

Allan Gray Orhis Global Equity Feeder Fund
Old rutual Global Equity Fund

Sanlam Global Equity Fund

Elerment Global Equity Fund

Discovery Global Equity Feeder Fund
FE:CM Global Feeder Fund

Stanlib Global Equity Feeder Fund
Imalivest MET Wordwide Flexible Fund

Coronation Global Opportunities Equity [ZAR] Feeder
Fund

Old Mutual Global FTSE RAF AW orld Index Feeder
Fund

Souce: Morningstar

1 year
performance

7817
74.01%
67.84%
61.31%
59.08%
a87.258%
96.71%
96 49%

96.08%

25.64%

TER

1.88%

2.06%

2.04%

2.23%

1.97%

0.94 %

2.06%

1.15%

2.69%

1.22%

«



20142015 China exposure

A Over the last year, top performing funds were as
follows:

Fund Mame Morningstar 3r TTD 1T 3T 5T 10 7r
Risk Std Dew Return Return anlsd anlsd Anlsd
(Rel to Categary) %o %o %o %o %o
Seems like
Chlna and Prescient China Balanced C USD Acc - - 3043 TE.24
Bio-Tech Prescient China Balanced FF A1 - - 2291 6020
Companles Prescient China Balanced FF 42 = = 22.89 6016
We re the Way Prescient China Balanced FF A3 - = 22.36 59.56
7
t O g O e WAM Funds (Lux)-US Micro Cap Gr a § Acc High 21.48 Z7.59 53.13 40,02 30.45
|ndlcat|0n Of Franklin Biotechnology Disc W Acc £ Average 24,11 29,67 46,42 56,49 48.01 24 46
futu re Franklin Biotechnology Disc 2 Acc £ Average 23.93 29.62 46,24 56.67
returnS’?l Franklin Biotechnology Disc A Acc HKD - - 29.02 45,34
Franklin Biotechnology Disc & Acc § Average 24,10 23.98 45,32 55.74 47.59 24,28
Franklin Biotechnolagy Disc A Acc SGD Average 24,10 28.62 44 .87 55.60 47 .50
Franklin Biotechnology Disc C Acc $ Average 24.09 28 .44 44 47 54,86 46,74
Franklin Biotechnology Disc M Acc $ Below Average 24.11 28.25 44 20 54,57 46,43 23.35

23



20150 20160 RESOURCES!

AAlI'l about the resourcesé

Fund Marne Marningstar 3Ir - ¥TD 1% 3 5 Yr 10 Yr

Risk Std Dev Return Return Anlsd Anlsd &nlsd

(Rel to Category) %o %o Yo %o %o
Old Mutual Gald R Below Average 41,258 a7.32 76,31 15.07 -0.73 2.2z
Old Mutual Gold & Average 41,67 AG.59 75.29 15,11 -0.80 -
Investec Value R High 24,28 65.94 72,95 17.82 13.05 12.56
Investec Value E High 24,28 65,75 J7.60 17.20 12.74 1242
Investec Value G High 24,29 65,18 JE6.79 16,67 12.22 11.91
Investec Value B High 24,30 6,73 71,76 17,15 12.75 11.91
Investec Value & High 24,30 6,73 71.76 17,18 12.75 11.558
Coronation Resources P Above Average 24 .26 5951 44.07 0.0 2.97 6,23
Investec GSF Glbl Gold & Inc USD Below Average 35.52 49,26 &2.00 13.21 0.27 f.61
Investec GSF Glbl Gold & Acc USD Below Average 35.50 49,22 £1.95 13,17 0.25 6,52
Investec GSF Glbl Gold F Acc USD Below Average 35.52 49,02 61,67 13.00 0.09 &40
Investec GSF Glbl Gold C Inc USD Below Average 35.50 48 .42 &0,.79 12,358 -0.47 5.75

24
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2016 topperformers

A Thetop performing funds YThadbeen resource
funds and Valuginds in 2016.

A Resource stock&adrallied dramaticallyalbeit off an
extremelylow base)lasty e ar é

A The reason Value fundsddone wellwasthat
these fundgienerally hathigh exposure to
Resource stocks (because they were cheap and
sold-off for years).

A How have these funds performed YTD in 20177?



q Value out of favour?

