WHAT'S
INSIDE YOUR
MAY ISSUE

QUO VADIS,
CLEANTECH
INVESTORS?
It is easy for investors
seeking outsized returns to
get caught up in the hype
Page T

NOT ALL DFMs
ARE THE SAME
DFMs are now also
differentiated in the way
they design investment
solutions for clients
Pages16-17

]
UNIT TRUSTS - HOW
DIVERSIFICATION
HELPS TO REDUCE RISK
Diversification involves
allocating funds across
various unrelated asset
classes, or across various
unrelated assets within
asset classes
Page 21

SHORT-TERM
INSURANCE IN ATIME
OF COVID-19
Inside the insurance
sector, 11% of brokers
indicated that they had to
downsize their teams
Page 30

| —

FPF oD
I ] POINTS
F#| members

I =N ACE |l aim 1 CPD paint
T8 PrarmoeAL HAROAS  for this edition,

31 May 2021 | www.moneymarketing.co.za O @MMMagza @ 0 @MoneyMarketingSA

2

MoneyMarkeling

First for the professional personal financial adviser

The growing appetite for
alternative investments

Alternative investments are no longer exclusive to the
ultra-wealthy. That's the word from Westbrooke

Alternative Asset Management’s Dino Zuccollo, who tells
MoneyMarketing why Westbrooke is planning to become the
premium provider of alternative investments to South African
retail investors, family offices, and wealth managers’ clients.

fits well within traditional client portfolios, but
the returns generated are uncorrelated to the
traditional markets, thereby reducing risk and
volatility, Zuccollo explains.

Another advantage - although some might
consider it to be a disadvantage - is that
alternatives are generally ‘locked in:

I
BY JANICE ROBERTS
Editor: MoneyMarketing

[ [ \We're on a mission, as a business, to
provide South Africans with an easily
accessible way to invest in the global

world of alternatives that, historically have

only ever been available to the super-rich and

institutional investors of the country,’ says Dino

Zuccollo, Global Head of Product Development

and Distribution, at Westbrooke Alternative

Asset Management.

“We believe that local investors are tired

of vanilla investments - and they're tired of

returns in their traditional portfolios that often

don't meet their expectations,’ he adds.
Westbrooke is probably best known for its

Section 12) investment offering that allows

investors a 100% tax incentive from their tax

liability. “It's a misconception that this is all that

we do," Zuccollo says. “In fact, it's less than half

of our aggregate business to this day!’
Regrettably, the Section 12) incentive,

which became a R10bn industry, was canned

by government when finance minister Tito

Mboweni tabled his 2021 national Budget

speech in parliament. The incentive will not be

extended post the June 2021 sunset clause.
Although Section 12 is now coming to

"They are illiquid and they require you to be
invested for a period of time. If you look at what
happens when traditional markets start to
move downwards - investors panic and they
sell and, more often than not, they sell when
things are cheaper, and they buy when things
are expensive. My point is that the ability to
create liquidity on a daily basis doesn't always

generate the right behaviours. Holding
alternative investments means you
don't necessarily have the ability to
be rash with your decision making.'

The vast majority of South
t' , ‘ 8 Af

an end, the significant interest shown in the
incentive has highlighted the desire on the
part of South Africans to invest in something
different. And the demise of Section 12J only
serves to create an even larger gap to fill
with new investment opportunities. “The rest
of the products that we offer are on
the same trajectory as the Section
12) incentive, and in time will be
opened just as wide," Zuccollo says.

Simply put, alternative
investments are seen as those that
do not fall into one of the
traditional asset classes such as
shares, bonds and cash.

The list of alternative investments
includes private debt, direct real
estate, hedge funds, venture
capital, private equity, art,
cryptocurrencies and even
fine wine and whisky.

“It's very much in the

e

ricans have never really had
exposure to these types of
investments because, frankly,
Zuccollo says, there haven't been
enough access points for them to
g gain exposure to alternatives.

Continued on page 3

Dino Zuccollo,

. Global Head:
conservative space of Product
the world of alternatives Development
that Westbrooke plays and Distribution,

Westbrooke
Alternative Asset
Management

its part, where capital
preservation is a focus for
our clients. We like to play
in that space because
this type of investment
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Westbrooke Alternative Asset Management was
established as a multi-asset, multi-strategy manager of
alternative investment funds and products structured to
preserve and compound our clients’ wealth to cement
their future prosperity.

With offices in Johannesburg and London, Westbrooke
invests and manages capital on behalf of our
shareholders and investors in Private Equity,Venture
Capital, Private Debt, Hybrid Capital and Real Estate.

telephone +27 (0) 1 1 245 0860
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| private equity

| private debt

We manage in excess of Rébn of shareholder and
investor capital invested predominantly in SA, the UK
and the USA.
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westbrooke

Alternative

predictable, sustainable, risk managed, long-term returns Asset
Management

Our team is comprised of experienced entrepreneurs
and investment professionals who apply a broad
range of skills and experience to deliver investment

opportunities which offer a simple investable outcome —

for investors in an increasingly complex environment.

email info@waam-sa.com www.westbrooke.co.za

Westbrooke Alternative Asset Management is a registered financial services provider
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That's where Westbrooke has a role to play. Founded
in 2004, it presently has around R6bn in assets under
management, with more than 1500 clients invested in a
variety of different funds based in SA, the UK and the US.
Westbrooke's business is split into four pillars.

"We invest in private debt that offers clients an
alternative to fixed income, but at a much higher yield.
We then have a business that
invests in direct real estate,
which for us is spread across
student accommodation and
hospitality in SA, last mile
logistics in the UK, as well
as multifamily residential
property and mobile home
parks in America - giving
clients the opportunity to
invest in direct real estate
across the board," says
Zuccollo. "We also invest
in private equity and venture capital across the three
jurisdictions in which we operate"’

Westbrooke recently launched the second tranche of its
early-stage venture capital fund in the UK, which invests in
early-stage technology companies alongside Errol Damelin,
the Klerksdorp-born South African who founded online
microlender Wonga. “Since stepping down as executive
chairman of Wonga, Damelin has become a serial founder
and angel investor and has been an early investor in names
like the digital car business Cazoo, which launched at the
end of 2018, and has already achieved unicorn status,”

Kate Langlois,
Head: Westbrooke
Wealth Partners
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“We believe that, before
we launch a fund to
third-party clients, we
should first invest our
own money into it for a
period of time”

Zuccollo adds. “We have some exciting new developments
on the way in our venture capital cluster and are planning
to raise an additional tranche of capital into the strategy,
with more information to be communicated to clients in the
second half of the year’

It's important, he believes, to note that alternative
investments come with risk, as they are less transparent
than traditional markets, and
subject to less regulation
than the collective investment
scheme or pension fund space.
“These investments are not
necessarily reported on as often,
and it's important to invest with
someone of repute, someone
with a long track record of
successful performance in the
industry - with shareholders of
repute - that can be referenced.
Potential investors must
understand that those they are getting into bed with are
honourable as well as skilled"

He recommends that a thorough due diligence check
be carried out on managers, with an extremely important
consideration being how much of the manager's own
money will be invested in the fund alongside the
investors' money.

“We believe that, before we launch a fund to third-party
clients, we should first invest our own money into it for a
period of time," he says. “Once we've got proof of concept
and proof of the returns coming through, and proof that
the tax structures we put in place work, then we'll start to
bring third-party money in; but only at that point in time.’

Westbrooke has already received allocations from
more than 70 wealth managers around the country. “We
are very open to sitting down and speaking to managers
in as much detail as they want," Zuccollo says, adding
that Westbrooke is aiming to bring new alternative asset
classes to SA, as well as making those that have been
around for a while more accessible by bringing clients
in at lower minimum investment levels. In addition,
Westbrooke will be launching its own portal in the
second half of this year, enabling clients to invest directly.

For more information, contact Kate Langlois:
Kate@Westbrooke.co.za or Dino Zuccollo:
Dino@Westbrooke.co.za

"“Unicorn status’is a term used in the venture capital industry to
describe a privately held start-up company with a value of over $1bn.
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ompiling our collective investment
C schemes feature for this month's issue of

MoneyMarketing proved very interesting for
me, as | spent some time looking at the history of unit
trusts. Profile's latest Unit Trust & Collective Investments
handbook provides a detailed account of where and
when unit trusts began in SA, and the progress of
collective investment schemes in the decades that
followed. (It's a good idea to buy this very useful
handbook if you don't already own one).

When the first unit trust was launched in 1965, it
came to be seen as an investment vehicle for the man
in the street, its purpose being to give ordinary people
access to the Johannesburg Stock Exchange - until
then, seen as the territory of the very rich. As the
handbook says, the JSE was regarded as a somewhat
dangerous and mysterious place, “a place of high
finance where fortunes were made and lost" What
unit trusts offered was professional management, low
initial investment amounts, diversification and access
to blue-chip shares. What a truly remarkable journey
these investments have had.

Turning to investing in the wider world, one of the
most significant developments for global investors
last month was when Bloomberg reported that US
president Joe Biden plans to increase capital gains
tax on wealthy Americans to 39.6% from 20% - and
by wealthy, this means people earning $1m annually
or more. Unsurprisingly, Wall Street showed its
annoyance after the news broke, while fears for future
investment in cryptocurrencies sent Bitcoin down.
Some investors are doubtful about Biden's chances of
getting the tax changes through Congress, while also
pointing out that history shows very little relationship
between capital gains tax rate changes and the
performance of equities. How the US tax changes
will play out for world markets will be clearer next
month, when we'll also be publishing our Offshore
Supplement, so stay tuned!

|
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VERY BRIEFLY

Genera Capital,
an independent,
multi-family
investment office,
has announced
the appointment of
global investment
specialist Dr
Adrian Saville to its
business. Saville
will be based at the
company's office

Nomathibana Matshoba
CFA, Managing Director, Terebinth Capital

How did you get involved in financial
services - was it something you always
wanted to do?

I've always wanted to be in the financial services
sector. My decision was influenced by my late
aunt who worked for Old Mutual, and who was
very successful when we were growing up.

The investment unit is in a good location, close to
schools and convenience amenities, and therefore
remains in my portfolio as an investment property.

What have been your best - and worst -
financial moments?
| am fortunate to have always been frugal with

Dr Adrian Saville

4

When selecting my preferred programme
for university studies, it became apparent
how broad the sector was in terms of the
available options within the commerce
streams at universities across the country.
My journey started with actuarial science
studies and, later, a master’s degree

in Mathematics of Finance at the
University of Cape Town, before

attaining my CFA designation.

Looking back, | am fortunate

to have had a focused

approach within the fixed

income asset class, from

lower-risk money markets

to higher-risk derivates

and listed property

investment.

What was your first
investment - and do
you still have it?
Purchasing my sectional

title property unit one

year after university

was my first investment
decision. | bought just when
property prices were starting
to go up in Cape Town.

“l am fortunate
to have always
been frugal with
how | spend
money"”

how | spend money. | used to think | was
stingy, but my husband explained it well
when he said it is frugality - “the quality of
being economical with money" The value
of money is in what you can do with it.
Therefore, based on my perspective, having
financial lows and highs is a function of
your immediate and future needs. This
obviously lies in the assumption that the
basic needs such as food, water, shelter,
health, safety and security are fully
covered. | have been able to pare down
my immediate wants to the basic
needs when finances are strained
and have been fortunate enough to
implement this philosophy since
starting my work life.

What is your view
on Bitcoin and other
cryptocurrencies?
| currently do not have exposure
to any of the cryptocurrencies. |
think | am in the camp of wanting
to understand the endgame for
the units - will they be for trading
goods and services, or will their
value lie in trading the unit
itself? Because, we have seen
how currency values can be
in the underlying unit itself;
for example, the dollar as the
global currency.
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in Johannesburg
and, as part of his broader engagement within
the business and its investors, will focus on

the efficient implementation of its specialist
portfolios. Saville says, “The quality and depth

of the Genera Capital team, its holistic investor
focus, and approach to investment management
sets the business apart. Market evidence speaks
loudly on this point. | am energised by the
opportunity to leverage my skills and work with
a team that is intently focused on delivering

for the key stakeholder: the investor. Genera
Capital's philosophy of protecting and steadily
compounding capital for its investors resonates
with me, and | look forward to the exciting
prospect of working with the team'

Cliffe Dekker Hofmeyr (CDH) has
established a partnership with Nairobi-
based boutique corporate law firm Kieti
Advocates LLP. The new firm will officially be
known as Kieti Law LLP.

Through this partnership, and under the CDH
banner, both firms will not only expand their
service offerings in the region but also benefit
from the alchemy of Kieti's embedded regional
expertise and knowledge, with CDH's range of
services and resource capability. “This coming
together will allow us both to offer our clients a
seamless, efficient and quality service of the kind
they have come to know us for in East Africa.
And Kieti Law LLP wishes to do the same for its
most important clients in Southern Africa,” Chief
Executive Officer at CDH, Brent Williams says.

Global asset manager Schroders has
announced a further step in its commitment to
building a leading position in sustainability and
impact investing. It has joined the influential
Global Impact Investing Network (GIIN), a leading
non-profit organisation dedicated to increasing
the scale and effectiveness of impact investing.
GIIN focuses on reducing barriers to impact
investment to enable more capital to be directed
to fund solutions in this space.

“We've always been a purpose-driven
organisation, and our focus on impact
investment aims to deliver strong financial
returns through our emphasis on the impact
of our investments on people and the planet,’
says Schroders' Group Chief Executive, Peter
Harrison. "Our clients increasingly recognise the
tightening relationship between social impacts
and financial returns, and becoming a member
of GIIN will support our journey towards being a
global leader in this space.’
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The right perspective on

BY JAMES GEORGE
Compliance Manager, Compli-Serve SA

ata privacy is driving both today's
D headlines and the tech initiatives

of tomorrow. Last year saw several
high-profile data breaches, shining the
light on advocacy for data rights, and the

reality: Paying attention to data security is
no longer optional.

POPIA looms large
The push for national data privacy laws
extends far and wide, such as Brazil
recently passing the General Data
Protection Law (Lei Geral de Protecdo de
Dados Pessaoais, or LGPD), which came
into effect in August 2020. India is likely to
pass their Personal Data Protection Bill this
year. Locally, the Protection of Personal
Information Act (POPIA) becomes fully
enforceable from 1 July.

More consumers are choosing to
engage with businesses that meet

and

higher standards of data privacy too. As
enforcement ramps up here in SA, it's
important to prioritise protecting customer
data. According to one recent poll, 77% of
global consumers agree that ‘data privacy
is essential to them; while 62% say they
will continue to use companies who
explain what they do with their data.
Consumers are aware of the control
they should have over their data. Therefore,
brand loyalty centres around trust (and trust
is often best gained through transparency).

The cost of non-compliance

As the consequences for data breaches
and non-compliance become more
serious, so too are the management plans
to keep compliance in check. Non-

compliance can be costly to both your
reputation and bottom line. Businesses
must ensure data privacy standards are
maintained across the board, and not

just limited to financial services or the IT
department. Any department that interacts
with client data needs to adhere to the
same data stewardship.

To keep staff on track, data privacy and
compliance require continuous learning
and reinforcement. The influx of data
breaches, and the systematic misuse of
personal data, have fuelled consumer data
privacy, and control will be a huge focus in
2021 and beyond.

To muster trust and improve the
customer experience in an increasingly
competitive business landscape, more
organisations will also look to give
consumers ownership and control of
their personal data in the coming years.
Fundamentally, by combining ethical,
compliant, and privacy-preserving
principles with technology infrastructure
built to scale for the future, society will

move towards a system where the value
of data will benefit both individuals and
enterprises alike.

Challenge(s) accepted

There may be challenges ahead, but
these should be taken in stride, as this is a
journey that we are on - whether we like
it or not - so we may as well be equipped
for the ride.

A change in mindset may be needed,
given how regulation like POPIA is moving
forward. It's important to consider data
privacy as part of compliance, but also as
an opportunity to show how safe you are
as a company. It's a chance for a customer
to gain trust in your brand - depending
on how well you look after their data - or
perhaps how well you work together with
it, in the future.

BY DE WET DE VILLIERS

Director: Private Clients, AJM Tax &
HERNA-DETTE VAN DER ZANDEN
Junior Associate, AJM Tax

and with the filing season to open soon, we

Q s the 2021 tax year ended at the end of February
need to revisit old favourites in the ever-

changing world of tax.

A paramount distinction needs to be drawn between
amounts of a capital nature as opposed to a revenue
(or income) nature. The reason is non-capital amounts
are subject to tax at a higher effective rate compared
to capital profits. In the case of natural persons,
the maximum effective rate for capital gains is 18%
(compared to 45% on revenue gains), companies are
taxed at 22.4% (compared to 28%) and trusts at 36%

(compared to 45%).

And much to the taxpayer's relief, the converse
cannot be stated with regards to shares held for less
than three years - therefore, not automatically of a

revenue nature.

To much dismay, this is how far the Act goes in terms
of clarification, and the default capital versus revenue
guidelines needs to be carefully thought through to
ascertain the nature of the shares held for less than
three years. By relying on principles sprouting from
courts, the taxpayer bears the onus to prove that the

sale is capital of nature.

