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Process matters more than past performance, although past performance is often indicative of a solid process.

Such is the dispersion of the investment performance delivered by multi-
asset fund managers that Rupert Hare, Portfolio Manager at Prescient
Investment Management, likens the process of selecting a balanced

fund manager to playing a game of snakes and ladders.

Ladders on the board allow players to move upwards and get ahead
faster, while landing on a snake means losing ground and moving back

down the board. Players who roll a six get an extra turn.

(= Indicative of the difficulty in choosing a manager likely to deliver superior

future performance is that, over the past six months, funds in the
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Association for Savings and Investment South Africa (ASISA) SA Multi-

Asset High Equity category came up with returns ranging from minus 24% to plus 17%.

Said Hare: “To identify managers likely to provide a smoother ride, investors should place their emphasis on
the process managers adopt, rather than past performance. Keep in mind that a poor process can and does
lead to poor performance. Although systematic, Prescient Investment Management’s process is completely
transparent and does exactly what it says on the tin. We take large amounts of data and distill it down into

simple signals that guide our portfolios.”

The Prescient Balanced Fund aims to put itself just above average and is specifically designed to outperform
the ASISA category average of the SA Multi-Asset High Equity, if only by small, consistent amounts, so that

over the longer run it ends up right at the top.

“We are a systematic manager, so we establish principles for what we believe to be sound investment practice
and we program them into our in-house systems. This allows us to simply trade towards model portfolios and
spend the majority of our time improving the process. That's not to say we are a passive manager; our aim is

to offer a product that offers the best of both the passive and active worlds,” Hare commented.
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Prescient’s asset allocation technique is different from most in the market, taking a top-down approach to

looking at asset classes with very little attention paid to single stocks.

According to Hare: “Without a doubt, asset allocation should be the main factor that determines investment
returns in balanced funds. You can pick a winning stock and the markets sell off -10% while the stock may sell
off -5% but you have still made a loss. Or conversely you pick a strong asset class like equities which rally
10%, but the stocks you picked within that bucket only gain 5%. For us, the key within multi-asset is to focus

on asset classes rather than individual positions.

“We do this by taking a large part of our exposure in what we see as the most efficient manner through hyper-
diversified passive instruments. And while we primarily use ETF index products for efficient access asset

classes, we also use derivatives — an area that Prescient prides itself on being particularly strong in.”

In terms of the impact of extreme volatility on asset allocation decisions, Hare commented that the Covid-19
sell-off saw volatility extend to levels never seen before. While agreeing with the adage that “diversification is
the only free lunch”, he pointed out that the recent past is a reminder that there are times when there are very

few places to hide and you have to put your lunch in the warming drawer.

“In these highly volatile environments our portfolios are designed to capture significant dislocations in the

market by taking measured tilts away from long-term allocations using our models to gain alpha,” said Hare.

At what stage should investors who find themselves in an under-performing balanced fund cut their losses?

“You'll hear time and again that past performance is no indication of future results, but to me performance is a
large part of what we do,” said Hare. “The most important question is: is that performance in line with what you
had expected given the process that was explained to you by the fund manager. If not, then it's time to shop

around.”

Another significant consideration is the dramatic compounding effect of costs on returns, especially in a low
return environment. While this hasn’t been experienced in a low inflation environment in SA in the memorable

past, fund managers who have worked in the US and the UK know all about it.

“Think of a CPI + 6% fund where CPI is zero, or even negative. The expected returns are 6% and if you charge
close on 1.5% in fees that's a quarter of the returns going to the manager. Add onto that 0.5% in trading costs
and other fees and the result is that what the end investor often gets is a much more diluted version of how

the manager runs a fund.
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“With time that leads to significant fee compression from investors, which we expect in the coming years, but
in the interim the returns of high fee offerings lag benchmarks considerably — especially in full-fee retail

offerings.”

The total investment charge (TIC) on the Prescient Balanced Fund is 0.5%?, more than 1.3% lower than the

average peer and even lower than most passive funds, according to Hare.

“As a systematic multi-asset manager, we take away that investment stress by adding value through a sound,
transparent process that delivers consistent outperformance over time, avoiding the snakes and ladders game

entirely.”

ends

About Prescient:

e Prescient Holdings (Pty) Ltd is a diversified, global financial services group with a 21-year track record
of providing solutions to clients in Asset Management, Investment and Platform Administration,
Retirement Solutions, Stockbroking and Wealth Management. As at 31 December 2019, the group
had R98.4 billion client assets under management (AUM) and administered R478 billion client assets
(AUA), split between asset admin (R328 billion) and unitholder admin (R150 billion). Prescient has
established operating businesses in the following main jurisdictions: 21 years in South Africa, 12 years
in Ireland & the UK, and 6 years in China.

e Prescient Management Company (RF) Pty Ltd (the manager) is approved under the Collective
Investment Schemes Control Act (No.45 of 2002). Prescient Investment Management is an authorised
Financial Service Provider (FSP 612) under the Financial Advisory and Intermediary Services Act
(N0.37 of 2002).

e 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.

e There are risks involved in buying or selling a financial product. Forecasts are based on reasonable
assumptions, are not guaranteed to occur and are provided for illustrative purposes only.

o Collective Investment Schemes in Securities (CIS) should be considered as medium to long-term

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

1 This figure is for the A2 Class.
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to future performance. CIS’s are traded at the ruling price and can engage in scrip lending and
borrowing. A CIS may be closed to new investors in order for it to be managed more efficiently in
accordance with its mandate. Performance has been calculated using net NAV to NAV numbers with
income reinvested. There is no guarantee in respect of capital or returns in a portfolio. Prescient
Management Company (RF) (Pty) Ltd is registered and approved under the Collective Investment
Schemes Control Act (No.45 of 2002). For any additional information such as fund prices, fees,

brochures, minimum disclosure documents and application forms please go to www.prescient.co.za.
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