26

A Seems like 2017 has not been kind to value

i
Investec Value A
Investec Value B
Investec Value E
Investec Value G
Investec Value ]

Investec Value R

nvest ment

South Africa & Namibia
Equity

South Africa & Namibia
Equity

South Africa & Namibia
Equity

South Africa & Namibia
Equity

South Africa & Namibia
Equity

South Africa & Namibia
Equity

f unds
* Not Rated
* Not Rated
ok Not Rated
* Not Rated
Not Rated Not Rated
** Not Rated

Onece

-6.36
-6.36
-4.72
-5.10
-4.51

-4.63

ag
14.76 ZAR
14.76 ZAR
15.46ZAR
15.35ZAR
15.49ZAR

15.35ZAR
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20170 all about the trackers

A YTD the top performing local equity funds have
generally been those most exposed to the big
stocks (Naspers, Richemont, e@)xs these have
done particularly well.

AThis implies your -hneoarvey Oc
Index trackers, like the top 40, have done
exceptionally well

A Also, fundsexplicitlytargetingstocksthat have
hadpositivemomentumhavebeenwinners(as
the bigrallyingstockskeptr al | y i ng é
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Satrix Momentum Index A2

Satrix Momentum Index Al

Prescient Equity Top 40 A2

Prescient Equity Top 40 Al

Satrix Top 40 Index A2

Satrix Top 40 Index Al

Momentum Top 40 Index A

STANLIB ALSI 40 A

Ashburton Low Beta SA Composite Track A

Sygnia Top 40 Index A

Old Mutual Top 40 Index A

Kagiso Top 40 Tracker

Satrix Swix Top 40 Index Al

Coronation Top 20 A

South Africa & Namibia
Equity

South Africa & Namibia
Equity
South Africa & Namibia
Equity
South Africa & Namibia
Equity
South Africa & Namibia
Equity
South Africa & Namibia
Equity
South Africa & Namibia
Equity
South Africa & Namibia
Equity
South Africa & Namibia
Equity
South Africa & Namibia
Equity
South Africa & Namibia
Equity
South Africa & Namibia
Equity
South Africa & Namibia
Equity

South Africa & Namibia
Equity

L 8 8 & ¢

L & & & ¢

LR 8 8 ¢

L8 & ¢

*okk

L8 & ¢

*okk

* xk

Not Rated

* ko

*kk

* %k

Not Rated

*kkk

Not Rated

Not Rated

Not Rated

Not Rated

Not Rated

Not Rated

Not Rated

Not Rated

Not Rated

Not Rated

Not Rated

Not Rated

Not Rated

Not Rated

21.44

21.24

20.88

20.66

20.57

20.38

19.76

19.69

19.67

19.65

19.44

19.36

19.30

18.03

«
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Institutional Investors

Up to now, we have implicitly assumed thiatlividuals invest on their
own behalf d having to make difficult choices in an uncertain investment

world.

Most people, however, conduct their investments through an

intermediary

Such investors are callédstitutional investors:

A Organizations that invest professionally and offer financial services.
These include: insurancé& investment companies, banks, pension

funds, Cl So.

They can be classified as eitlaatively (trading actively) opassively
(buy and hold) managing investment portfolios (with theory motivating

the use of latter investment typeasif assumptions of efficiency hold).



S The power of pooling

A As noted before, it is far cheaper and more efficient to pool many
l nvestorsd6 funds and to use It
This allows diversification and exposure that no single investor can

typically hope for on his / her own.

AWedve di s @ benganeéxcHadgé tsaded instrumeimat

represents a share in (and narrowly tracks) a clearly defined
underlying portfolio of assets

500, JSBLS) JSE Resources Indexg).

A But there are many other fund pools that can be invested in too,
which intends to provide investors with a managed portfolio

0 (mostly by a oprofessional 6 in



S Contractual Savings Institutions

A Collective Investment Vehicles (or SchemégglledCIS in SAS
offer investors the benefits of pooling resources among many
Investors, and investing it in a wide range of debt / equity /

commodities / currencies and derivative instruments.

A Thus the managers transform the principal promise to the
odepositor odguity pramde (@hich can vary, asn
opposed to the deposit at a banR)this of course implies risk is

borne by investornot the institution.

A Mutual Funds (Very similar to Unit Trusts in SA) are funds where

Investors own gro rata share of the assets in the portfolio.



S Contractual Savings Institutions

A Mutual Fund vehicles mostly include one of two types:

A OpenEndedd where shares are issued to generate furidsnvest. If an investor

seeks to enter or exit the fund, typically the fund managers will sell / buy back shar
(units) at Net Asset ValuaNAV & which you can think of as the market value of eac

unit holding in the fund).