A taxpayer's intention, both at the stage of purchase
and disposal, is the most important factor as can be
derived from case law. However, the subjectivity of
people lead them to perhaps acquire shares with
mixed intentions (bought partly to sell at a profit and
partly to hold as an investment); or they can even
change their rationale for the purchase. The dominant

of a scheme for profit-making, gains will be regarded
as revenue in nature. Juxtaposed thereto, an occasional
sale of shares yielding a profit suggests that a person

is not a share trader engaged in a scheme of profit-

making. The “slightest contemplation of a profitable
resale” is also not necessarily determinative, but shares
sold for a profit very soon after the acquisition is an
indication of the potential revenue nature of those
profits. However, that measure loses a great deal of its
importance when there has been some intervening act,

for example a forced sale of shares.

or main purpose is to be established

By virtue of the above, a taxpayer would undoubtedly
want its share profits classified as to that of a capital
nature. It therefore comes as no surprise that section 9C
of the Income Tax Act No. 58 of 1962 (‘the Act’) is often
referred to as a safe harbour rule, and rightfully so, as
it states that where equity shares (i.e. typically listed
shares) have been held for a period of at least three
continuous years, any amounts received in respect of
a share sale must be deemed to be of a capital nature.
Consequently, any gain would constitute a capital
gain. Favourably welcomed, section 9C does not
require an election and its application is automatic and
compulsory.

in these instances. Evidence relating /
to intention must be tested against the
circumstances of each case, which
include, among other things, the
frequency of transactions, method of
funding and reasons for selling. |

An applicable example, with COVID-19 l
and the undesired consequences such »
as job-loss, which necessitates selling,
it is more often than not shares that are
the first to leave the asset portfolio.

As a point of departure, where shares
have been purchased and sold as part

Whether COVID-19 can constitute such a forced sale
will have to be individually evaluated with reference to
each taxpayer's purpose and their circumstances.

Yes, dear taxpayer, the goal box for shares, at least,
has been established - it is entirely possible for you to
hold your shares for less than three years, yet for the
sale to be taxed on capital account.

www.moneymarketing.co.za 5
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Developing your advice business

Getting your business valued is an important step towards planning for
succession. Tyrone Brand, Allan Gray distribution development specialist,
unpacks the ways advice businesses are typically valued and discusses

what potential buyers find attractive.

BY TYRONE BRAND
Distribution Development Specialist, Allan Gray

business valuation

is important for

two reasons.
Firstly, it provides you
with an assessment of
the general state of your
business. Secondly, a
valuation strips a business
bare to reveal where the
true value lies: Is it in your
book of clients and the
revenue they generate?
Is it in the practice - in
the value created through
services delivered?
Or is it in the business - where value is derived from
client revenue and an organised equity structure, where
earnings are reinvested to improve operations and grow
the business?

It is important to understand exactly what it is that makes
your business attractive to buyers, because they typically
approach an acquisition through one of these lenses.

There are several ways to determine the value of an
advice business, but for the purposes of this succession
planning series, we will focus on the two most common
industry approaches: the market-based approach and
the income-based approach.

The market-based approach

As its name suggests, this method of valuation considers
how much similar practices have recently sold for or are
currently selling for in the marketplace, as a means to
determine a price. In the residential property industry,
the value of a home is largely determined by the
fundamentals of the house and market value, and the
same principles of valuation apply to advice businesses.
The market-based approach generally applies to the sale
of books of businesses and practices, and multiples of

revenue or multiples of cashflow are the most widely
applied methods of valuing a business.
= Multiples of revenue: This method is based on
applying some multiple of annual revenue to determine
a value. The multiples are generally presented as
averages, which advisers can adjust according to the
quality of the book, the rate of consistent revenue
generation and how much revenue the business retains.
A buyer's primary concern is the revenue that is being
generated from the client base and, thus, this method
does not account for expenses.
= Multiples of cashflow: This method allows both the
buyer and seller to account for expenses by applying
a multiple to either the earnings before interest, taxes,
depreciation and amortisation (EBITDA), earnings
before interest and taxes (EBIT), or net operating
income (NOI).

While the market-based approach is the simplest way to
calculate a value, there is a drawback to this approach: it
does not forecast future cashflow.

The income-based approach

The income-based approach is a more sophisticated, and
often complicated, means of determining the value of a
business, as it is based on future estimates over a set period
of time and the ability of the practice to generate income
for the buyers. This approach is best suited for internal
succession and for sales to established firms.

= Discounted cashflow (DCF): This method seeks
to determine the intrinsic value of a business and
comprises two components - the forecast period
and the terminal value. The DCF method is based on
projections of the future cashflows of a business over
time. A discount factor is then applied to the forecasts
to discount cashflows back to present-day value. The
terminal value determines the value of a business
beyond the forecast period and it assumes that the
business will grow at a set rate. For buyers, value is
found in tangible things like the talent on board, track
record and physical assets, but this method also

considers the value held in the intangible, like brand
reputation and client goodwill.

What do buyers look for?

While the price tag is an important consideration, potential
buyers also want to know that a business has the longevity
to exist beyond the departure of an owner. Buyers also
typically want to know whether the business has a recurring
base of clients, what the value of their repeat investments is,
where future revenue growth will likely come from - organic
versus market growth - and how the business makes an
income, whether it is commission or fee-based.

From a buyer's perspective, size really does matter and
the higher the value of assets under management, the more
attractive the business is. Of equal concern is the makeup of

the client base - ranging
from age and the quality
of service, to the length of
time an adviser has been
servicing this base, and
the ratio of existing to new
clients. Longer periods of
service demonstrate an
adviser's ability to retain
clients, which is a key
consideration for potential
buyers.

If one applies the Pareto Principle - the idea that 80%
of results that we achieve are driven by 20% of our efforts
- in the context of an adviser's client book, it goes to say
that 80% of the revenue earned is generated from 20%
of the clients. Any potential buyer will have this model in
mind and will be assessing the value of your client base
to determine which clients are more valuable in revenue
than others. In addition, an adviser with an older client base
runs the risk of being perceived as less desirable. This is
because, as the assets of older clients decline over time, the
income distributed across clients will make the tail end of
the client base appear less attractive and this could have
implications on a valuation. Businesses with a more diverse
client base made up of younger clients with a growing
portfolio of assets offer greater value in the long term.

A business is nothing without the people behind it,
and so human capital is another critical area buyers will
examine when looking for value in a practice. They will
also consider employee tenure and the value-add the
employees will bring in an acquisition.
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Registration is now
open for the 2021
Virtual Investment Forum

egistered financial advisers can now
R register for the Collaborative Exchange's

2021 Virtual Investment Forum. Now in its
11th year of existence, the Investment Forum is
South Africa’s premier thought-leadership event
for professional financial advisers.

Some of the brightest minds in investment
management from across the globe will address
the 2021 event, which will be held virtually. These
experts will share their insights into a wide array
of subject matter, covering geopolitics, macro-
economic predictions, fiscal and monetary
stimulation and money supply, new thematic
investment trends, vaccine implementation
and its impact on developed and developing
economies, as well as specific views on the
likely performance of different asset classes in
the years ahead. Arguably, the world is on the
precipice of 'normalisation’ and financial markets
are already pricing in robust recovery growth.
However, there are still a plethora of risks at
stake and the global recovery could be stymied
by COVID-19 variants.

When: 8, 9 and 10 June 2021
Time : 08h45 - 13h15
Where: Online Virtual Conference

1. For as little as R750 (VAT excl.) delegates
will get access to three mornings of
exceptional content from leading domestic
and international investment managers. You
can view this content 'live’ on the days of the
conference, or on-demand at your leisure.

2. CPD points will be offered for all of the content

that you view, subject to the approval of the FPI.

3. For the first time ever, delegates can
also register five of their top clients to view
this content. There is absolutely no charge for
these clients and it is a great way to provide
added value. Clients can elect to watch all of
the content or select sessions - live or on-
demand.

4. Delegates will receive a free e-book from
leading global futurist Gerd Leonhard, who is
considered one of the top hundred thought-
leaders in Europe. His best-seller, Technology
vs Humanity, is a wake-up call to take part
in the most important conversation mankind
may ever have. Will we blindly outsource and
abdicate big chunks of our lives to global
technology companies - or will we take back
our autonomy and demand a sustainable
balance between technology and humanity?
Gerd is also a keynote speaker at the
conference.

5. Delegates will be able to listen to a diverse
line-up of speakers, including CEOs of JSE-
listed companies, market strategists, chief
investment officers and portfolio managers,
within the three short days, to hear the latest
thinking on trends that are impacting investing
- all from the comfort of their offices or homes.

Register now for the 2021 Virtual Investment
Forum at www.theinvestmentforum.co.za
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Kamlana appointed
as FSCA Commissioner

nathi Kamlana has been appointed as Commissioner of the Financial
U Sector Conduct Authority (FSCA). The appointment was announced
last month by Finance Minister Tito Mboweni.

The appointment is for five years and is effective from 1June 2021.

Kamlana is currently Head of Department responsible for Policy,
Statistics and Industry Support at the Prudential Authority of the South
African Reserve Bank. He worked extensively on the implementation
of the Twin Peaks reforms from 2011 to 2018, having been part of the
original team that proposed the new and tougher system for regulating
the financial sector.

Aformer Deputy Registrar of Banks, he is a member of the Financial
Stability Committee, the Standing Committee for the Revision of the
National Payment System Act and Co-chair of the Financial Markets
Implementation Committee, and has served on various international
committees of the Financial Stability Board, an international body that
monitors and makes recommendations about the global financial system.
He holds a Master of Commerce degree in Taxation from Rhodes University,
a Master of Science degree in Finance and Economic Policy from the
University of London, a Bachelor of Commerce (Economics and Information
Systems) degree from Rhodes University, and a Higher diploma in Taxation
Law from the University of the Witwatersrand.

Astrid Ludin has been appointed a Deputy Commissioner of the
FSCA. The appointment is also for a period of five years, and is effective
from 1June 2021.

Ludin is currently the Head of the Financial Markets and Digital
Innovation Practice at DNA Economics. She is a former Deputy Director-
General at the Department of Trade, Industry and Competition and was the
Commissioner of the Companies and Intellectual Property Commission
(CIPC) from May 2011 to April 2015. As the Chief Executive Officer and
Accounting Authority of the CIPC, she was tasked with the merger of
two government components with different organisational cultures, and
the modernisation of the office and its transformation into a regulator.

Ludin holds a Master of Arts degree in International Affairs from Columbia
University in New York and a Bachelor of Arts (Honours) degree in Politics,
Philosophy and Economics from York University (United Kingdom).
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A tsunami of

regulations on the way

BY GUY HOLWILL
CEQ, Fairburn Consult

he combination of the Retail
TDistribution Review (RDR), Anti-

Money Laundering (AML), the
Conduct of Financial Institutions Bill
(CoFl), and the Protection of Personal
Information Act (POPI) are being
implemented with the specific intent of
changing the financial advice industry.

RDR: These proposals are multi-faceted

and will impact the industry in different

ways. The most important of these are:

1. Adviser classification
You will be classified as either a
Registered Financial Adviser (RFA) or
a Product Supplier Agent (PSA). There
are a few surprises, like advisers
working under a Cat Il license who
will be classified as a PSA and will not
be allowed to advise on investments
other than their own portfolios.

You can only use the 'independent’
designation if you are not in the same
group of companies as a product
supplier and you do not receive any
payments other than commission.

2. Product restrictions
If you are a PSA you are restricted to
your group’s products. This is already
effective for insurance products, but
the impact will amplify when you are
restricted to your own investment
products.

3. No rebates - of any kind
Many advisers have moved on from
'dirty’ class funds with rebates, but
have replaced this by pricing a
rebate into their model portfolios
through a DFM. If you have done
this, you should be disclosing this
Conflict of Interest to your clients and
you cannot use the 'independent’
designation.

4, Fee for service
Advice fees are where an adviser
is paid by their client for services
rendered, in the same way as a
doctor, lawyer or accountant - i.e.
R3 000 to do XYZ or R1 000 per hour.

AML: A FSP has two responsibilities in
terms of AML: The first is that product
providers require you to gather certain
information about the client, and

the second is in your capacity as an
Accountable Institution.

CoFI: For some smaller brokerages,
CoFl is going to be a huge challenge
because you will be required to
demonstrate that you have all the
operational systems and processes to
comply with regulation, give advice,
manage client information, etc. More
importantly, COFI will require that you

ensure your business is appropriately
capitalised at all times.

POPI: Like AML and CoFl, POPI will
require all FSPs to build systems and
processes to manage and protect
customer data. Again, it will be the
smaller brokerages that will find this the
most difficult.

These regulatory changes will impact
the different parts of the industry and
shifts in the current landscape are likely
to happen.

Independent Registered Financial
Advisers: Some IFAs will make the
changes required to be able to operate
as an independent financial institution.
But many will find that the compliance
burden is too much, and they will move
to bigger brokerages.

Networks = Registered Financial
Advisers: Networks are brokerages
with their own FSP that can provide
advice on whatever products their
license permits, without being limited

to offering products of any particular
product supplier. Almost all big
brokerages are associated with a
product provider in some way. Some
are owned by a big financial institution,
while others have a product provider,
such as a DFM, in their group. Because
of their link to a product supplier, the
FSCA will scrutinise these businesses to
ensure that clients are actually receiving
unbiased advice.

Banks = PSA and/or RFA: Banks

are all vertically integrated businesses
with product suppliers in their group of
companies. If the advisers operate under
the licence of one of these providers,
they will be classified as a PSA. If they
provide advice under a separate FSP,
and they can demonstrate that they are
not being influenced by the product
supplier, they will be classified as a RFA.

Tied Agencies = PSA: Tied
agencies will feel the impact of the
product restrictions, especially around
investments. Tied advisers will need to
be able to express their value in ways
that go beyond the products.
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2020 Spire

Awards winners

announced

Awards during a virtual gala event last month. The 2020 awards are particularly

The Johannesburg Stock Exchange (JSE) announced the winners of the 2020 SPIRE

significant as they honour the resilience and hard work of the country's capital
markets during a most volatile and uncertain year.

Rand Merchant Bank (RMB) dominated the honours, scooping 10 of the 39 awards,
including the Best Fixed Income & Forex House, Best Market Making Team: Listed
Interest Rate Derivatives, and Best Sales Team: Interest Rate Derivatives.

ABSA Corporate and Investment Banking followed closely with nine awards for being
top in categories such as Best Bond House, Best Forex House, and Best Research House.

Standard Bank came third, winning five awards.

The 2020 SPIRE Awards the winners are as follows:

Best Broker: Agricultural Derivatives Research

CJS Securities

Best Broker: Commodity Options

BVG Commodities

Best Commodity Broker: Physical Deliveries

Robinson Mulder De Waal
Financial Services

Best Broker: Commodity Derivatives

Robinson Mulder De Waal
Financial Services

Best Market Making Team: Cash Settled
Commaodity Derivatives

Rand Merchant Bank

Best Research Team: Africa

ABSA Corporate and Investment Banking

Best Research Team: Forex

ABSA Corporate and Investment Banking

Best Research Team: Credit

Standard Bank

Best Research Team: Economics

ABSA Corporate and Investment Banking

Best Research Team: Fixed Income

ABSA Corporate and Investment Banking

Best Agency Broker:
Listed Interest Rate Derivatives

Prescient Securities

Best Inter Dealer Broker:
Interest Rate Derivatives

Tradition

Best Market Making Team:
Listed Interest Rate Derivatives

Rand Merchant Bank

Best Sales Team: Interest Rate Derivatives

Rand Merchant Bank

Best Market Making Team:
Interest Rate Derivatives

Rand Merchant Bank

Best Agency Broker: Listed FX Futures

Peresec Derivatives

Best Agency Broker: Listed FX Options

Prescient Securities

Best Market Making Team:
On-Screen Listed FX Derivatives

Rand Merchant Bank

Best Sales Team: FX and FX Derivatives

Standard Bank

Best Market Making Team: FX and FX Futures

Standard Bank

Best Market Making Team: FX Options

ABSA Corporate and Investment Banking

Best Agency Broker: Bonds

Avior Capital Markets

Best Inter Dealer Broker: Tradition
Bonds as voted by Agency Brokers
Best Inter Dealer Broker: Tradition

Bonds as voted by Banks

Best Structuring Team:
Fixed Income\Inflation\Credit\FX

Standard Bank

Best Structured Notes Issuer

Standard Bank

Best Debt Origination Team

Rand Merchant Bank

Best Team: Credit Bonds

Standard Bank

Best Team: Inflation Linked Bonds

Rand Merchant Bank

Best Repo Team

Rand Merchant Bank

Best Sales Team: Bonds

ABSA Corporate and Investment Banking

Best Bond ETP Market-Maker

Nedbank Limited

Best Market Making Team: Government Bonds

ABSA Corporate and Investment Banking

Best IDB: Fixed Income

Tradition

Best Research House

ABSA Corporate and Investment Banking

Best Interest Rate Derivative House

Rand Merchant Bank

Best Forex House

ABSA Corporate and Investment Banking

Best Bond House

ABSA Corporate and Investment Banking

Best Fixed Income & Forex House

Rand Merchant Bank
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JSE Spire Awards recognises RMB as Best Fixed Income
and Forex House for a 4" consecutive year.