A ClosedEndedd investors in such funds can make investments ligald by selling

their shares on thanarket . Entering and exiting thus requires a counparty.

A Types of Mutual Funds are characterized by theandates , and these are
communicated to budding investors. Fuyges include, e.g.:

A Income Fundgreliable stream of incomé& mortgages, Fl instrumentstc), Growth Funds

(focus on companies with high growth forecasi#alueFunds(low P/E companiesgectoral

Funds(Resource Sector, Financial SectétedgeFundsarbitrage / speculation type funés

typically high risk high rewardglobalFunds RetirementFunds(they adhere to strict

regulations, called regulation 28 in SA, as to the mandate)



q Unit Investment Trusts & Mutual Funds

A Although largelysimilarin design(both work on the principle of
poolingfundsand managinghe fundson behalfof the investors),

there are somedifferencedetweenUIT andMutualFunds

A The first beingthat U | Tabestypically establishedwith a fixed
numberof sharesat anIPO that are tradable,while Mutual Funds
can typically create and issueshareson demand Also, MFsare
often regarded as more flexible in terms of its investment

mandate

A In SA, however,C | 8ré mostly referred to as Unit Trusts, and

the distinctionnot reallymadebetweenthe two.

33



S The power of pooling

A Such pooled investment fung$ay an important rolén the economy and the

34

financial sector.

A

They collectively allow large infrastructural or other investments to be undertake

by the private sector that might otherwise be too large for individual investors.

They allow investors the benefit of buikvesting.t.o. lowering costs(such as

administrative, research and effort costs).

They are also vital I n f aci | 4asanoren g
efficient system would imply making it harder for the intermediation industry to

outperform the market!

Provides benefits in bull and bear markets.

No expert knowledge required on behalf of investor.



S CIS normally works as follows

Investors y
Ownin anager

(Units ir? Wﬂds / Administers the CIS and

the trust) ~ operates the fund

Collective |
Seeking: Returns (Capital :
gains, rents, dividends, Investment Trust deed
coupons) scheme Agreement between a manager
and a trustee
_ Portfolio is made up ¢P Trustee
Foriiele of Units that S\SPi-\ S Oversees the operation, and
Pooled funds of represent the same P 0%

ensures good governance and
compliance

l

Underlying assets

investors proportion of all  \N2%
assets in the fund

\ Funds are invested in |
accordance with

investment
35 objectives (Fiduciary
Requlation)

Held by custodian



S
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CIS

A From the schemati c, |t foll ows

exact replicate (omnit) of the underlying assets. As these assets

are normally held in trusts, they are referred to asit trusts

The unitsdo prices normally <c¢cl o

(NAV ), or the value of the underlying portfolio.

CIS funds are not listed (the listed funds are called ETFs), and
are therefore closely monitored btSISA and the FSB , and
iInvestment managers have to be registered VA&IS and be

approved as Discretionary Financial Services ProviddfSPs).



S cIs

A For the protection of the investor,fund manager$iaveto clearlyformulate

the investmentgoalsof the fund

A Suchamandatancludes

A A definedplanregardingwhich assetsthe fund maybe exposedto and

what degreeof discretion is providedto the managers

A Return objectivesand clearly definedbenchmarks which it intendsto

outperform (variesaccordingo thef u nndaddate)
A Thepotential risk thatthe fundwould be exposedto
A Any potentialliquidity constraints

A Any information pertainingto taxation and regulations (taxes are
luckily paid for by the fund administratorsdirectly d as taxes vary

37  accordingo capitalgains, dividend, coupon andrent income



E CIS composition in SA: 3 tiers (broadly)

<2

Tier 3;
Tier 2: Discretion

within asset
Asset type type

Investment

38



S CIS composition in SA

A FEirst tier -

A Domestic portfolios (always at least 80% of portfolio invested in SA)

A Worldwide (full discretion as to locality movement)

A With Fund of Funds, investors can add another layer of diversification, bu

also added to this is another layer of costs for its management!

39



S CIS composition in SA
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A Second Tier:

A Equity funds X v bBnvested in listed shares].

A Fixed Interest [Resources invested in Bonds,

fixed deposits, money market instrumenétc]

A Real Estate [property and property listed shares

0 at least 50% of assets are real estate securities]

A Asset Allocation [Investments are spread
between equity, FI, MMI and property instruments

at the discretion of the fund managers]



S CIS composition in SA

A Tier 3: Spilits tier 2 into different risk classes.

REAL FIXED
ESTATE INTEREST
EQUITY FUNDS ASSET ALLOCATION FUNDS FUNDS FUNDS
General funds Prudential Low Equity funds General fund Bond funds
Growth funds Prudential Medium Equity funds Income funds
Varied Speciall
Value funds Prudential High Equity funds funds
Large Cap funds Prudential Variable Equity funds
Smaller Companie:
funds Flexible funds
Varied Specialist
funds Targeted Absolute and Real Return ful

Resources & Basit
Industries funds

Industrial funds

Financial funds



Q CIS composition within EQUITY

General funds

Growth funds

Value funds
Large Cap funds

Smaller Companies funds

Varied Specialist funds

Resources & Basic
Industries funds

Industrial funds

Financial funds

Sharesacross all group8 flexibile (JSRALSIJ203)

Seek max capital gains by investing in growth
stocks (JSE ALS growdB31)

Seekout value stocks, suU
undervalued share price, high dividend yiedtts,
(JSE ALS valuig&30

Large market cap shares (JSE top200)
Smallcaps (JSE Midcdp01or AltX)

Singleeconomic group / sector that share commc
specific mandates.

At least 50% of comparsarnings are derived fron
resource business (metals, mineralg;ic forestry,
etc. JSSE Resi2Z210)

IndustrialcompaniesJ257)

Banksinsurance, brokerage, fin servicestc.



Equity ,F | @ndproperty , with an equity exposure

LoW risk below 40% at all times!
Prudential Low Equity  Adhere toRegulation 28 of Pension Funds act, thus
funds regarded as safer funds
Equity exposure between b Fat all times (also
Prudential Medium regulation 28 adherent, but with greater risk exposure th
Equity funds low equity)

Equity exposure of above kat all times (also
Prudential High Equity regulation 28 adherent, but with greatest risk exposure f

funds retirement fund$

Most flexibility given to managers regarding equity
Prudential Variable exposured anywhere between bz Fexposure to
Equity funds equity (alsaeg 28 adherent)

Most flexibilitygi ven t o ma ndavigheasséis n
risYY  often shifted regularly and profits soughaggressivelyto
Flexible funds maximize return® NOT reg 28 due to potential high risk

Underlying risk and return objectives may vary, along wi

VEIEIESE] (oSOl IIS Eie variable investment strated\gain, lots of flexibility given.

Real Return funds

43 RiskY



Mandate and Benchmark

FIXED INTEREST FUNDS

Bond funds
Income funds
LOWGStris

Money Market Funds

\L{gried Specialist funds

Invest in Feecurities (Bonds, MMIs and
other interest bearing instruments.
Composition and aggregate maturity is
actively managed. High income accrues.
coupons and interest, and potential for
capital growth (value of bondY

AvgMo di fi ed Dur ati on
yearso limiting volatility in returns.
Excludes equity completely

Maturity of F | 6 s < highesyligquadity
funds, with the average maturity of assets
not allowed to exceed 90 days!

Most flexibility as to their holding of Fl
instruments.



S AsIsSA

A The regulating body makes the mandate public, and ensu
that the investment parameters and distinguishing factors
are kept (Only one Benchmark is allowed, and must be

compared when announcing results, with fees included!)

A This protects investors so that they know they get what

they want when investing.

A To ensure investors are sufficiently diversif@@ 1 S& m

not hold more than 5% of any one security

45



@ CIS history in SA

Bl YEAR # Funds Total assets under ) e

management
(R million)
1965 2 3
1975 11 358
1980 12 694
1985 13 1583
1990 36 7550
1995 91 33 695
2000 334 128 384
2005 618 415 130
2010 943 938 779
2012 951 1 055 729

2015/06/30: 1211 1 780 989



Home Bias® Composition of SA CIS
funds, June 2015

S

FUND OF
FUNDS
15%

GLOBAL FUNDS
6%

REGIONAL

FUNDS
1% SOUTH

AFRICAN FUNDS
WORLDWIDE 76%

FUNDS
2%




Source:

5 Composition of SA CIS Funds asisa

<2

30 June 2011 June 2013

| Fixed
' Interest

Asset
Asset Allocatio
Allocatio 0
n
26% 44%
Fixed
Interest June 2014 June 2015
28% Equity Interest Equity
22% Bearing 2920/
25%
/—4““/. I
ReaL// Real Estate L
Estat Asset 4% e\-"
oy Allocation ulti Asset

3%

47% 49%



ASSETS FOR

—— TOTAL ASSETS
MET FLOWS
F o W MO OF FUNDS 1159

200

Al Rond desomisated lunds & ol dovble covnting
removed, including Fund of Foads ond Hybrid Funds

200 103

83 86 | 42

'

JUMNE 200% JUMNE 2010 JUMNE 20 JUMNE 2012 JUNE 2013



et Date

q Income funds
15% T

- Low Equity
funds \e

Flexible fund 27%
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q Domestic Equity Fund sector
| _ Source:
h Exposures- June 2015 nSISA
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Variable Term Fixed Interest Funds:

Preferring longer maturity assets
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q Pension Funds

A Pension funds constitute an enormous component of all equity
markets, have an enormous real economic impact, and can at times be

a contentious source of funds for investments (particularly public PFs).