For a record-making 4t year in a row our clients have rated us best
overall and 1" consecutive year as Best Debt Origination Team.

This industry first would not have been possible without the unwavering
commitment of our inspired thinkers — our team — and our greatest
motivation, our clients.

See what inspires our team.
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JSE Spire Awards 2020

Best Fixed Income & Forex House (4 consecutive years)
Best Interest Rate Derivatives House

Best Debt Origination Team (11 consecutive years)

Traditional values. Innovative ideas.

RMB a division of FirstRand Bank Limited, is an Authorised Financial Services and Credit Provider NCRCP20. Terms and conditions apply.

RMB
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BY FAIZAL BHANA
Director - Middle East, Africa
and India, Jersey Finance

ustainable finance, specifically
S impact investing, has gained

considerable momentum over the
past few years. Investors are looking for
ways to build up communities and put
money to work responsibly. At the same
time, demand for Shariah-compliant
products is growing, not just among
faith-based investors, but also among non-
Muslim, ESG-minded investors.

The largest group of consumers using
Shariah-compliant wealth management
solutions currently are in the 50-70 age
bracket, according to a research report
published by Jersey Finance, entitled The
Evolution of Wealth Management in the
World of Islamic Finance.

It is expected, however, that in the next
few years, 60% of the demand for Shariah-
compliant products will come from those
aged between 25 and 50 years. Individuals
are forecast to account for more than half
(55%) of this increase, versus 33% from
family offices and 12% from institutions.

In 2019, US$145.7bn of sukuk (the Shariah-
compliant and structured bond equivalent)
were issued globally, according to the
International Islamic Finance Market. This
represents an increase of 18.3% from 2018
and a staggering 499% from a decade ago.

Socially responsible investing
Socially responsible investing (SRI) and
the trend towards products offering
environmental, social and governance
(ESG) standards are among the drivers of
increasing demand for Shariah-compliant
wealth management solutions.

An overwhelming majority (92%) of
Jersey Finance's respondents said that
incorporating new investment principles
such as SRI and ESG would help boost the
Shariah-compliant wealth management
market. This creates the potential for
an alignment of the demand for ESG
investments and the Shariah-compliant
products and services offering.

Shariah-compliant financial products
are evolving all the time. Broader trends in
innovation, fintech, and impact investing
have made these products and services
more accessible to all classes of investors,
while enhancing their attractiveness -
especially for those looking for a social
return on their investments; particularly
the tech-savvy, ESG-conscious ‘NexGen'
population. Similarly, global multilateral
Islamic Finance infrastructure organisations

Shariah-compliant structuring and
its relevance to impact investing

are working towards standardisation of key
structures to address issues on consistency
and complexity.

Sukuk

In the corporate and sovereign/quasi-
sovereign sectors, there is also particular
interest in sukuk, which are frequently
significantly oversubscribed, including

by conventional investors. Conventional
bonds are loan instruments, with investors
putting their money in interest-only
instruments. With sukuk, by contrast,
investors are putting their money into the
underlying asset, construction project or

in a leasing arrangement for a defined
asset or asset class, making it more secure
and lowering risk. As the UK government
moves ahead with its sophomore sovereign
sukuk issuance, we anticipate that other
governments will also look at raising further
sukuk to finance critical post-COVID projects
aimed at reviving and national economies.
ESG and impact investing will form a key
consideration in these sukuk structures.

Fintech

Innovative fintech approaches are lowering
the costs of these products. For instance, a
new Shariah-compliant UK fintech platform
focused on property investments via
equity is now available - with no debt, no
interest, and full voting and financial rights.
Emerging technologies have the potential
to disrupt the market and create change,
with greater efficiency, accountability and
transparency, while serving a previously
unbanked population. In Kenya, investors
are developing a fintech platform to assist
farmers in accessing funding, while online
Shariah banks now offer transactional
products for retail investors.

Africa
While investors in the Middle East and
Malaysia are largely driving the trend
towards Shariah-compliant products and
services, this sector is also of interest to the
rest of the world. Africa is home to around
250 million Muslims, and Shariah-compliant
products and services are available in more
than 21 African countries. These include
Kenya, Morocco, Niger, Nigeria, Senegal,
South Africa, Sudan and Uganda.
Increasingly, Muslim families across the
continent use Shariah-compliant trusts
and foundations to structure their private
wealth for estate and succession planning.
Similarly, on the philanthropic side, wagfs
are a common tool for charity endowments.
Families are using the wagf structure to
direct their philanthropic endeavours -
directing resources where the greatest
impact can be achieved. This sits within
the prism of ESG but increasingly on
commercial terms, ensuring longevity,
self-sustainability and self-sufficiency for
their impact investments.
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Several infrastructure projects in
the region have been funded through
Shariah-compliant financing, and the
African Development Bank suggests that
Shariah-compliant finance could also be
used to help strengthen the SME and
microfinance sectors.

Nigeria's Debt Management Office
has issued three sovereign sukuk bonds,
the most recent of which, in 2020, was
oversubscribed by 446%. All three are
project-based and, through raising funds
for much-needed roads and bridges,
are making a positive impact in line with
President Muhammed Buhari's commitment
to infrastructural development and
economic growth,

Nigeria has the fifth-largest Muslim
population in the world. Currently, however,
the country has a less than 0.5% share
of the global sukuk market, and Shariah-
compliant banking is in its infancy. Assets of
the two Shariah-compliant banks in Nigeria
are estimated at US$564m, or less than 1%
of total banking industry assets, according
to the Islamic Financial Services Board.

While Shariah-compliant banking
progress is expected to be delayed in the
short term, there is still scope for Islamic
fintech products to grow - especially with
Nigeria's largely unbanked population and
increasing smartphone penetration.

Kenya, on the other hand, is looking to
enhance its position as a hub for Shariah-
compliant finance and plans to put in
place a regulatory framework to govern its
Shariah-compliant industry. The Nairobi
Stock Exchange has also pushed for Kenya
to issue its own sukuk bonds.

In South Africa, there are plans to issue a
second sovereign sukuk in 2021/2022. The
country previously issued a $500m sukuk
in 2014, when it became the first African
nation to do so, and received subscriptions
worth $2.2bn - showing the strong appetite
among investors for this type of product.

It's also testament to the vital role sukuk
can play in financing South Africa’s post-
pandemic recovery. Shariah-compliant
products and services - although originally
created to serve the needs of unbanked
Muslims - have in recent years aligned
with the values of socially conscious, ESG-
focused investors, regardless of religion.

A core principle of Shariah-compliant
finance is that money and financing

should be directed and put to use in the
real economy, directly promote economic
activity, and should ultimately benefit
society as a whole. With social cohesion
and community development at the heart of
Shariah-compliant finance, these solutions
are ideally suited to the movement towards
impact investing.

The Global Impact Investing Network
recently estimated that the worldwide impact
investment market sat at US$715bn in 2020
- a figure expected to increase in coming

years. In line with this, it's quite fitting that
Jersey Finance recently launched its new
sustainable finance strategy. Entitled Jersey
for Good - A Sustainable Future, the strategy
sets out a vision and a number of objectives
for where Jersey intends to be by 2030.

International finance centres

For international finance centres (IFCs)
such as Jersey, the shift towards Shariah-
compliant finance, sustainable finance
and ESG investment has resulted in a
growing interest from both financial
institutions and high-net-worth
individuals (HNWIs) - particularly from
Asia, the Middle East and Africa.

Shariah-compliant products and solutions
emphasise partnership and shared risks
over conventional borrowing and interest-
led investments. Industries and activities are
carefully vetted to exclude sectors perceived
to be harmful, such as gambling or tobacco
industries. This ethos of responsibility and
collaboration makes Shariah-compliant
products and solutions suitable for investors
across the spectrum who want their funds to
provide direct impact within the overarching
objective of ethical and socially responsible
commercial investments.

Jersey offers Shariah-compliant investors
a flexible legal system, a forward-thinking
regulatory regime, and a tax-neutral
environment. In Jersey, Shariah-compliant
products and structures are regulated
and administered on the same basis as
conventional products and structures -
providing true parity under the law. This
positions the jurisdiction as a clear leader
for Shariah-compliant financial services.

Unlike other jurisdictions, Jersey does not
need to amend its laws to accommodate
all Shariah-compliant structures and
contracts, including wagfs, sukuk, and other
special-purpose vehicles. Instead, the Island
provides a robust international platform for
private, institutional and sovereign investors
to realise their diverse impact-driven
investment ambitions and objectives.

As interest in the Shariah-compliant
finance sector continues to rise, coupled
with a growing emphasis on responsible
investments with real, measurable
impact, investors will continue to partner
with fiduciaries, intermediaries and
financial institutions that understand their
requirements and have the necessary
experience and expertise. As such, Jersey,
with its decades of experience and deep
expertise in dealing with both Shariah-
compliant structures and wider ESG-
focused investments, will be best positioned
to serve the needs of these investors,
helping them achieve their sustainable
objectives at an internationally recognised
standard of excellence.

Jersey Finance was formed in 2001 to represent and
promote Jersey as an international financial centre of
excellence.
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Quo vadis,
cleantech
investors?

BY BRIAN ARCESE
Portfolio Manager: Foord Asset
Management, Singapore

enewed global commitment to the
R environment has ignited much investment
chatter, driving stocks in the cleantech and
renewables space to ultra-high valuations. Investors
seeking long-term alpha (beating an index) or just
positive returns should proceed warily, given the
valuation risks in this sector.

The 2020 COVID-19 pandemic initiated a great
reawakening for climate change issues amidst a
renewed focus on the green agenda by global
governments. In the US, newly inaugurated President
Joe Biden has made swift changes. He has cancelled
the Keystone XL pipeline, re-joined the Paris
Agreement, and plans to ban new oil and gas leases
on federal land.

Even coal-reliant China has now pledged to
achieve carbon neutrality before 2060. It also expects
to lower its CO, emissions per unit of GDP by 65%
from the 2005 level by 2030, increase the share
of non-fossil fuels in primary energy consumption
to 25%, and bring its total installed wind and solar
power capacity to more than 1.2 billion kilowatts.

Meanwhile, Europe is leading the world in terms
of committed capital expenditure. The European
Green Deal is pushing for net-zero emissions by
2050, earmarking at least €1tn of public green energy
funding. With the added push from other developed
economies driving their own initiatives, investment in
cleantech infrastructure should grow into the trillions
of dollars - mostly funded through public-private
collaboration - to de-carbonise the global economy.

Clean technology and renewable energy are
poised to be the biggest areas of global capital
allocation. The sector should offer investment
opportunities in the areas of renewable sources such
as solar and wind, green hydrogen (as an alternative
for natural gas) and infrastructure investments to
support electrification.

However, this does not mean that opportunities will
translate into outsized returns. It is easy for investors

seeking outsized returns to get caught up in the
hype. Investors seeking long-term alpha (beating

an index) or just positive returns should be wary of
lofty valuations in the cleantech sector. For example,
a market leader in offshore wind power is trading at
an exceptionally expensive multiple of 47-times 2021
earnings per share (47x 2021 EPS).

There are, nevertheless, still some opportunities
in better valued companies. For example, we own
Quanta Services in the Foord Global Equity Fund.
Quanta is a US leader in the construction and
maintenance of electric grids, and trades on a much
lower multiple of 21x 2021 EPS. While not exactly
cheap, it is still far more affordable than some of the
most prominent companies.

Investors should also consider how companies
diversify their earnings. For example, Quanta will
benefit from upgrades needed to generate green
energy via wind, solar or hydrogen. Many traditional
US and European utilities, such as Scotland's SSE Plc
and California's Edison International - both owned
at times in the Foord Global Equity Fund - are
forward thinkers and leaders in the transition to green
energy. These companies offer a similar exposure to
renewables at a fraction of the valuation of bigger
players. At the time of writing, SSE and Edison are on
17x and 13x 2021 EPS, respectively.

Cleantech and renewable energy trends are
on the right side of history and seem like a clear
investment play. They should offer opportunities
for investors seeking to make a difference or
appreciable investment growth. But the strategy
needs long-term investment - speculation and
trend-following will guarantee neither outcome.

Investors must diligently assess investments
for long-term returns by analysing their long-term
earnings prospects. They should invest only on a
deep understanding of the market and valuations,
instead of just blindly following market sentiment.
https.//foord.co.za/terms-conditions
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Taquanta acquires
the entire issued
share capital of NIM

aquanta Investment Holdings has
Tannounced that it has acquired

100% of Ngwedi Investment
Managers (NIM)'s issued share capital
from Ngwedi Capital Holdings. Under
the terms of the transaction, NIM will be
merged into Taquanta Asset Managers
(TAM), bringing together two formidable
investment teams that will ultimately give
rise to an even more transformed, scalable,
dynamic and sustainable business.

The highly regarded Ngwedi
investment team of Monei Pudumo-
Roos, Raphael Nkomo, Farzana Bayat
and Teresa Lu, will, for the time being,
continue to manage the affairs of
NIM, supported by Taguanta's various
operational divisions. These investment
professionals will likewise continue to
manage the NIM client assets throughout
the merger process.

Pudumo-Roos will be appointed to
the board of TAM, fulfilling the role of
executive director focusing on business
development. “She brings a wealth of
knowledge across all asset classes and provides a fresh face to promote
a more appropriately transformed TAM business. Both Farzana and
Teresa will not only continue to manage Ngwedi's existing client assets
but will take on further responsibility in the combined investment team,’
Taquanta Investment Holdings says.

"Furthermore, Raphael will assume the role of TAM's Chief Investment
Officer. Ray Wallace (TAM's current CIO) will remain very involved in
the overall investment process, with a significant emphasis on cash and
related assets, the largest pool of assets currently under management at
TAM. Ray will lead the strategic direction of the team responsible for cash
and related investment products’’

Justin Kretzschmar, CEO of Taquanta Investment Holdings, says the
integration represents the long-standing ‘changing of the guard' succession
plan. “We have always worked towards a sustainably transformed business,
focusing largely on growing our own talent. This transaction not only allows
us to fast-track our overall succession strategy, but also creates a pool of
highly talented investment professionals, resulting in a far more sustainable,
transformed business going forward,” he says.

Justin Kretzschmar, CEO of
Taquanta Investment Holdings &
Monei Pudumo-Roos, CEQ, NIM

authentic

/2:'8entik/
adjective

1 based on facts

2 accurate or reliable

Old school values since 1981.

Foord Asset Management is an
authorised financial services provider.

Learn more at www.foord.co.za >
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Be the fire and wish for the wind

Balancing the risks with the possible returns

BY ARNO LAWRENZ
CIO, Sasfin Asset Managers

n the prologue to his book Antifragile, Nassim Nicholas

Taleb says, “You want to be the fire and wish for the

wind” We are not sure if Cape Town's firefighters would
be saying the same after the devastating fires last month.
The point he makes, though, is relevant for us in financial
markets, which is that we do not want to hide from
uncertainty, chaos and randomness, as he puts it, but
to embrace it and benefit from it. When we survey the
economic landscape in South Africa today, we observe
much pessimism about the future, precisely because so
many areas face uncertainty and risks. Over the past year,
we entered the COVID-19 pandemic, only adding to the
misery. The deterioration in our fiscal sustainability has
been painful to watch, and the ructions in the governing
ANC have created angst in those who look to the public
sector to provide comfort.

If we are to follow Taleb's advice and embrace risk, we
do not want to do so as a firefighter who goes into battle
with nature without any protective gear. No well-trained
firefighter would take such an approach. Firstly, having an
understanding of one's foe is crucial. In financial markets,
we too often see an inherent pessimism about the future,
and this is one of the first mistakes that investors make
- using a linear approach to problem-solving, which is
to assume that events occur in a linear fashion when the
truth is that nonlinearity is the prevailing paradigm. For the
firefighters, their nonlinearity was the wind. What started
out as a northerly wind driving flames towards UCT, ended

up changing

“Embracing risk overnight
. . into a raging
without knowing souteastr

threatening the
urban edge in

the future means

having exposure A
to different risks” diection

Likewise, in markets and economies, the arrival of a
once-in-a-century pandemic in 2020 up-ended all
expectations and forecasts. Our notion of what is normal
has been completely altered.

In a nonlinear world, investing in the future is an
inherently difficult thing to do successfully. Let's look
at an example: If we had only invested in tech stocks
over the past 20 years, we would have been enormously
successful, and the temptation would be to say, “If it ain't
broke, why fix it?" It's hard to argue against 20 years of
data points. Just as very few would have argued a year
or two back to avoid airlines because a time was coming
when there would be no flights, it would likewise be
very hard to argue that one should avoid all tech stocks
because some way down the line a cyberwar or attack
will erupt that will close down internet connections
for months on end. One cannot, though, look at future
scenarios and then decide to avoid all risk.

This almost always points us to three basic principles
to embrace in a sound investment portfolio that balances
risk and return:
= Diversification. Embracing risk without knowing
the future means having exposure to different
risks. It is one of the reasons why gold (and yes,
even cryptocurrencies) invariably comes up as a
key portfolio component - because of its lack of
correlation to other economic fundamentals. This is a
crucial way to reduce total risk. Being exposed to tech
was great during the past year as the market favoured
the resilience of their business models during the
pandemic, but at some stage, airlines are going to be
making a killing as normality resumes and pent-up
demand for travel is released. And so it goes...
Inflation. Don't ignore inflation - always be aware of
how a portfolio of assets protects against inflation and
do not necessarily rely on past returns as a predictor
of future returns. If necessary, an explicit exposure to
inflation-linked bonds can be used. In South Africa, for
example, government-issued inflation-linked bonds
are trading at real yields of well over 3%. This is a

great long-term investment opportunity.

= Avoid get-rich-quick schemes. It may sound
obvious, but falling for a fad or a get-rich-quick scheme
because you think it fits into Nassim Taleb's ‘embrace
risk’ strategy is, well, just dumb. This is where the old
saying, ‘if it sounds too good to be true, it probably is,
is very relevant. Basically, it means that you have to
do your homework, as good returns don't just fall into
your lap. A sound and systematic approach to making
investment decisions is a necessity.

No fire-fighting team sets out without a plan and a
strategy, plotting a way to embrace the terrain, the wind
and the vegetation in that strategy. Similarly, no investor
should be plotting an investment course without due
consideration for balancing the risks - which include
the oft-forgotten liquidity risk - with the possible returns,
and it also implies that a returns-only focus is likely to
ultimately lead you into a fire somewhere along the line.
With that in mind, a salute then to our long-suffering
firefighters across the country!

Infrastructure investments like renewable

assets have done very well’

It is this characteristic that has grabbed
the attention of global institutional
investors, with the CoreDataResearch
survey reporting that 90% of respondents

capital should ideally be directed at
greenfields projects,’ he says. “In order for
this opportunity to be realised, retirement
fund trustees need to become more
comfortable with and knowledgeable
about the asset class”

cited diversification as the main reason for

increasing their exposure.

The ability to drive economic growth

ccording to a new survey by
A CoreDataResearch Ltd, 40% of

the surveyed global institutional
investors plan to increase their asset
allocation to alternative investments
in 2021/2022. This trend is of local
relevance, given the proposed changes
to Regulation 28 that would allow
retirement funds to increase their
exposure to infrastructure investments -

many of which are in the unlisted space.

According to Paul Boynton, CEO of
Old Mutual Alternative Investments, the
case for retirement funds to hold more

of these types of assets is clear. “Given
the real-economy linkages and inflation-
driven tariffs, like renewable energy
assets, infrastructure investments are
particularly well suited to a retirement
fund liability profile.’

He says that, unlike other growth
assets, alternative investments are
uncorrelated to listed equities and
property. "Alternative investments as an
asset class are not a place to immunise
yourself against the systemic impact
of COVID-19, although many have, in
fact, weathered the pandemic well.
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while offering retirement funds a new
asset class that can deliver long-term,
inflation-linked growth is behind National
Treasury's proposal to increase the
Regulation 28 allocation to infrastructure
investments. However, for infrastructure
projects to drive real economic

growth, they will need to have a strong
developmental focus.

“The intent in the proposed
amendments is clearly good, but | fear
they're not sufficiently clear on the scope
of the infrastructure investments. For
this to have real impact, developmental

Paul Boynton, CEO, Old Mutual
Alternative Investments
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Introducing the Old Mutual Wealth ESG ratings

BY FARHAD SADER
Managing Director: Old Mutual Wealth

t Old Mutual Wealth, we are now the first Linked
A Investment Service Provider (LISP) in South Africa

to provide and publish an ESG rating for all the Old
Mutual Unit Trust Funds listed on our platform.

We have collaborated with MSCI, a global leader
in investment research, to get all our Old Mutual Unit
Trust Funds rated from an Environmental, Social and
Governance (ESG) perspective, informing and enabling
investors to invest with purpose.

Planners can now easily identify and recommend
funds with higher ESG scores to interested clients and
allow investors to make their own informed choices about
where to invest to effect a better tomorrow for everyone.

MSCI ESG Research provides ESG Fund Ratings

on a scale of AAA (leader) to CCC (laggard), according
to exposure of the underlying assets held to industry-
specific ESG risks and the ability to manage those
risks relative to peers. To learn more, visit
https://www.msci.com/documents/1296102/15388113/
MSCI+ESG+Fund+Ratings+Exec+Summary+
Methodology.pdf

Responsible Investing and ESG

Responsible investing is an investment approach that

considers Environmental, Social and Governance
(ESG) factors together with financial returns to achieve
sustainable long-term returns.

The benefits of ESG Investing

Although we cannot promise future performance,
historically, companies with high ESG scores showed
resilience and delivered superior growth and investment
returns when compared to those with lower scores.

Old Mutual is a signatory of the United Nations-backed
Principles for Responsible Investing (PRI). Please visit
https://www.oldmutual.com/responsible-business/
reports to see our reports and disclosures on ESG and
Responsible Business.

Various investment managers and capabilities featured
on the Old Mutual Wealth platform ESG into their
investment solutions:

Old Mutual Multi Managers - applies ESG
considerations in their manager selection and in their
stewardship of underlying assets. Please visit https://
www.oldmutual.com/responsible-business/reports.

Old Mutual Wealth - Tailored Fund Portfolios offers
model portfolio solutions both locally and offshore to
financial planners. Where available, we make use of

building-block solutions with an ESG overlay. Private Client

Securities curates bespoke ESG portfolios for their clients.

Old Mutual Unit Trusts - currently offers funds
managed by investment managers Old Mutual Investment
Group (https://www.oldmutualinvest.com/individual/
our-solutions), Old Mutual Multi Managers, Futuregrowth
Asset Management (https://www.futuregrowth.co.za/
investments/responsible-investing/) and Jupiter Asset
Management (https://www.jupiteram.com/about-jupiter/
esg-and-stewardship/). All investment managers integrate
ESG considerations into their investment processes. Old
Mutual Investment Group also offers three specialist ESG
Funds: Old Mutual MSCI World ESG Index Feeder Fund,
Old Mutual MSCI Emerging Markets ESG Index Feeder
Fund and Old Mutual ESG Equity Fund. In addition,

OMIG offers three ethical investment funds - Old Mutual
Albaraka Equity Fund, Old Mutual Albaraka Balanced
Fund and the Old Mutual Albaraka Income Fund.

Our objective is to
collaborate with other
players across the financial
services industry and

to motivate the broader
industry to adopt ESG fund
ratings and to build trust
through full transparency.

INVESTING RESPONSIBLY IS

YOUR CHOICE.

HAVING OUR

FUNDS* ESG-RATED IS OURS.

We've partnered with a global industry leader

to become the first in South Africa to give our

funds an environmental, social and governance

(ESQ) rating. Choosing to invest with purpose

is now simpler than ever.

See more at www.oldmutual.co.za/wealth/
*Old Mutual Unit Trust Funds

WEALTH

DO GREAT THINGS EVERY DAY

Old Mutual Wealth is brought to you through several authorised financial -
services providers in the Old Mutual Group who make up the elite service offering.
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A new dawn for

South African markets

BY DWAYNE DIPPENAAR
Portfolio Manager, Laurium Capital

s the old proverb goes, ‘The darkest
A hour is just before the dawn; and the

new year certainly brought with it
what felt like a new dawn for South African
markets. The FTSE-JSE All Share Index
(ALSI) had an extremely strong start to the
year, up +11.2% in USD for the first quarter
of 2021, and helped along by a steady ZAR,
outperformed the MSCI world (+4.5%) and
MSCI EM (+1.9%) nicely. The adage from
Warren Buffet to 'be greedy when others
are fearful' could not have been illustrated
better over the past year with the ALSI now
up +75% (as at 31 March 2021) since its low
point in March last year. In fact, the ALSI
is now +16.5% above where it ended 2019,
and has thus not only recovered from any
COVID-19 impact, but provided investors
with a decent return off pre-pandemic
levels. Investors that were patient and able
to stomach the volatility of last year have
been well rewarded.

Many might look at the above returns

and struggle to reconcile them with what
is happening in the real economy, where
we continue to face lockdowns, increasing
job losses and still much uncertainty. The
rapid recovery in financial markets and
subsequent divergence from the high street
can materially be attributed to what has
been called the most generous action of all

Figure 1: Comparative blended 1-year forward PE
multiples of MSCI South Africa and major global MSCI Indices
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Source: Laurium Capital, Bloomberg (31 March 2021)

time from central banks and governments. In
the US alone, the Federal Reserve expanded
its balance sheet by over $2.7tn through
bond buying, and the Treasury funded $4.5tn
in grants and loans. These actions were
echoed throughout the developed world,
and all this money needed to find a home.
Alarge part did so in the capital markets,
driving asset prices higher, often beyond
what seemed justified by fundamentals.

We entered 2021 with the tailwinds
of global fiscal and monetary support,
the global rollout of the vaccine and a
recovery of the global economy off the low
base set by the near economic standstill
induced by the initial COVID-19 extreme
lockdowns. We have seen these bullish
dynamics play out in the first quarter,
with strong data out of China supporting
commodity prices, and the general
reopening of economies as the vaccine
gets rolled out, supporting stocks that
benefit from an economic recovery.

The big questions that we now must
answer are around the sustainability of the
economic recovery? What will be the effect
of a third wave of COVID-19 (or even a fourth,
if vaccine rollouts continue to be so slow)?
What are the implications for inflation and
for interest rates, given the massive fiscal

2016 2017 2018 2018 2020
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and monetary stimulus? Lastly, and perhaps
most importantly, what outcomes have been
priced into the valuation of various assets
globally? On this latter point, we believe
that there are specific sectors and markets
globally that are starting to look expensive,
where the risk reward is no longer attractive.
We are still finding pockets within the local
and offshore markets that look very attractive
and believe could still provide handsome
returns to investors over time. Many South
African focused companies, for instance,

still look attractively valued when examining
a simple index of the one-year forward PE
of companies that are most exposed to
South Africa (SA Inc.). SA Inc. is trading one
standard deviation cheaper than its seven-
year history.

We note that the MSCI SA index is also
trading at a large discount compared to
other global markets forward PEs, including
other emerging markets that are trading at
a 15x forward PE.

Our Laurium Capital funds are well
positioned to take advantage of these
opportunities. Being a small and nimble
boutique manager, we are able to invest in
the broader South African universe efficiently,
implementing our best ideas in high
conviction positions across the portfolios.

CoreShares
bolsters

range with
comprehensive
global ETF

oreShares has announced that it
C will be listing a new ETF on the JSE.
The CoreShares Total World Stock
Feeder ETF (share code: GLOBAL) will
track the FTSE Global All Cap Index. This
index represents the full opportunity set
of large, mid, and small-cap stocks across
25 developed and 24 emerging markets,
comprising over 9 000 constituents
across 10 sectors. It is arguably the most
comprehensive ‘all in’ global strategy to
be listed on the JSE, and represents $69.8tn
of market capitalisation.

“We are delighted to be adding this
simple, yet powerful, Core Global product
to our range. Now clients can hold the full
exposure of both emerging and developed
within one product. We have also priced
the ETF to be a cost leader within this
category, with an expected forward TER
of only 0.29%," says Gareth Stobie, MD of
CoreShares.

The addition of emerging markets
exposure provides an important addition
to developed markets ‘only’ products,
especially given some of the high growth
economies that make up that index. The
ETF will feed into the US-listed Vanguard
Total World Stock ETF (VT), which tracks
the same index with over $25bn under
management.

Stéphane DeGroote, head of ETFs &
derivatives EMEA, FTSE Russell, comments,
"We are delighted that CoreShares has
selected the FTSE Global All Cap Index for
an ETF offering comprehensive exposure
to global equity markets. CoreShares'
choice of index provider reflects FTSE
Russell's long-standing relationship with
the investment community in South Africa,
including our partnership with JSE, as well
as our international reach as a global index,
data and analytics provider.

While we believe in
function, we also believe
there is space for creativity
and innovation. This is why
we do not subscribe to a
one-size-fits-all approach.

www.analytics.co.za

ARCHITECTURAL SCIENCE IS
WHERE FUNCTION MEETS FORM.

Analytics is an independent multi-manager business, structured to
offer specialist, risk-profiled solutions for wealth management and
branded model portfolios as a Discretionary Fund Manager (DFM)
to growing independent advisory businesses.

We believe that each and every challenge deserves its own unique,
custom-made solution. It deserves its own time and space.

Above all, it shows growth, the ability to put plans into action and

solutions that will stand the test of time.

For more information call us on 011-463 9600 or email dfm@analytics.co.za

Portfolio Analytics (Pty) Ltd, FSP No 631, is an authorised financial services provider.
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Same, same

but different...

BY GEORGE DELL
Head: Business Development, MitonOptimal

FMs or DIMs
(now also
known as DI/

FMs) should not be
considered as FSPs
that are shrouded in
some form of unknown
mystery! They are quite
simply investment
managers, also known as asset managers,

who provide a suite of investment support and
intermediary services to financial advisers. Where
things do become complicated, however, is in
selecting one, as while they are “quite simply
investment managers, the differences between
DFMs are vast - same, same but different!

In a nutshell, there are broadly four types of
DFMs across the investment industry: Retail,
Corporate, In-house and Advisory.

Retail DFMs usually take on the form of an
independent business with no corporate ties
restricting or guiding them towards house or
internal focused client solutions. These DFMs
are typically owner-managed, independent
and agnostic in their approach to providing
their services to advisers. Their services could
include a broad-base house view suite of
portfolios for advisers who want to take the
guesswork out of picking funds. But many
will also offer true tailored/bespoke solutions
designed in a collaborative manner to meet the
specific needs of an advisers' book of clients,
including solutions to cover local, offshore, pre-
and post-retirement needs.

Corporate DFMs usually operate from
one of the larger life/investment houses who
support a large, tied agency sales force, but also
offer their services to advisers. The adviser will
typically get the internal house view solutions
of the Corporate (or their multi-manager funds)
as solutions that might be branded for them to
create a framework of perceived independence
for the advisory practice.

In-house DFMs are typically associated
with larger wealth and advisory practices with

multiple advisory branches (possibly having

local and offshore capabilities) where they

have the means to set up a separate business
division within the group that is staffed with
independent Kls and Reps to the advisory
business. This division will focus on investment
management activities to build solutions

for their internal advisory division; the

investment manager will focus on investment

management under intermediary services, and
not on advice activities.

Advisory DFMs would typically be a small
practice that has both a CATI and CATII license
where the advice and investment management
are fulfilled by the same party. We suspect that
this category will come under scrutiny from the
FSCA in its rollout of RDR and their stance of TCF.

As you can imagine, the above DFM categories
will, without a doubt, result in a multitude of
differing services and capabilities. Besides the
different portfolio construction options (core
satellite, building blocks, multi-asset/split funding,
active & passive, or combinations of all of these),
each DFM will have a different investment thesis
and method of choosing managers, funds and
other financial instruments. These are all things
an adviser needs to consider and be comfortable
with when deciding upon a partner. Other
questions should go towards:

Portfolio optimisation and risk management

- does the potential DFM partner utilise

optimisation tools to mathematically/

quantitatively provide conviction to position a

portfolio to a client?

- Will the DFM partner enhance an adviser's
client value proposition through providing a
Centralised Investment Proposition?

Does the DFM have the ability to reduce overall

client costs, or will there be a higher fee for this

level of expertise?

So - same, same but different definitely applies!
MitonOptimal are a Retail DFM by definition that
pride themselves on providing their adviser clients
with peace of mind through their flexible and
holistic investment management service offering.

MitonOptimal South Africa (Pty) Ltd is an authorised Financial
Services Provider Number 28160.
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DFM considerations for retail
and institutional advisers

. BY CRAIG ABBOTT
4 Co-Head: Institutional Discretionary
= Fund Management, RisCura

he first independent Discretionary Fund
T Management (DFM) survey conducted

by The Collaborative Exchange in 2019,
evidenced some valuable findings regarding
the DFM environment in SA's retail space, by
providing insight into the weaker aspects of the
DFM offering, namely pricing, independence and
transparency. Two years on and these issues are still around.

The majority of the costs that an independent DFM passes on can range
anywhere from 10bps - 35bps. Many of the independent DFMs work on a
sliding scale as a percentage of assets under management. The more assets,
the smaller the fee and vice versa, but the cost savings through outsourcing
aren't always carried through to reduce an adviser's fees.

Another crucial point is the transparency and independence of the DFM.
How many will select their own underlying funds within their own solution?
If so, is it communicated to the advisers? If that fund is not performing relative
to its benchmark, will the DFM change or fire the manager? Does this not
constitute a conflict?

Below are a few points to assist in selecting the right independent DFM:

- Pricing models for advisers based on

the size of the adviser’s assets under advice
- Assets under management - indicating

where the assets are currently residing
- Longevity of the business and background of all directors
- Have they any legal affiliation to any asset

manager or distribution channel?

- Investment philosophy and process

- Corporate governance

- What is the service delivery to the advisers -
report backs, quarterly meetings, etc?

As an adviser it's crucial that you, and only you, will always be the
relationship holder with your client. A DFM service should be viewed as a
specialised investment service that is outsourced to provide your clients with
the best possible outcome relative to their appetite for risk. A thorough due
diligence on the DFM is required and it's important to understand if you're
getting value for money.