A Often used as sources for large infrastructural investments in the
country d such as shopping malls, large blue chip companies and
bonds. Also part of their portfolio in SA is the gold mining sector
(awkward fact for the ANCYL demanding uncompensated
acquisition of mining shares?!), SANRAL, and a few other more

contentious sources (including several shopping malls)

A These funds are normally mandated strictly todaitious and
longer term oriented , leaning itself more towards passive strategies

e (these are regulation 28 funds)



S Hedge Funds

A

A
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|l n contrast to unit trust CI S0, F
iInvestment structures, implying limited and privileged entry (normally due
to its high risk and high fee structure, only higét worth investors can

enter).

As the fund mandates are often negotiated privately and mostly

involve higher -income investors, there are far less regulation 0

and the fund managers are mandated to chase returns often at any cost.
Mandates can also be much more ex

vintage cars, et@ but also e.g. investing in equities using high leverage)

Normally characterised by a high level of discretion to managers

A Investors pay high fees and have much higher potential upside (and

downside!).



S Hedge Funds

A These can be adventurous and expensive collective investment funds hav
the recent past come under heavy criticism for its disruptive impact on the
financial sectod mainly due to the distorted incentive schedules: managers
have very high financial rewards when outperforming market, yet are not

held personally liable when they fail.

A That being said, some hedge funds are mandated to bed&afaploying at
times complex strategies to, e.g., avoid sharp market downturns or hedge
against large losses.

A An example of this is a markekeutral hedge fund.
A Hedge funds also can typically go long and séqnoviding upside to periods of

downside risk.

55



S Portfolio performance measurements

A When deciding whether to use the service of an
Intermediary to manage on their behalf, investors need to

consider several factors related to its past performance:

A Relative to peers: How the fund performed relative to
similar funds (managers can try and compare their
returns to that of theALS) when they actually manage
a much higher ri sk fund).

classification in this regard is therefore important.
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q Portfolio performance measurements

A Normalize returns and compare relative to a relevant

benchmark:

A In this regard it is important to consider the performance
after taking into account th@ ER (Total ExpenceRatio) of
the fund.

A TER consists of management fees and operating fees (tradin
legal, auditor fees). We then divide the total fees by the total

assets under management to arrive at the % TER.

A A fund returning 8% with a TER of 3%, generated a return
roughly of 5%. The 5% is then compared to the relative

>" penchmark (which should be defined up front)



S Portfolio performance measurements

A As mentioned before when studying risk models, investors
need to consider the risladjusted returns of their

portfolios.

A Not doing so would distort relative returns, and potentially
expose unknowing investors to greater volatility in

subsequent periods.

Alt is therefore i mpoYtheant t

actual return minus the expected risidjusted return

A Use SharpeTreynor, Jensen measures in this regard.
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S Portfolio performance measurements
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A Empirical studies over the years have shown
actively managed CIS funds tend to underperform

passive funds or indexes (ETF strategies).

A This is largely due to financial intermediation being
a zerosum game compared to the market in
nominal returns (while being a negative sum game

after accounting for fees).

A The question is though, why is the financial

services industry outpacing all other?



S
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SPIVA Scorecard:

A For the US, the SPIVA scorecard is calculated in
order to provide insight into the performance of
actively managed funds relative to their passive

benchmarks.

A The idea is to assess whether actively managed
funds managed to provide investors with excess

returns, on aggregate.