As an adviser with institutional clients, a multi-manager solution can
address all issues and concerns. Once again, it's outsourced decision making.
Considerations should be given to costing, investment management style and
process, and how actively the fund is managed via strategic asset allocation and
tactical asset allocation. Selecting a single manager in a balanced fund can be
problematic - but if you outsource it, you protect yourself and your clients too.

WE PROVIDE
PEACE OF MIND

MitonOptimal provides advisers with peace of mind by offering

established investment expertise, dedicated support and long-term

Miton

George Dell | Head of Business Development | E: george@mitonoptimal.com | T: 082 809 4220 | www.mitonoptimal.co.za

partnership in managing their clients’ investment affairs.

timal

Issued by MitonOptimal Group (MitonOptimal). MitonOptimal South Africa (Pty) Ltd, registration no. 2005/032750/07, an authorised Financial Services Provider (“FSP") with license no. 28160.

MitonOptimal South Africa (Pty) Ltd complies with all the requirements of the Financial Advisory and Intermediary Services (FAIS) Act (Act 37 of 2002).
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Not all DFMs
are the same

|

BY ROLAND GRABE

Head: Discretionary Fund
Managment, Old Mutual Wealth

ith so many Discretionary
Fund Managers (DFMs) to
choose from in South Africa,

financial advisers are truly spoilt for
choice. But how important is the choice
of a DFM, and is there any differentiation
in approaches between these DFMs? It
can be argued that over the last 15 years
or so, a number of business models and
approaches have evolved, giving rise

to a very differentiated set of options
available.

Among the large DFMs, we see
specialisation in service placed on
different focus areas. Asset manager
research is a critical component for any
DFM, but the way manager selection
can be leveraged differs between
DFMs. Different approaches include
offering a fund rating system with open
choice, offering a selected ‘buy list’

of recommended managers, or even
accessing a specific group of selected
managers at a competitive management
fee. If the institutional market is anything
to go by, selling manager research

as a commodity is quite a difficult
undertaking in South Africa, where the
group of popular and respected asset
managers is largely known and limited.
So, for a DFM to elevate manager
research to a competitive advantage,
there is certainly limited scope in the
local market, with more potential for
developing a unigue proposition in the
global asset management space. Value-
add through manager selection is often

also difficult to quantify, especially where

the focus of many clients is simply to

grow their wealth in real terms over time.

“DFMS are
now also
differentiated
in the way
they design
investment
solutions for
clients”

In any market, and the DFM industry

is no exception, there is usually a large
choice when it comes to pricing. DFM
fees differ significantly, with standard
DFM fees on local portfolios running
from as low as 0.1% per annum to well
over 0.5% per annum, in some cases for
very similar services. But in this market,
pricing has a secondary dimension -
since DFMs develop model portfolio
and fund of fund solutions, there is also
significant differentiation in the solutions
developed when it comes to pricing. A
large driver of this is the DFM views on
two fairly controversial topics: passive or

-H-.

A
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“Sadly, the temptation for a
DFM to unduly influence a
financial adviser is not new”

index investing, and performance fees.
To illustrate the difference in approach,
a cost-conscious DFM can build a high
equity balanced fund model portfolio
solution with a Total Investment Cost

(TIC) of 1%, inclusive of a DFM fee of 0.1%.

On the other end of the spectrum, there
could be a DFM that charges a fee of
0.5%, offering a portfolio with a combined
TIC of as high as 2.5%. The higher TIC
might be due to performance fees or
even inclusion of more expensive asset
classes, such as hedge funds. The bottom
line is the range of DFM solutions differ
greatly when it comes to pricing, and in
investments, ‘more expensive’ does not
always translate to ‘better performing:

A lot has been made of the corporate
positioning of DFMs relative to

asset managers and unit trust LISPs.
Those DFMs that are not connected
to the asset management and unit
trust providers they select, consider
themselves as independent. There is,
however, another aspect to consider,

and this affects DFMs
across the board -
both independent
and those working
closely with large
financial services
firms. Here, the
question about
independence is between DFMs and
financial advisers. Sadly, the temptation
for a DFM to unduly influence a financial
adviser is not new. We have observed
many different business models that are
developing both globally and locally,
that lead to the creation of a conflict of
interest between financial advisers and
DFMs. This can take different forms,

and we highlight a few of the most
prevalent examples.

A fairly direct approach, used in South
Africa by a minority of DFMs, is to directly
share some of the DFM fees they charge
with financial advisers. This approach
creates a financial incentive for advisers
to use a particular DFM and may pose
substantial risks to especially independent
financial advisers. Another approach
with the same net result, is for a DFM to
purchase a stake in an IFA practice in
return for support of its services. These
approaches are controversial. Thankfully
there are a large number of DFMs that are
willing to compete purely on their offering
and service, offering no financial incentive
to supporters of their proposition.
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Technology is playing an increasing role
in the competitive landscape. The race
for market leadership is taking place
both on the LISP front and among DFMs.
For LISPs, the key objective is to be able
to offer cheap, accurate administration
to both clients and DFMs, offering
choice and flexibility in implementing
model portfolio solutions. Upgrading
technology is expensive and complex,
and currently, substantial gaps exist
between the offerings of the major LISPs
in the local market.

DFMs also offer competing
technology, focusing on different areas
of the investment value chain. A key
area of focus is the systems used for
linking the advice process to investment
implementation. Where investment
advice is focused on the needs of clients,
DFMs offer their expertise in matching
those needs with well-constructed
solutions. The key role technology
can play here is to facilitate the direct
implementation of the solution in the
most direct way possible. This might be
done in partnership with a LISP, which
offers advice tools that are integrated
with a DFM solution set, or even a range
of different DFM solution providers.

When it comes to performance
analysis and client feedback, some DFMs
extend their service to focus on this part
of the value chain, empowering advisers
in the client feedback conversation.

This is done through systems that
integrate the client ledger with analysis
tools populated with the investment
performance of solutions developed by
the DFM, either in model portfolio or in
wrap fund format.

DFMs are now also differentiated in the
way they design investment solutions
for clients. The days of combining a
handful of balanced funds to create

a client solution is long gone, with
most DFMs taking control of the asset
allocation process themselves. This has
some advantages but also introduces
new risks. When the DFM controls the
asset allocation of a model, it directly
controls the biggest single investment
risk. The asset allocation skill of the
DFM then becomes the major driver

of client performance, with the asset
managers employed playing second
fiddle. These solutions tend to be
cheaper than balanced funds, with the
obvious risk that the DFM might not be
the best, or even an above-average asset
allocator. When advisers make use of

“In any market, and
the DFM industry
IS no exception,
there is usually a
large choice when it
comes to pricing”

this approach, a key part in selecting
the DFM would be to identify the skill,
experience and track record of the DFM
with regard to asset allocation. These
risks can also extend into the selection
role of DFMs. If the DFM makes use

of relatively unknown or niche asset
managers, or more specialist solutions
such as hedge funds, extra caution is
merited, as client outcomes may be quite
different from the general market and
client expectations.

As a partner to an adviser, any DFM will
have a view on what they believe to be
a successful approach to investment
decision making. In our market, the
concepts of manager and asset class
differentiation is well established. A first
key point advisers should consider, is
whether the DFM makes use of a related
party to supply asset management. This
could be considered less important in

a passive or index approach, but for
active management this may well be a
red flag, since the selection of such an
asset manager can hardly be argued

to be the best advice, or based on
independent research.

There are many other dimensions to
investment philosophies. Some DFMs
may focus on style diversification,
which in equities implies combining
managers with different styles such as
value, growth, quality or even an ESG
Index component. Style diversification
is usually a prudent consideration, since

the JSE is quite correlated to the global
style trends - some of which may last for
more than a decade at a time.

DFMs differ quite considerably in their
use of passive investment options. Through
a DFM industry survey, we have noticed
that passive solutions still form quite a
small part of the overall DFM landscape,
which is surprising given all the research
available on the challenges of active
management. This could reflect some
conflicts of interest, but it may also be that
South Africa is somewhat behind global
trends in the adoption of alternatives to
traditional asset management.

It is important for advisers to consider
their own investment philosophy,
because trusting the expertise of a DFM
implies support for theirs. Over time,
conflicts may arise if the investment
decisions of the DFM either perform
poorly, or stand in conflict with the view
of the adviser.

When it comes to adviser input on the
construction and management of model
portfolios and wrap funds, DFMs offer
flexibility to varying degrees. What

most DFMs have in common is that
bespoke portfolios are only offered to
larger practices and advice groups. To
put a number to it, R200m might be
considered a reasonable minimum asset
base to develop a unique and branded
range of model portfolios for. Due to the
fixed costs of setting up a fund of fund
solution, the same amount of R200m is
also a reasonable minimum to launch

a bespoke wrap fund. Some DFMs also
offer a standard range of solutions
carrying their own brand, which is based

on their best investment view across
the risk-return spectrum. Such ranges
are generally easily accessible by any
planner and, in many cases, will be
available across different LISP providers.

 Size |
A final dimension to consider is the huge
variety in size among the more than 60
DFMs currently in operation. From asset
bases under R1bn, to DFMs with books
of over R40bn, there is certainly a huge
range of options. While size might seem
like a market advantage, it is perhaps the
case that smaller DFM teams offer more
personal service and attention, especially
to smaller, independent financial advisers.
While a small asset base should not directly
be a concern, a small DFM team could be
problematic, given the challenging nature
of the services a DFM should provide. This
includes asset allocation, asset manager
research, selection and monitoring, as well
as reporting. Even a medium size DFM
might manage and report on more than
a hundred model portfolios. It is therefore
important to determine if a DFM has
sufficient resources to provide all these
services. And should things go wrong, it is
equally important to consider the fidelity
cover in place, especially for smaller
DFM teams.

Tailored Fund Portfolios is the Discretionary Fund
Management offered by Old Mutual Wealth. We

create and manage a range of solutions that provide a
consistent, reliable approach to investment. Through
our consistent process of asset allocation, manager
selection and investment philosophy, we have designed
a range of solutions to meet your clients’ investment
objectives.

For more information, contact Roland Grabe at
roland.grabe@omwealth.co.za or Evan Andreou
at evan.andreou@omwealth.co.za.

“What most DFMs have in common, is
that bespoke portfolios are only offered
to larger practices and advice groups”
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Investing in decarbonisation is a
once-in-a-generation opportunity

limate change is one of the most urgent challenges

facing the world, and the realisation that everybody

is responsible for supporting the transition to a low-
carbon economy is now widespread.

Of course, this includes investors, as such a monumental
shift in the ways people produce and consume requires
vast capital. But the savviest investors know funding a green
industrial revolution offers them far more than the chance to
make a positive environmental impact. Efforts to cut carbon
emissions are transforming not only energy and transport
systems, but also the design and manufacture of products
and buildings.

This creates enormous growth potential for companies
offering low-carbon products and services, and consequently
opportunities for investors. So much spending is required
because green technologies need to play a far bigger role in
the economy. To achieve the Paris climate goals, 100 million
electric vehicles must be sold
every year, for example, up
from around two million in
2019' - implying considerable
growth not only for electric
vehicle manufacturers, but
also companies in their
supply chains.

Deirdre Cooper, Co-Portfolio
Manager, Ninety One Global
Environment Fund

Propelled by the decarbonisation tailwind, such
companies have the potential to outperform the rest of the
market. “Decarbonisation-fuelled growth is a structural
trend that will persist through economic and political cycles,
which is a crucial point during a time of such uncertainty in
the world," says Deirdre Cooper, co-portfolio manager of the
Ninety One Global Environment Fund.

"Given the vast investment required to limit
temperature rises, the growth potential of companies that
support or benefit from decarbonisation is huge. It's a
misunderstanding that there needs be a trade-off between
investing sustainably and generating returns

However, she believes only the market leaders are likely
to reap the full potential of decarbonisation. The key to
leveraging this opportunity is therefore selectively investing
in the leading businesses enabling and benefiting from
decarbonisation, through a dedicated and focused approach.

Though first seen as a possible inhibitor of
decarbonisation progress, COVID-19 has arguably been
an accelerant as governments centre their post-pandemic
recovery plans around the low-carbon transition. This
is particularly the case in Europe where the European
Union’s Green Deal and related fiscal policy have been
positioned to help reinvigorate economies. Elsewhere,
China has pledged to become carbon neutral by 2060. In
the US, President Joe Biden's green agenda has further
strengthened the tailwind behind stocks perceived as
positively exposed to decarbonisation.

Government policy has a major influence on where,
how and how fast decarbonisation drives economic
growth. However, the necessary funding cannot come from
governments alone. “The world is investing just $500bn of
the $2tn to $3tn required annually to decarbonise the global
economy,’ says Cooper.

“To make up the shortfall, we need companies to spend
much more on tackling climate change. Investors can play a
valuable role in this by engaging with listed businesses, as
shareholders, to encourage them to accelerate spending on
transitioning the global economy to a lower-carbon model”

To find companies likely to contribute to decarbonisation,
Cooper and her team use proprietary models and
detailed carbon analysis. “Within our portfolio, we analyse
carbon impact for each company. This includes analysing
emissions profiles, initiatives to align strategies with the
Paris climate goals, and ‘carbon avoided; which measures
the extent a company's products or services have a lower
carbon footprint than the alternative:’

They have identified around 700 businesses that
earn at least half their revenues from areas impacted by
decarbonisation and offer products and services that are
quantifiably more carbon efficient than the alternative.
These businesses have a combined market capitalisation of
about $6tn, but investors in broad benchmarks have limited
exposure to them as together they account for only 7% of
the MSCI All Country World Index by weight.

Cooper believes investors have a higher probability
of outperforming the market if they take a selective
approach, focusing on the businesses within this group
that have the best growth potential, sustainable returns
and competitive advantages.

'Ninety One and Dr Daniel Quiggin, 31 March 2019.

Find opportunity in change

Partner with an investment manager who understands change,
knows how to respond to it and even get ahead of it. That’s when

change changes... to opportunity.

Start your investment journey
ninetyone.com/change-changes

Ninety One SA (Pty) Ltd is an authorised finar
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money market returns?

ower interest rates -
I_ although a life jacket

for those in debt or with
home loans - have negative
consequences for savers. The
repo rate is currently at 3.5%, the
lowest in the country's history,
but with members of the South
African Reserve Bank's Monetary
Policy Committee subtly altering
their collective stance on rates
at their March meeting, where to
from here for rates and money
market returns?

“The March Monetary Policy
Committee meeting finally
saw members vote in unison
to keep rates on hold. This is
important, as it signifies their
sentiment that we are now at
the bottom of the interest rate
cycle. Members who previously
voted for further rate cuts are
now of the opinion that such
action is no longer appropriate,’
explains Thalia Petousis, fund
manager at Allan Gray.

Why? The answer, she says, is
inflation.

"Fears of inflation have been
driving global and domestic
fixed-income markets to extreme
levels all year. US 30-year
government bonds have fallen by
16% year-to-date as the market
looks for US COVID-19-related
stimulus spending to wreak
havoc on consumer prices.’

She adds that after a multi-
year slump in inflation to
benign levels, investors earning

a fixed rate are justifiably
nervous should this situation
finally change.

“Our Reserve Bank is closely
watching foreigner capital
market outflows from South
Africa and is of the opinion that
foreigners need to see stability
of inflation to comfortably invest
here. South Africa is hugely
reliant on non-resident flows,
given that our domestic savings
are not sufficient to balance our
national budget and to cover
our funding requirements for
successive years.

So where to from here, and
will the anaemic rates soon
change?

“It will still be a long time before
money market funds enjoy

the types of pre-COVID-19
rates of return of 7-8%.

The South African Reserve
Bank's Quarterly Projection
Model forecasts the repo

rate above 6% by the end

of 2023. Investors, therefore,
must continually re-evaluate
their ability to take on risk, if
appropriate to their situation,’
says Petousis.

At the end of March 2021,
year-to-date and year-on-
year respective total returns
in South African money
market (1% and 5%), bond
(-2% and 17%) and equity
(13% and 54%) investments
illustrated wide disparities.

What does this mean for
money market investors?
"The immediate is that returns
fail to keep up with inflation
when the gap is very narrow,'
says Petousis. “However, the tide
will eventually turn!

Until then, over the long term,
riskier assets such as equities
have the potential to generate
higher returns, so investors
looking for growth should be
cautious to exclude these from
their portfolios in a low interest
rate environment.

“There is no one size fits all.
For the extremely risk averse,
it may make sense to stay in a
money market fund or in a fund
with very low volatility. However,
for real long-term growth, some
exposure to riskier asset classes
is essential,’ adds Petousis.

Thalia Petousis, Fund Manager,
Allan Gray
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¥ Closure of the
Absa Money
Market Fund -
where to next?

BY SALEH JAMODIEN
Research & Investment Analyst, Glacier by Sanlam

Market Fund may have sparked concern among clients who

have their money invested in money market funds across the
industry. This should not necessarily be a cause for concern regarding
the validity of a mandate that aims to maximise interest income and
preserve capital. Absa has since cited the reason for closure as centred
around the fact that the majority of their Absa Bank clients believe that
the capital within the Absa Money Market Fund and its associated
returns are guaranteed by Absa Bank. Perpetuating this confusion is the
fact that Absa clients were allowed to withdraw money from the Fund,
treating it like an ATM, or just like a bank account.

T he announcement of the closure of the 25-year-old Absa Money

A deep pool is best

A money market fund is not a fixed deposit account or a bank call
account, where the underlying capital and returns might be guaranteed.
Rather, it is a unit trust. A unit trust is regulated as a collective investment
scheme and it pools investors' money together, providing an efficient
and affordable way to invest in financial markets. The portfolio managers
then use the pooled funds to invest in appropriate instruments, given the
mandate - these may include assets such as equities, property, bonds
and cash. The investors are then allocated a portion of the unit trust in
proportion to the amount of money they have invested.

The objective of a money market fund is to offer investors an
effective low-risk parking vehicle for their money, by preserving capital
while also obtaining interest income higher than one would typically
receive in a bank account. It is suitable for investors who have a low-
risk appetite and a short-term investment horizon of up to one year. A
money market fund primarily invests in high-quality, short-term money
market instruments with a maturity less than 13 months, an average
duration less than 90 days and a weighted average maturity less than
120 days. These limits exist to ensure that the fund is highly liquid and
able to satisfy withdrawals at any time. The underlying instruments
include negotiable certificates of deposit, treasury bills and credit
issued by government, parastatals, companies and banks.

Allan Gray is an authorised financial services provider.
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The value of deliberate risk-taking in
a world of diminishing diversification

BY OLWETHU NOTSHE
Portfolio Manager, Sentio Capital

or benchmark-cognisant fund managers, the choice

F of a benchmark is an important step on the path
to good risk-adjusted returns for clients. Suffice
to say, portfolio managers have a better chance of

outperformance when there is a diversified opportunity

set in which they can participate.
However, since 2013, the rally in industrial stocks
like Naspers has resulted in a phenomenon where
diversification has been disappearing in indices such
as the SWIX. At times, Naspers and Prosus
have made up more than 27% of the index.
Most prudent investor principles and
risk budgeting frameworks would find
it difficult to allocate almost a third of a
portfolio to essentially one underlying
entity, i.e. Tencent.
In a world where almost 30% of an
index relates predominantly to one
entity, levels of concentration (as
measured by a metric called
the Herfindahl-Hirschman
Index) have more than doubled
since 2013. To what extent
does diversifying your portfolio
really reduce the risk profile
of your portfolio, if you are a
benchmark-cognisant investor
with a concentrated benchmark?

“Good risk
management
has become
crucial in the
investment
process”

Guarding your portfolio against extreme losses through
diversifying your stock holdings is a long held and widely

accepted approach in risk management. A commonly

used approach is to construct portfolios focusing on the

correlations and volatilities of the underlying equities.

However, this approach often neglects more subtle (i.e.
higher order) statistical effects and other nuances, such
as the concentration of stocks in the benchmark, that can

lead to extreme losses for clients.

More sophisticated methods can be used to measure
the diversification inherent in a benchmark, The Portfolio
Diversification Index (PDI) is a metric that measures the
number of independent sources of risk in a portfolio and
combines the concepts of volatility, correlation and
concentration into one coherent number. The PDI

in 2005, with nine independent sources of risk, as

This is due to higher market volatility and increased

. concentration problem in the SWIX.

requires managers to exhibit high
degrees of skill in stock selection
and portfolio construction.

has become crucial in the
investment process, as an
unintended accumulation
of risks can result in large
drawdowns in a portfolio, and
undesirable outcomes for clients.

At Sentio, we do not advocate for
diversification for the sake of it. Our
approach ensures that all risks that are

and consciously. Our risk management

risk-adjusted returns for our clients, and
that great care is taken in ensuring that a

sources of risk is controlled.

reveals that the SWIX was considerably more diversified
compared to today where there are currently only four!

stock correlations (both due to economic uncertainties
arising from COVID-19), and the Naspers/Tencent

Having only four independent sources
. of risk in a portfolio is sub-optimal and

_ Therefore, good risk management

taken in our portfolios are done deliberately

framework ensures our portfolios maximise

possible negative shock in anyone of these

A record year
for unit trust
inflows in 2020

he local Collective Investment Schemes
T (CIS) industry attracted net annual inflows

of R213bn last year - the highest ever in
the industry’s 55-year history. This is according to
the Association for Savings and Investment South
Africa (ASISA).

As a result, assets under management by the
local CIS industry increased to R2.73tn over the 12
months to the end of December 2020. This means
that the local CIS industry almost tripled its assets
under management since December 2010, when
assets were less than R1tn (R927bn).

Statistics for the quarter and year ended
December 2020, released by ASISA, show that the
local CIS industry attracted R23bn of net inflows
in the first quarter of 2020, followed by a record-
breaking R88bn in the second quarter, R57bn in the
third quarter, and finally a solid R44bn in the fourth
quarter of 2020.

Commenting on the statistics, Sunette Mulder,
senior policy adviser at ASISA, says last year's
record-breaking net inflows came as a surprise,
given the volatility and uncertainty caused by the
COVID-19 pandemic. She adds that while investors,
both retail and institutional, were not shy to commit
their money to local CIS portfolios in 2020, very few
ventured outside of the perceived safety offered by
interest-bearing portfolios.

Mulder points out that South African investors
are far more risk averse than their international
counterparts. While 43% of all international CIS
assets are invested in equity portfolios, in South
Africa, just under half of assets (46%) are held
in South African (SA) Multi Asset portfolios, with
the rest in SA Interest Bearing portfolios (35%),
SA Equity portfolios (17%) and SA Real Estate
portfolios (2%).

Worldwide, there were 125 434 CIS portfolios with
total assets under management of $56.9tn as at the
end of September 2020. (Figures provided by the
International Investment Funds Association (IIFA), of
which ASISA is a member, lag by one quarter due to
the magnitude of statistics that have to be collated.)

At the end of December 2020, South African
investors had a choice of 1686 portfolios.

Sentio Capital Management (Pty) Ltd is an authorised FSP.
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BY SHRIYA ROY
Quantitative Analyst,
Prescient Investment Management

is one of the best ways to make sense of
diversification, and why it's so important when
deciding where to put your money. In a nutshell:
diversification in unit trusts, if done correctly, can reduce
market risk. There are two ways to diversify - between
asset classes and within asset classes.
Let's rewind.

The saying ‘don't put all your eggs in one basket’

What is diversification and why do you need it?
Diversification involves allocating funds across various
unrelated asset classes, or across various unrelated
assets within asset classes, to reduce the chance
of losing money when one group of assets reacts
unfavourably to a certain change in market conditions.
But why reduce risk when ‘higher risk means higher
returns?' Diversification will not eliminate risk entirely, but
the objective is to reduce market risk so that investors
are not taking on risk unnecessarily. After all, more risk
also means a higher chance of losing your money when
the odds are against you.

Diversifying between asset classes means choosing to
invest in asset classes that have unrelated performance
values. A common unrelated pair is bonds and equities.
This is because bond yields have an inverse relationship
with the price of equities. To elaborate - when bond
prices rise, yields drop, which makes them less
appealing. Investors then find equities more attractive
since the dividend yield they receive would most
probably be higher than the bond yield. This will cause
equity prices to rise, since investors want to earn the

~ diversification

highest yield possible. By investing in both asset classes
instead of one, you are limiting your downside risk.

Diversifying within asset classes means choosing to
invest in individual, unrelated assets within an asset
class. For example, putting all your money into SA
equities may not be the safest bet. Instead, it's a better
idea to diversify by allocating between SA equities
and US equities. Having exposure to both assets
instead of one will reduce risk in situations where, for
example, the SARB increases interest rates (all else
being equal). In this case, investors will most probably
flee from SA equities because they'll benefit more from
the higher interest rate by saving, causing SA equity
prices to drop. In this event, exposure to US equities
will limit the losses.

Multi-asset funds are a popular choice for unit trust
strategies due to the diversification benefits of asset
allocation. Prescient Investment Management's Multi-
Asset Funds offer a mix of onshore and offshore assets
and allocate between and within asset classes. On top
of diversifying over common assets such as equities and
bonds, the funds also allocate toward preference shares,
inflation-linked bonds and renewable energy.

To achieve long-term sustainable returns, putting
your money in a unit trust needs to be for the long term.
Therefore, choosing the right unit trust with the right mix
of assets that appeal to you is of utmost importance. In
the words of Bastian Teichgreeber, Prescient Investment
Management CIO, “Never be too sure of one big story
and rather diversify risks; the worst habit in finance is to
become overconfident.

Disclaimer: Prescient Investment Management (Pty) Ltd is an authorised
financial services provider (FSP 612).

The value of investments may go up as well as down and past
performance is not necessarily a guide to future performance.

There are risks involved in buying or selling a financial product.

This document is for information purposes only and does not constitute
or form part of any offer to issue or sell or any solicitation of any offer
to subscribe for or purchase any particular investments. Opinions
expressed in this document may be changed without notice at any
time after publication. We therefore disclaim any liability for any loss,
liability, damage (whether direct or consequential) or expense of any
nature whatsoever which may be suffered as a result of or which may
be attributable directly or indirectly to the use of or reliance upon the
information. Supervised representative.

outh Africa’s first unit trust was launched on 14

June 1965 by Sage in the middle of an eight-

year stock market bull run that started in 1961.
Together with his colleagues, Sage founder Louis
Shill worked closely with the financial authorities
to create the legislative platform that would allow
the establishment of a unit trust industry. Original
shareholders in the first Sage fund were Shill, Donald
Gordon, Liberty, Nedbank, and several personal friends
of Shill and Gordon. Initial assets of the fund were
R600 000.

Source: Profile’s Unit Trusts and Collective Investments

Donald Gordon

WSRO [OIONI=R SYSTEMATIC

YOU CHOOSE PREDICTABLE

FINANCIAL

IT'S OUR KIND OF CERTAINTY.

Informed by science. Guided by insight.

Prescient Investment Management (Pty) Ltd is an authorised financial services provider (FSP 612). The value of investments may
go up as well as down and past performance is not necessarily a guide to future performance. There are risks involved in buying

or selling a financial product. www.prescient.co.za
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What to
look out for
ina

BY KAPIL JOSHI
Head: Momentum Collective Investments

ometimes choice is critical for enhancing
transparency and competitiveness, and this is true
for the unit trust industry in South Africa.

But at what stage does it become too complex and
time-consuming? There are over 2 000 funds to choose
from locally. There are over 50 collective investment
schemes companies, each with multiple funds across the
various asset classes.

How do you approach this as a financial adviser?

This is where we consider what financial advisers
- and their clients - want when choosing a unit
trust company as their partner. In many surveys,
brand and performance are often cited as the most
critical components in the choice. We believe there
are at least three more pillars to consider:

1. Fees - returns are more difficult to come by, and fees
play a critical role.

2. Diversification - this is key in a multi-asset fund. It
reduces risk, and, when done well, is proven to be

the biggest driver in generating a return. Using our

outcome-based investing philosophy, we achieve

diversification at three levels: blending multiple asset
classes, blending different investments managers, and
blending the different investment styles, including
quality, value or momentum.

3. Client needs - this is a critical component because
clients invest for very specific personal outcomes that
they hope to achieve.

To help better navigate the complexity, we have put
together a range of multi-asset class and single-asset
class funds, built with the financial adviser and these
pillars in mind.

Our capabilities include funds for local and global unit
trusts across the risk-and-return spectrum to suit various
personal investment needs and goals.

Innovation and being at the cutting edge of
enhancements in the industry are also critical, and we

have a range of smart beta funds to enhance our offering
that financial advisers and clients simply cannot ignore.
Momentum Investments dominates the smart beta market
with the highest assets under management for smart
beta unit trusts in South Africa. Our smart beta funds offer
the benefits of active and passive investing, and aim to
achieve benchmark-outperforming returns at lower fees
than what is associated with traditional equity funds. We
achieve this by following a rules-based process to identify
shares that are likely to outperform due to having trending,
value or quality attributes. Quite simply, with lower fees,
reduced risk and attractive returns, it is understandable
why smart beta funds are
gaining popularity.
There is a mountain
of complexity in the unit
trust industry. However, we
believe sound selection
starts with a robust advice
process, partnership with a
provider that understands
this process and has
investment funds and solutions that do not only match a
client's needs but that talks to this process and, finally, has
credibility in delivering consistent results.

With us, investing is personal, and we deeply care about
making sure we partner with financial advisers on their
journey to deliver meaningful outcomes for their clients.
We set our sights beyond mere benchmarks and instead
focus on the things that matter the most to your clients -
making sure we maximise the likelihood of them achieving
their personal investment goals.

Momentum Collective Investments (RF) (Pty) Ltd (the “Manager”),
registration number 1987/004287/07, is authorised in terms of the Collective
Investment Schemes Control Act, No 45 of 2002 to administer Collective
Investment Schemes (CIS) in Securities. The Manager is the manager of the
Momentum Collective Investments Scheme. Standard Bank of South Africa
Limited, registration number 1962/000738/06, is the trustee of the scheme.
FOR ADVISORY AND INTERMEDIARY USE ONLY.

IN EVER CHANGING ENVIRONMENTS,
ADJUST AS NECESSARY.
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The impact of technology
on unit trusts

echnology has had a considerable
T impact on the evolution of unit trusts. The
development of sophisticated computer
systems, which made the administration of
collective investment schemes easier, resulted
in the rapid growth of these investment products
in the 1990s. Administering collective investment
schemes for the most part depends on computer
systems - from the calculation of daily NAV prices
to the management of asset allocation, and from
the administration of repurchases to the allocation
of interest and dividends.

The systems requirements for managing
collective investment schemes became less of
a barrier to entry, thanks to computer systems
becoming more widely available. This led to
smaller companies launching unit trusts, while
larger players were able to manage multiple unit
trust offerings with relative ease.

Technology also opened new avenues for
fund managers, giving them more control over
portfolios. ETFs and tracker funds could not
have been developed without the automation of
computer systems. These products depend on
a manager’s ability to construct portfolios that
mimic, as far as possible, the composition of a
major index: Calculating the correct proportions
of each stock holding on a daily basis, in the
face of day-to-day changes in share prices, and
generating orders early enough to ensure that they
are filled, is dependent on computer systems.

Source: Profile’s Unit Trusts and Collective Investments

In uncertain times, one type of investment
most certainly does not fit all.

Being fully invested in giving your clients choices that would work for them,

Ashburton Investments has a range of fixed income solutions that suit different
risk profiles and yield requirements. From the safe Ashburton Money Market
Fund with competitive returns and a highly liquid Ashburton Stable Income Fund
(with a solid track record over the last decade), the Ashburton SA Income Fund
(focusing on higher interest-bearing investments) to the Ashburton Diversified

Ashburton
SA Income
Fund

Income Fund (which puts multiple asset categories to work for you). Ashburton
Investments has the experience and solutions to help advisors and their clients

make the most of the changing global and local fixed income environment.

Visit www.ashburtoninvestments.com to find out more.

Ashburton
Diversified Income
Fund
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We don't put all your eggs in one basket.
We put each one in the right basket.

Because with us, it's personal. %‘ 1 )
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Any investment expert will tell clients not to put all their investments ‘in one basket'. But at
Momentum Collective Investments, we go much further. We use diverse investing options when u
constructing our smart beta funds and manage them systematically. Clients can choose the funds

that best suit each of their goals to help them increase their chances of achieving their defined o
goals. So bring your clients the unstoppable force of Momentum. Because with us, it's personal. | n V e St | | | e n t S

Speak to your Momentum Consultant or visit momentum.co.za

Momentum Investments gy @MomentumINV_ZA @ Momentum Investments

Momentum Investments is part of Momentum Metropolitan Life Limited, an authorised financial services (FSP6406) and registered credit (NCRCP173) provider. Collective investment schemes (unit trusts) are
generally medium to long-term investments. The value of participatory interests may go down as well as up and past performance is not necessarily a guide to the future. The terms and conditions, a schedule of fees,
charges and maximum commissions, and additional risks are available on the minimum disclosure document (MDD) and quarterly investor report (QIR) for each portfolio (fund), which is available from the manager.


https://www.momentum.co.za/momentum/personal/products/invest-and-save
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EMPLOYEE BENEFITS

Standalone versus
umbrella funds: What
to tell your clients

ompanies' search for greater cost-
C efficiencies is evident across most

sectors in the COVID-19 battered
economy, and retirement funds and group
employee benefits are no exception. Still,
financial advisers might find themselves in
a position where their clients are reluctant
to make the shift from standalone funds to
umbrella funds.

While it is ultimately the client's
decision, there is a strong case to be
made in favour of choosing an umbrella
fund, as Rochélle Cloete, Senior Manager,
Product Solutions at Momentum
Corporate, explains. The right umbrella
fund is likely to offer your clients greater
flexibility and additional value.

Here are some important points to
discuss with your clients:

Greater efficiencies, reduced costs
As the regulatory pressure and
governance standards rise, time
commitment and advice risk increase for
employers and trustees. This is why more
employers are replacing their traditional
standalone retirement funds with umbrella
fund arrangements that have the expertise
to tick all the regulatory and governance
boxes. They may also offer the most cost-
effective retirement and insurance benefit
solutions. The economies of scale and
operational efficiencies these umbrella
funds offer, reduce costs for the employer
and employees. Ultimately, this makes

it possible to channel more money to
members' savings.