S SPIVA results fo2016

A See here fothe depressingesultsof generalctive

managemeninderperformancen SA:

A http://www.spindices.com/documents/spiva/spiva

south-africamid-year2017.pdf

Report 1: Percentage of South African Funds Outperformed by Benchmarks

FUND CATEGORY COMPARISON INDEX ONE-YEAR (%) THREE-YEAR (%) FIVE-YEAR (%)
South African Equity S&P South Africa DSW 76.05 85.00 86.32
Global Equity S&P Global 1200 92.31 96.55 96.43
Short-Term Bond STeF| Composite 16.28 30.23 15.79
Diversified/Aggregate Bond JSE/ASSA ALBI 10.71 33.82 64.91

Source: S&P Dow Jones Indices LLC, Morningstar. Data for periods ending June 30, 2016. Outperformance is based on equal-weighted fund
counts. Index performance is based on total return in ZAR. Past performance is no guarantee of future results. Table is provided for
illustrative purposes.
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Active Passive Debate

A According to the SPIVA scorecard

oThere Is nothing novel al
debate. It has been a contentious subject for decades,
and there are few strong believers on both sides, with the

vast majority of i1 nvestor:

The demand for actively managing funds seem to
grow despite the poor performance of these funds
(check previous slide for the US, e.g.). Why is this

the case though?



S

A
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Why 1 nvest 1 n ClI SO0 wit
benchmark performance?!!

Positive reportingMany analysts have pointed to overemphasis on

success stories, good advertising (Think how many impressive and
expensive fund manager ads are o
basic financial insight (where investors consider nominal returns as beir
somehowcreated by fund managers) that drive the demand for actively

managed funds.

Diversification benefitsinvesting in managed funds allow investors to

diversify beyond what an index would have offered, as these funds
typically have many and diverse instruments.

Aé Although passive index trackers

efficiently.



S Why 1T nvest 1 n Cl| S0?

A Administrative benefitsn paying taxes, complying with

regulations, conducting trades, etc.

A Timing Investors value the ability of managersstoft funds
when markets turhoping their skill and insight will lead to

outperformance of the market (i.e. seeking effect).

A Varying the mix of assets in accordance to market expectatic
and stockingup on high i i dull markets (opposite in
bears) and hedging using appropriate instruments, investors
trust managers to manoeuvre through the market better than

2 the market as a whole.



q Why 1T nvest 1 n Cl| S0?

A Cl Sb&, due to their cl ear mandat es,

shifting capital to clearly defined fund instruments. See below for CIS moveme
MM funds (safety) and equity funds (more risky): 2006QB810Q2 in SA:

FI + AA Money Market Instruments vs Equity Fund Values and Net Equity
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S Intermediation industry

A The question however remains: is financial intermediation, at
the current levels, a net contributor to society, or are we
seeing an overreliance on intermediariescteate wealthd
knowing as a whole they mostéxtract wealth.

A Do the benefits outweigh the costs to the real economy?

A Do investment intermediaries add to financial market instability,

or allow a means of system wide hedging?

A Do they bring unique knowledge to the market, or are they just

(at times) skilled codflippers.
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S Intermediation industry horror story

A A few years ago, Jeronierviellost his bid to reverse a 2010 guilty verdict
holding himsolely responsible for SocieteG e n e r 429|bididRauro

trading loss in 2008.

A Then 32 year olKervieltried to make unauthorized bets (due to its sheer
size, not the actions) wortlmearly 50 bn Euros (more than the banks
market value!) on 3 European Equity Indexes, hoping to profit handsomely
off the leveraging thereof. It did not turn out as planned, and the bank lost
nearly 5bn Euros in the process. The court argued he should be held liable
d having a 5 year prison sentence and havingpay EUSbn ( whi c h I

never Dbe able to do anywaye)
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S Intermediation industry

A Kervielwas accused of faking documents and entering false data into
computers, enabling the then 32 yead Kervielto conduct enormous trades

with 1 nvestorsdo funds.

A He has garnered some support, as many believe he is used as a scapegoa
losses on subprime mortgages by the bank, and also that they knew (or sh
have known) of his activities at
old can do that much financial damage to investors!

A In 2013, another rogue tradeAdoboli, 32, was on trial for trading losses to UBS

in 2008. Causing a $2.3 billion loss at the Swiss bank.

A He also lost his bid to appeal his 7 year prison sentence in July this year, claimi
managers forced him to make the bé&blaming all losses on him when they went

68 sour é



q Future: Active / Passive Funds in SA?

A Over the last decade we have seen an emergence -cafied
Smart Beta funds, which endeavour to track apply active

strategies in a passive manner.

A This implies identifyinfctors which have in the past
consistently performed well (e.g. picking stocks based on
Quality, Value, Low Volatility, Size, Momentum, Mean

Reversion, etc.).

A Fund managers could then develop automated strategies
whereby these factors are invested in, at a fraction of the

69 COSI.



q Future: Active / Passive Funds in SA?
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