Improved flexibility

There is a school of thought that umbrella
funds lack the flexibility that standalone
retirement funds offer. However, this is not
true of all umbrella funds.

Some umbrella funds consciously
design flexibility into the benefits available
to members. Once the employer has
made certain initial choices at group level,
which they believe are suitable for their
employees, flexibility at member level
allows employees to shape their retirement
and insurance benefits according to their
specific needs. This, coupled with leading-
edge digital engagement solutions, allows
members to understand and exercise this
flexibility much easier.

Employer retains control through
advisory body

Another misconception is that employers
lose control of the management of their
employees’ retirement and insurance
benefits in an umbrella fund. While
umbrella funds are managed by a
central board of trustees who look after
the interests of members from multiple
employers, some umbrella funds make

provision for each participating employer
to appoint their own advisory body.
Advisory body members are elected by
the employer and its employees, and help
to ensure the umbrella fund addresses
the needs and interests of their specific
employer and employees.

New hybrid model to

suit all employees

Some leading umbrella funds have
implemented a new hybrid model that
enables the employer to keep their
standalone fund and also implement
an umbrella scheme. This allows their
employees to choose if they want to
remain on their existing fund or move to
the umbrella fund.

“There is a strong

case to be made in
favour of choosing
an umbrella fund”

Today's employees expect

more immediate value

Umbrella fund members may also have
access to value-added benefits that are not
necessarily available through a traditional
standalone retirement fund. Younger
generations expect their retirement funds
to add value throughout their working
careers, and not just at retirement or
when an unforeseen life event happens.
Furthermore, certain umbrella funds have
invested significantly in state-of-the-art
digital platforms, which enable a more
integrated service experience to help
members make informed decisions for
better retirement outcomes.

“The move to umbrella funds has
become well established in recent years.
We can expect the current economic
situation to create further momentum for
the conversion of standalone funds into
umbrella funds,’ Cloete concludes.

Rochélle
Cloete, Senior
Manager,
Product
Solutions,
Momentum
Corporate
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PPS shows resilience
in weathering the
COVID-19 storm

PS, the member-
based society that
caters exclusively for

professionals, showed resilience
in weathering last year's COVID-19
storm, managing to post an annual
operating profit of R555m for the
2020 financial year (down from
R11bn in 2019). This is despite an
increase in life claims, particularly
among medical professionals.

“Like everybody last year in
April, we didn't have a clue as to
what was in store," Izak Smit, CEO
of PPS, tells MoneyMarketing. "We
gave a 'best-case, worst-case'
indication to our board - and the
worst case was really negative.

It was only in the second half of
the year that we began to feel
confident of a positive outcome.”'

He adds that the member-based society has a strong balance sheet, and that
solvency isn't a concern, while also pointing out PPS's unique structure. “We
are different from other companies in the industry in that we have no external
shareholders whose interests need to be protected,” Smit says, explaining that
PPS wasted no time in assisting its members when COVID-19 struck, rapidly
adjusting both protocols and premiums, while at the same time ensuring
fairness between different groups of its members.

In 2020, the Group paid R4.84bn in benefit pay-outs and valid claims. This
is an increase of 29% from R3.74bn in 2019. With a focus on life claims in
particular, this amounted to R3.12bn in 2020, up 45% on the R2.16bn in 2019.

Of this, PPS paid over 4 200 COVID-19 related claims to the value of R389.8m
between March and December last year. Medical professionals were most
affected by the pandemic and accounted for 74% of these claims.

While PPS Investments faced obvious challenges last year due to the
pandemic, its gross new investment flows increased to R7.5bn, beating the
previous year's record inflows by 22%.

Profit-share allocations distributed to PPS members invested in its
investment products and in its portfolios of R19.5m grew by 29% from the
previous year. Smit adds that
the good numbers are mainly
due to the good new business
performance, recovery of the
investment markets towards
the end of the year, and a
strong financial discipline in
expense management. Retail
and institutional investment
performance (relative to benchmarks and peers) is at historic highs. Total
assets under management increased from R37.8bn at the end of 2019 to
R43.1bn at the end of 2020.

PPS's short-term insurance business had a successful year, posting its first
profit since it began underwriting in 2016. This was largely driven by fewer
claims, as members who were in self-quarantine or working from home used
their vehicles less frequently than usual. “The claims-loss ratio was 51%,
when we usually budget for the high 60s; the previous year it was 69%, Smit
explains, adding that it will take time before profitability is sustainable.

While it is not yet clear whether a third wave of COVID-19 will emerge in SA,
PPS is nevertheless preparing for one. “If there is a third wave, it won't - we
think - be as bad as the second one, and what will work in our favour is that
many medical professionals in the frontline against COVID-19 were the first to
be vaccinated,’ he adds.

Izak Smit,
CEO, PPS

“If there is a third
wave, it won't - we
think - be as bad as
the second one”
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What worked yesterday, may
not be optimal today.

We live in times of accelerating change. Employees’ needs and preferences are
changing, as they face new physical, mental, and financial challenges.

Have your large corporate clients’ retirement funds kept up with the changing times?

The FundsAtWork Umbrella Funds offer all the benefits of a traditional retirement
fund, plus more value to meet employees’ evolving needs. Some of the latest benefits
include:

* Psychological counselling * Financial education and debt counselling

* Legal advice * An industry-first virtual funeral benefit.*

Keep your clients on their journey to success with the retirement fund that gives
much more.

>(—Available from 1 May 2021. Terms and conditions apply.

momentum.co.za @ Momentum Corporate I I l o m e n t u m

Momentum Corporate is a part of Momentum Metropolitan Life Limited, an authorised C O r p O ra t e
financial services and registered credit provider. Momentum Corporate is the

underwriter and benefit administrator of the FundsAtWork Umbrella Pension and

Provident Funds.
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Meet Yolisa Motha: Dual-income earner
working to thrive, not just survive

olisa comes from humble
Y beginnings. Raised by her mother

and grandmother in a Durban
township, Yolisa's academic talent and
potential stood out at a young age and she
was awarded a scholarship to complete
her primary and secondary education at
two top Durban schooals.

In Grade 12, she applied her natural
teaching talents by offering tutoring classes
to Grade 11 and 12 learners in the township
where she lived, and used her earnings to
help support her family and to put one of
her younger siblings through school.

A straight-A student, Yolisa earned a
scholarship to study at Vega after she
matriculated, and worked part-time
for Elevate Education as a study-skills
presenter and one-on-one coach
throughout her tertiary studies.

Graduating top of her class and receiving
the Vega Leadership award, today Yolisa
works full-time as a creative copywriter and
part-time for Elevate Education.

For Yolisa, the ability to earn and
maintain both sources of income is

important. "Although they don't bring in
the same amount of money,’ she says,
“they are both important because they
play different roles in my life. My full-time
income pays for the food on the table; it's
the survival. It's what my family and | live
off. And the part-time income allows me
to live my best life, to thrive and be the
person | am.’

Yolisa is not alone. There is a growing
trend in South Africa for individuals to take
up more than one job. Some do it to follow
their passion, but for most it's to supplement
their main income as
they try to keep up with
the increasing cost of
living. These individuals
are typically full-time
employees working in
their primary occupation
from eight to five during
the week, and they
use the weekend or
evenings to work on
their side hustle. That
side hustle may be in a field related to
their full-time job, but it's often completely
unrelated. Without the additional income,

“There is a
growing trend
in South Africa
for individuals
to take up more
than one job”

they wouldn't be able to meet their total
monthly expenses, let alone contribute
toward any form of savings.

And because these individuals depend
so heavily on each income stream, it's
important for them to be able to protect
both from the risk of not being able to
work due to injury or illness. However,
insurers have typically designed their
income-protection offerings around the
assumption that people earn their income
from a single source. Where you earn
two income streams, and especially if
you perform a different
occupation as part of
your supplementary
income, insurers will
often struggle to insure
100% of that monthly
income. Why is this?
Insurers are generally
concerned about the
consistency of the
income a person earns
from a side hustle.

At FMI, we've made it our mission
to ensure that all hard-working South
Africans have access to income protection,

no matter how they earn a living, in order
to protect multiple sources of income
against the risk of injury and illness.

We've worked tirelessly to achieve this

by designing clear rules that determine
how significant and consistent the work is,
and to offer different solutions that allow
individuals to protect that income, even
where it is inconsistent.

As Yolisa so aptly says, “The full-time job
is for me to survive. The part-time job is for
me to thrive. And without it, without that
income, there is no thriving"’

To watch Yolisa's story, go to www.fmi.
co.za/impacters

Securing your
clients’ futures today

Never before has it been so important for people to regain control over their lives,

T he COVID-19 pandemic has created uncertainty in nearly every aspect of daily life.

and have peace of mind about what the future holds.

A drastic spike in mortalit

According to George Kolbe, Head of Marketing for Retail Life Insurance at Momentum,
"COVID-19 has brought death much closer to home for many people, either directly or

indirectly.

"Momentum saw a tremendous increase in the number of COVID-19-related claims.
Until the end of February 2021, we have paid in excess of R750m in COVID-19-related
death claims on our Myriad product range only!

The graph below will give an indication of how quickly the COVID-19-related deaths
increased, with the highest number of claims coming through in February 2021.
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George highlights that, “If the first and second waves are compared, it is clear that we
have had a shocking increase of about 205% in the value, or size, of death claim pay-outs,
and there was also an increase of more than 140% in the number of claims. The disparity is
a result of some bigger claims coming through during the second wave of the pandemic!’

26 www.moneymarketing.co.za

“COVID-19 has
brought death much
closer to home”

George Kolbe, Head:

Marketing: Retail Life
Insurance, Momentum

Momentum’s COVID-19 claim experiences
"Our death claim experiences during the pandemic is very much in line with the national
COVID-19 statistics," states Kolbe. He adds that, “The older clients were affected the most
and in most instances it was related to comorbidities.’

The oldest Myriad client who passed away, to date, was an 89-year-old lady who died
from pneumonia complications. In contrast, the youngest Myriad client was a 32-year-
old who, in a double tragedy, died due to a combination of the virus along with birth
complications.

George points out that, “Each of these claims tell their own unique story, each of them
as significant as the next, all of them leaving devastated families behind, which is really
heart-breaking”

When looking at gender, the claim experiences indicate that there were approximately
twice as many deaths for males compared to females across both waves.

“The largest death claim that was paid during COVID-19, to date, was for R77m and the
policy was only in force for three months. This is a story of a client, a father and husband,
who made the right decisions when his financial adviser compiled his financial plan -
and when the worst happened, his loved ones were left financially secure!

Vital lessons for our life journeys

George concludes, “If the COVID-19 pandemic has taught us anything, it is to have a
proper plan for the future. We do not know what will happen tomorrow, or even today,
and therefore it is vital to plan for what we can control, such as financial security for our
loved ones when we pass away. Momentum understands this inherent need for security
and therefore provides claim certainty for clients by always looking for reasons to pay
valid claims
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n 2020, SA's major life insurers

were negatively impacted by an

unprecedented financial operating
environment arising from the
COVID-19 pandemic. Despite the
challenging macroeconomic uncertainty,
the major insurers remained resilient and
delivered credible financial results.

The strength and resilience of capital
management strategies and balance
sheets were evident in the reported
results of the insurers. Solvency capital
ratios (SCR) remained within targeted
ranges, with cautious approaches
towards dividend declarations, albeit
mostly within the dividend cover ranges.

These are some of the highlights from
a new report issued by PwC last month,
Humanity and innovation: The new
tomorrow for insurers, which analyses
the major life insurers' results for 31
December 2020.

PwC's analysis of SA's major life
insurers presents the combined
results of Discovery Holdings Limited,
Liberty Holdings Limited, Momentum
Metropolitan Holdings Limited, Old
Mutual Limited and Sanlam Limited.

The financial performance of the major
insurers in 2020 clearly reflects the
challenges and uncertainties that the
industry faced.

"The life insurance industry plays a
critical role in providing financial stability
to individuals, families and employees
in the advent of loss of income that may
result from the death of a family member,
their own disability, illness or retirement,’
says Alsue du Preez, Insurance Leader
for PwC Africa.

“Their financial wellbeing is influenced
by several factors, such as illness and
death, financial market conditions,
employment and income levels, which
impact policyholders' ability to pay their
premiums, as well as new sales.

“The COVID-19
pandemic has
forced insurers to
leave the status
quo behind”

“While some of these risks can
materialise independently, the COVID-19
pandemic demonstrated what can
happen when adverse experiences
occur in all these areas. Life insurers
are both bearers and expert managers
of these risks, and their results for 2020
demonstrate how they have performed
during an unprecedented and extremely
challenging year.'

The report focuses on the embedded
values of the life insurers, as well as their
financial performance measured by their
IFRS earnings.

In the first half of 2020, the industry
reacted to the COVID-19 pandemic by
modifying its assumptions about mortality
(claims) and lapses in the short-to-
medium term, due to the disease and the
impact of the lockdowns on consumers,
respectively.

Embedded value

The COVID-19 pandemic and the current
economic climate resulted in the top five
insurers losing R8bn of value in 2020,
compared with R32bn created in 2019.
The combined group embedded value/
equity value (EV) of the insurers fell 9%
over 2020. The decline in EV was driven
largely by the assumption changes made
to allow for the expected adverse claims
and persistency experience (COVID-19
reserves), as well as the poor investment
experience and changes to interest rates
over the year. It is also notable that the
value created from selling new business
in 2020 was only 63% of that achieved in
2019 as a result of the lockdowns.

IFRS earnings

The insurers posted a total comprehensive
loss of R870m, compared to total
comprehensive profit of R22.1bn reported
in 2019. This reflects the higher levels of

mortality claims and the challenging
macroeconomic environment of 2020.

In response to the impact of
COVID-19, the companies raised
significant reserves. By far the biggest
contributor to the R15bn increase in
reserves relates to expected mortality
claims over the near term. Insurers
also impaired non-financial assets
(investments in associates, goodwill
and other intangible assets) to the
value of R17.1bn.

Planning for the future

Recovery to pre-COVID-19 profitability
levels has been communicated by
the insurers to be in the next 18

to 24 months. Accelerating digital
investment, such as direct-to-
customer engagements, automated
advice, digital underwriting and
cloud and cybersecurity coverage
capabilities, is seen as a key drivers
of growth to achieve this recovery.
Insurers acknowledge that customers
expect better digital experiences.

“This is similar to the findings of
PwC's Annual Global CEO Survey
2021 in which 62% of the insurance
CEOs noted that they planned to
significantly increase investment in
digital transformation in the short
term," Du Preez adds.

“Other areas of increasing
investment by insurers are
cybersecurity and data privacy (40%),
initiatives to realise cost efficiencies
(33%), leadership and talent
development (31%), and sustainability
and ESG initiatives (21%).

¢ ¥

Alsue du Preez, Insurance Leader, PwC Africa

“The major
insurers remained
resilient and
delivered credible
financial results”

"The COVID-19 pandemic has forced
insurers to leave the status quo behind.
More change has occurred in the
industry in the past year than in the
previous several years combined and
its pace is accelerating. The industry is
clearly focused on how to come back
stronger after the crisis, while carefully
monitoring the development of mortality
claims experience in the near term. Our
report sets out several key priorities that
we believe will help to strengthen the
industry and make it more resilient in the
post-COVID-19 crisis world."

www.moneymarketing.co.za 27
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New Discovery Business Insurance features
address bespoke needs of businesses

tailored to the specific needs of heavy commercial
vehicle operators, restaurant owners, healthcare
professionals, as well as lawyers and accountants.

"With these products, Discovery Business Insurance
aims to give clients peace of mind that their business is
adequately protected and has access to everything they
need to succeed,’ says Discovery Insure Chief Executive
Officer, Anton Ossip.

D iscovery Insure has launched new bespoke products

Heavy commercial vehicles

Heavy commercial vehicles face risks and challenges
such as overloading, distracted driving and driver fatigue.
Research shows that 71% of commercial motor accidents
were caused by distracted driving and 13% of truck
drivers were fatigued at the time of their accident.

"Over the last three years, we have collected over
seven million minutes of driving data through Vitality
Drive for Business. This data is based on smaller
commercial vehicles and the results show that vehicles
that drive well have an 87% lower loss ratio than vehicles
that are not on the programme,’ says Ossip.

Discovery Business Insurance offers comprehensive
insurance for heavy commercial vehicles, including up to
40% saving on their vehicle premium for driving well and

the lockdown, while 70% had to retrench employees. “To
help our restaurant clients through this difficult time, we
offered them premium relief by automatically giving them
25% cash back on their non-motor premium from January
to June 2021," explains Ossip.

With the new restaurant owners' product, clients
automatically get tailored insurance and benefits included at
no additional premium, such as business interruption cover
following a physical loss event, cover for other business
premises and stock kept at multiple premises, cyber and
accidental damage cover for point-of-sale devices.

“33% of local restaurants
have had to close shop
since the start of the

lockdown, while 70% had
to retrench employees”

Healthcare professionals
“Healthcare professionals are adopting the use of digital
systems to service their clients, with 53% of physicians

no additional premium. This includes an upfront payment
of 25% of their verified Discovery Health Medical Scheme
earnings following a business interruption claim, cover

for cyber and reputational risks, and worldwide cover

for medical equipment. Clients also get expert legal
assistance and information packs to help them with issues
related to the POPI Act, such as the relevant information to
include in the client consent forms.

Lawyers and accountants

There has been an increase in the use of digital systems
by these professionals, exposing them to an increased risk
of cyber-attacks.

"To help lawyers and accountants protect their clients
confidential information, we have created a bespoke
product that includes automatically embedded benefits.
This includes cover for
cyber and reputational
risks, discounts on
new laptop purchases,
Lexis Sign and more,’
says Ossip.

being RTMS-certified.

Restaurant owners

According to the Restaurant Association of SA, 33% of
local restaurants have had to close shop since the start of

using e-prescribing systems. This increases the risk of
cyber-attacks and reputational damage events for the

medical practice,’ says Ossip.

The Healthcare professionals' product offers embedded
cover and benefits automatically included in the plan at

Anton Ossip, Chief
Executive Officer,
Discovery Insure

Pandemic consumer behaviour
and what it means for insurance

he experience of living through
TCOVID-19 has changed consumer

behaviour, reshaping our wants and
needs and reprioritising what's important
and what's peripheral. Some of these
behavioural changes are likely to endure
after the pandemic ends and include
greater health awareness, digital adoption,
value-driven purchasing, remote working
and 'nesting' as homes take centre stage in
our socially-distanced lives.

These consumer behaviour trends

have implications for traditional and new
risks faced in a very different world. Carl
Moodley, Chief Underwriting & Claims
Officer at GENRIC Insurance Company,

Carl Moodley, Chief Underwriting & Claims
Officer, GENRIC Insurance Company Limited

unpacks some of the key trends in personal
risk driven by the pandemic experience, and
what this means for insurance and personal
financial planning going forward.

"“The consumer trends we are seeing
have strong geographic dependencies, and
circumstances specific to South Africa’s
social-economic environment will shape
how these consumer behaviours play out,
and their domino effect on all aspects of
daily living. Although the pandemic and
its associated responses have highlighted
inequalities in South Africa, the long-term
effects cannot be assumed at this point.
However, the key trend of digital adoption
in terms of work, learning, transacting
and shopping is here to stay, so it is worth
unpacking the knock-on effects and
whether traditional risks have changed
in terms of prevalence and intensity as a
result,’ explains Moodley.

The pandemic has heightened the
understanding of the need for risk
protection, notably in the life and healthcare
space. There is also a clear drive by
consumers to avoid any ‘hard knocks' of
unexpected costs and uninsured losses,
and this is seen in the attention being given
to insurance policy renewals, but also in the
uptake of niche risk solutions that deal with
very specific risks.

28  www.moneymarketing.co.za

“There is a clear interdependency
between risks and behaviours - as one
behaviour changes, another risk area is also
directly impacted. For example, as more
employees work from home, their mobility
risks may decrease; however, their cyber and
property risks increase due to less robust
cyber-security measures, especially on
personal devices and infrastructure at home,
and greater use of their home property for
work functions. Similarly, health exposures
other than COVID-19 increase. Concerns
around job security and the work-from-
home trend have weighed heavily on many
people, with depression and mental health
in the spotlight as people struggle with the
uncertainty and isolation of the pandemic.
The impact of the delay in regular health
checks and elective surgeries due to fear of
COVID infections also have implications for
detecting serious health conditions early,
such as cancer, and the subsequent cost of
treatment at a more advanced stage, and
overall prognosis,’ says Mood|ey.

Some of the key considerations of how
risk and insurance needs are changing for
South African consumers as a result of the
pandemic include:

- Increased digital adoption is

seeing an increase in cybercrime

impacting individuals

Mobility patterns have changed,
with people driving their vehicles less

- Changes in purchasing behaviour
have been seen, with consumers
looking at cost versus benefit in
much sharper detail
Healthcare is top of mind with the need
for healthcare insurance amplified as
consumers realise the implications of a
health crisis on finances

- Crime has and will continue to increase
Nesting and home improvements
have soared
Political uncertainty and social
unrest are increasing.

“Risk and insurance has changed
over the years, but more radically so as
a result of the pandemic where there is
now a far greater appreciation of just
how unpredictable and far-reaching
risk can be," says Moodley. ‘It is crucial
to understand the evolving risks and
how to make the risk solutions available
work for the changed circumstances.
There are many new insurance products
and technologies available that allow
consumers to become a lot more granular
in their approach to risk, and get the
absolute certainty that they're covered for
specific and unique events"'
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~ DISCOVERY =
Business Insurance

Running a restaurant is not easy. It takes
passion, patience and resilience to see
such a business flourish in the competitiv
hospitality market.

" e e

That is why we created the Restaurant owners’ __ .

product, to help restaurant owners get comprehensive ‘X ‘ A

and tailored protection against the unique risks facing

the restaurant industry.
\ /
! /

We offer traditional commercial insurance, /

including cover for: t ;h-_-&

:ﬁ

m Restaurant assets, equipment and possessnons’

m Liability and personal accident losses

= Crime events

= Business interruption losses.

Our product includes cover for new emergmg r|:,/<s
and offers embedded cover innovations at no additional
premium, for example:

= R100 000 business interruption cover

= R50 000 restaurant reputation cover

= Additional cover during peak seasons

s Accidental damage and cyber cover for handheld
point-of-sale devices.

For more information visit www.discovery.co.za/business,
Insure Business Development Manager or email DBI_New
if you don't have a Discovery Insure agency.

>

Discovery Insure Ltd is a licensed non-life insurer and an authorised financial services provider. Registration number 2009/011882/06.
Product rules, terms and conditions apply. Go to www.discovery.co.za for more details or call 011 529 6620

RCK.79728IN_22/04/2021_V2
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Short-term
insuranceina
time of COVID-19

SIMON COLMAN

Business Head: Digital and
Financial Lines, SHA Risk
Specialists (a division of Santam)

ach year, our organisation
E conducts a survey entitled The

Specialist Risk Review among
almost 1 000 businesses, both
within and outside of the insurance
sector. The purpose of the survey
is to identify trends and changes
across the risk landscape. The
2020 edition had a particular slant
toward the impact of the COVID-19
pandemic.

It is common knowledge by now
that almost every
business sector
was adversely
affected by
COVID-19 and
the lockdowns.
Tragically, 40%
of respondents
outside the
insurance sector
reported that
their revenue
had dropped by
more than 26%
and that they had
to downsize their workforce as a
result. Inside the insurance sector,
1% of brokers indicated that they
had to downsize their teams. The
intermediaries we spoke to also
indicated that they'd had a drop
of around 18% in revenues. This
would largely have been attributed
to commercial clients cancelling or
reducing insurance spend during
the pandemic. Brokers that serviced

“Inside the
insurance
sector, 11%

of brokers
indicated
that they had
to downsize
their teams”

industries that had ground to a
complete halt fared significantly
worse, with some reporting revenue
losses in excess of 50%.

Prior to March 2020, the insurance
industry was largely comprised of
office-based employees and most
brokers reported that they'd been
able to switch to remote working
relatively easily. We noted a 50/50 split
between the brokers who wanted to
return to the office versus those who
wanted to keep working remotely. A
hybrid workplace does seem to be the
middle-of-the-road solution that most
will adopt during 2021.

52% of brokers indicated that
their clients would be happy
to continue to meet on virtual
platforms after the
pandemic, but we
suspect this will
largely be driven by
customer behaviour
in specific sectors.
In our general
business survey,
21% of respondents
said they would
not be looking to
continue to work
remotely. This
pool of business
owners is more
than likely based in the service and
manufacturing sector, where remote
working may not be an option.

The pandemic accelerated the
pace of technological development
across all sectors but with this
came an increased exposure
to cybercrime. 16% of general
businesses reported cyber-security
problems during the lockdowns, with
almost half of the incidents relating

to ransomware or extortion. Clearly
cyber criminals sought to capitalise
on the confusion created by the
rush to get up and running remotely.
Within the broker environment, just
over 8% of intermediaries reported a
ransomware attack in 2020.

At SHA, we noted a spike in
usage by brokers of our own digital
platform, Pocket Underwriter,
during 2020, as well as a significant
increase in gross written premium
income. It became evident that
many brokers were using the digital
tool during virtual meetings with
customers. The strike rate (that's
the percentage of quotes that turn
into policies) went from 34% to
over 70% when the brokers were
using the tool themselves (rather
than with one of our underwriters).
We attribute this success rate to the
real-time ability to tailor coverage
to suit the client'’s risk profile and
budget. Repeated meetings and
multiple emails are avoided and we
saw deals being concluded within
15 minutes, rather than hours.

We are expecting to see greater
adoption of technology in the
risk assessment and insurance
procurement during 2021. While
there aren't many opportunities to
find silver linings in the pandemic,
we can acknowledge the advances
brought about by accelerated digital
transformation. We must, however,
encourage security awareness
around cybercrime and data privacy

if we are to succeed in the long term.

SHA bolsters

cyber division

with new expertise,
Al investment

he risk of cybercrime has increased at an
Texponential rate over the past year and has

emerged as a major threat to the business sector.
In response to this growing threat, SHA Risk Specialists
has expanded its cyber-insurance capabilities with a
strategic new appointment, Al investment and tailored
new product offering.

SHA Risk Specialists believe that the need to create
a cutting-edge cyber unit has never been greater.
“Cybercrime has become commercialised over the last
few years and has accelerated at an incredible rate over
the past 12 months alone. It is no longer a question of
whether a business will fall victim to cybercrime, but
rather when,’ the company says.

"We have seen a 400% increase in our gross
written premium over the past 12 months, which is a
clear demonstration of the need for cyber insurance,
but we also acknowledge that the pace of change in
cybercrime tactics requires greater focus on technical
risk assessment. It's critical that, as specialist insurers,
we bridge the gap between the provision of insurance
solutions and the complex nature of cybersecurity
exposures that policyholders face. It is against this
backdrop that our first move in advancing our cyber
initiative was to appoint Sizwe Cakwebe as SHA's
cyber-risk manager.”

Cakwebe brings with him a wealth of experience in
the cybersecurity arena, having moved to SHA from his
position as senior consultant at Deloitte where he was an
integral part of the Risk Advisory - Cyber and Technology
Risk team. To further enhance its cyber offering, SHA
says it is also running a number of trials with Artificial
Intelligence (Al) tools to analyse and understand risk
exposures for specific industries and sectors, while
delivering a more efficient service to customers.

In addition, SHA has introduced a new specialised
SME cyber-insurance offering
that includes a number of
tailor-made services for this
vulnerable segment of the
market, which is often hardest
hit by cyber criminals.

Sizwe Cakwebe, Cyber Risk
Manager at SHA Risk Specialists

SHA’

risk specialists

POCKET UNDERWRITER PLATFORM
CLICK. QUOTE. SELL

specialist insurance within minutes

Empower brokers to understand and
sell our most complex products.

Easy to use and understand, working

much like an internet banking platform.

©® www.sha.co.za

SHA Risk Specialists is a division of Santam Ltd. Santam is an authorised Services Provider (FSP (3416).

@ +27117313600
© The Paviliion Building | Wanderers Office Park | 52 Corlett Drive | Illovo | 2196

a division of

santam

Upsell critically important extensions
without complex application forms.

In seconds you can generate quotes and
policy documents.

info@sha.co.za
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Fortunes: The Rise and Rise !L,!J Hitler's Spies: Secret Agents and the

By Ebbe Dommisse By Evert Kleynhans
The past three decades have seen a remarkable rise of Afrikaners in The story of the intelligence war in South Africa during the Second World War
business. In light of the government's comprehensive black economic is one of suspense, drama and dogged persistence. In 1939, when the Union of
empowerment programme, this has been one of the unexpected South Africa entered the war on Britain's side, the German government secretly
snEoNssE features of the South African economy. reached out to the political opposition, and to the leadership of the anti-war
_ . Today, many of these Afrikaner tycoons are competing movement, the Ossewabrandwag.
FQRTUNESJ internationally. With Koos Bekker at its helm, media group Naspers The Nazis' aim was to spread sedition in South Africa and to undermine
= began dominating the Johannesburg Stock Exchange and was the Allied war effort. The critical strategic importance of the sea route
Afrikaner Tycoans turned into a global consumer internet group. Johann Rupert strongly round the Cape of Good Hope meant that the Germans were also after
extended Richemont's share internationally in the upper-end market naval intelligence. Soon U-boat packs were sent to operate in South African
of luxury goods, while Christo Wiese and Whitey Basson at Pepkor and Shoprite became waters, to deadly effect.
Africa’s largest clothing and food retailers. With the help of the Ossewabrandwag, a network of German spies was
Fortunes describes how these and other business leaders, such as Jannie Mouton, . established to gather important political and
Michiel le Roux, Douw Steyn, Roelof Botha, Hendrik du Toit and a number of commercial !—l-u- I&? military intelligence and relay it back to the Reich.
farmers, built their empires. It looks at their life and business philosophies and what makes f =~ Agents would use a variety of channels to send
them such successful entrepreneurs. Recent years have also seen the sensational collapse EVERT KLEYNHANS coded messages to Axis diplomats in neighbouring
of Steinhoff International, the furniture retailer led by Markus Jooste that destroyed some H ITLER’S Mozambique. Meanwhile, police detectives and MI5
of these fortunes. While Jooste is the topic of one of the chapters, another looks at the agents hunted in vain for illegal wireless transmitters.
philanthropic projects most of these tycoons are involved in. SPI Es —— Hitler's Spies presents an unrivalled account

w2 of German intelligence networks that operated

in wartime South Africa. It also details the hunt

in post-war Europe for witnesses to help the
government bring charges of high treason against
key Ossewabrandwag members.

i @ Going For Gold - A South African's
Going for Guide To Investing In Precious Metals

By Zoltan Erdey

If you want to ensure that inflation does not eat away at everything

that you have worked so hard for, and if you also want to own wealth
”“%‘:ﬁgﬁmﬁﬁ"'“[ outside of the paper financial system, then, argues author Zoltan Erdey,

PRECIOUS METALS you need to own real money. Not rand, dollars or euros, as they're
= ! merely fiat currencies. Rather, you want to own gold and silver. For
y ) g SUDOKU

thousands of years, holders of gold and silver have discovered that both ENTER NUMBERS INTO THE BLANK SPACES SO THAT EACH ROW,

: metals' are monetary antidotes égglr']st global ﬂnanf:lgl chaos caused by COLUMN AND 3X3 BOX CONTAINS THE NUMBERS 170 9.
Ioltan Erdey debt, fiscal imprudence and ad infinitum money-printing.

Erdey contends that the proprietor of even a few ounces of gold is
not only an investor but an individual with the assurance that their wealth and purchasing
power remains preserved. The aim of Going for Gold is not an attempt to coerce investors 6 9
into allocating a portion of their total investment portfolio to precious metals. Rather, it is
intended to speak directly to the South African investor, decluttering and contextualising
the vast amounts of information available about precious metals, providing counsel that the 4 9 1
mainstream financial industry has disregarded at best, says Erdey, and suppressed at worst.

TEMBEKA NGCUKAITOBI Land Matters - South Africa’s Failed 6 3 2
" Land Reforms and the Road Ahead
LAN“ By Tembeka Ngcukaitobi 6 9

Why has land reform been such a failure in South Africa? Will

expropriation without compensation solve the problem? What can be
MA"E Hs done to get the land programme back on track? 8 1 4 6

In his new book, Tembeka Ngcukaitobi tackles these questions, and

South *;;';ﬁ}’;,'}f;‘dfh"ﬁaﬁ““m‘s more. Going back in history, he shows how Africans' communal land 3 7
; ownership was used by colonial rulers to deny that Africans owned
the land at all. He explores the effect of the Land Acts, Bantustans
and forced removals. And he considers the ANC's policies on land 8 1 5
throughout the twentieth century, during the negotiations of the 1990s,
and in government. Land Matters unpacks developments in land redistribution, restitution 5 7 8
and tenure reform, and makes suggestions for what needs to be done in future. The book also
considers the power of chiefs, the tension between communal land ownership and the desire
for private title, the failure of the willing-buyer, willing-seller approach, women and land reform, 3 6
the role of banks, and the debates around amending the Constitution.
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FAIRBAIRN CONSULT

WEALTH CREATION AND PROTECTION

WANT TO RUN YOUR OWN IFA PRACTICE
WITHOUT THE HASSLE OF YOUR OWN FSP?

.
ooooo

Airbnb, Uber, and Netflix disrupted the industries that they now
dominate. Regulation is disrupting our industry by restricting
some businesses and making compliance more onerous.

Fairbairn Consult is a RDR safe haven that gives you the freedom
of running your own practice, without the burden of your own
FSP license.

NO RESTRAINTS OF TRADE
NO IN-HOUSE PRODUCTS
NO SALES TARGETS

To find out more, visit
www.fairbairnconsult.co.za
or scan these QR codes.

Fairbairn Consult is a firm of Registered Financial Advisers. A MEMBER OF THE 6% OLDMUTUAL GROUP

We are a licensed FSP and a member of the Old Mutual Group.
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