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Artificial Intelligence in Investment Management

The use of technology has grown in the investment industry as in other industries. Active managers have long
analysed structured data like financials, and where informational advantages exist, targeted to outperform by
making use of their superior analytical skills. Computers can process data faster and more accurately than
humans and their efficient use in the investment process is seen as being key in delivering better investment
outcomes.

With faster, more accurate processing power and greater storage capabilities, there has been an explosion in the
amount of data for processing. In addition to large volumes of structured data, are large amounts of unstructured
data such as text, images, video and social media trends. This voluminous data commonly referred to as “big
data” necessitates the efficient use of technology in order to try and capture alpha. The key differentiator lies in
using technology efficiently and effectively, and artificial intelligence is becoming more popular in trying to
achieve this.

Artificial intelligence (Al) and its subset, Machine Learning (ML), provides the tools to access and analyse large
amounts of unstructured data. Al makes use of algorithms to visualize data, identifying patterns that are not
apparent to humans. Al/ML improves the learning rate each time it “trains” or analyses new data, thereby
improving data analysis and predictions over time. Through adaptive methods like ML, investment outcomes are
expected to improve.

Investors can access this growing trend by either investing directly in companies involved in Al business, or
investing into funds which make use of Al technology in their process.

1) Investing Directly in Al Companies

Due to the inherent risk of picking individual companies, it is better to invest in open-ended and exchange-traded
funds, of which there are numerous available. These Al focused funds invest specifically in companies involved
in products or services related to artificial intelligence, spanning through various sectors like technology,
industrials, consumer, healthcare and energy. Table 1 (below) shows some of the popular funds with over $1
billion in assets under management.

Table 1: Large Funds Investing in Al Companies

Base Investment Tvpe Inception Fund Size
Currency yp Date ($' Bn)

Nikko Global Robotics Equity Fund Japanese Yen = Open-End Function Aug 15 7.7 Japan

Pictet Robotics Euro Open-End Function Oct 15 5.5 Luxembourg

CS (Lux) Global Robotics ETF US Dollar Open-End Function Jun 16 2.7 Luxembourg

iShares Automation & Robotics ETF US Dollar E)J;Iglange—Traded Sep 16 2.2 Ireland

g_:_?:bal X Robotics & Artificial Intelligence US Dollar Exchange-Traded Sep 16 1.7 United States
und

Robo Global® Robotics & Automation ETF US Dollar DRGNS Oct 13 1.5 United States

Fund

Source: Morningstar Direct (2 May 2019)
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These funds are building a track record and with time we will see if the performance matches the great growth
potential. Chart 1 (below) depicts the performance relative to the broad market since a common inception date
(September 2016). The performance chart shows that it has been a good 2.5 years for Al focused funds,
outperforming the global equity market index and global equity peer group funds.

Chart 1: Performance of Al focused Funds vs Global Equity Index and Peers

Investment Growth
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Source: Morningstar Direct (30 April 2019)

2) Investing in Funds Making Use of Al in Their Process

Numerous funds make use of Al in their solutions for security selection, asset allocation and risk management.
A.l. Machines, a financial technology company specialising in development and operation of artificial intelligence
and machine learning solutions for investment management, has partnered with asset managers globally,
powering 14 distinct strategies. These include Sanlam and Glacier strategies, which make use of price data in
learning. NMRQL Research apply machine learning algorithms to process various structured and unstructured
data. The Equbot Al Powered International Equity ETF uses the power of artificial intelligence to pick stocks held
in the fund based on the results of proprietary quantitative models developed by Equbot and IBM Watson.
BlackRock analyses big data using machine learning in their Systematic Active Equity Fund to try and improve
investment outcomes.

Fund research house Morningstar rolled out new quantitative ratings in 2018 that make use of artificial
intelligence and machine learning, training from the ratings produced by their analysts. This was done in an effort
to increase the number of funds and ETFs rated, thereby aiding the fund research process.
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Risk Management

As the use of Al grows in investment management, there is a need to develop an appropriate risk management
framework to ensure clients are adequately protected. With a number of unknowns in this developing phase, it
can be challenging to develop this framework. As models learn, it is likely difficult interpreting their decisions
against initial parameters. More often than not, humans cannot explain the rationale behind the Al generated
decisions. This, however, is not good enough, as understanding what the models are doing should be a key area
of research and development. Risk management frameworks should include focus on data (quantity, quality and
usability), verifiability of rationale and methodology used, the interpretability of investment decisions and
disclosures. This should assist in ensuring that investors get the best out of technology, and that end clients are
adequately protected.

Kind regards,

‘1\

Tawanda Mushore CFA, FRM

Senior Research and Investment Analyst
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DISCLAIMER

All illustrations, forecasts, information and opinions provided are of a general nature and are not intended to address the
circumstances of any particular individual or entity. We endeavour to provide accurate and timely information but we make
no representation or warranty, expressed or implied, with respect to the correctness, accuracy or completeness of the
illustrations, forecasts, information or opinions. No party should act upon such information or opinion without obtaining the
appropriate professional and specialised financial, legal and tax advice based upon a thorough examination of a particular
situation. Investors should at all times remain aware of the risks involved in the buying or selling of any financial product, and
hereby acknowledges the inherent risk associated with the selected investments and that there are no guarantees (Paragraph
6(2)(f) of BN92).

Seed Investment Consultants will not be held liable for any direct or consequential loss or damage suffered by any party as a
result of that party acting on or failing to act on the basis of information or opinion provided by or omitted from this document.
The Manager retains full legal responsibility for any third-party named portfolio (Paragraph 6(1)(g) of BN92).

Prescient Management Company and the Trustee are registered and approved under the Collective Investment Schemes
Control Act (No.45 of 2002). Collective Investment Schemes in Securities (CIS) should be considered as medium to long-term
investments. The value of financial products can increase as well as decrease over time depending on the value of the
underlying securities and market conditions and past performance is not necessarily a guide to future performance (no
guarantee is provided as to the values of any financial product mentioned in this document). The collective investment scheme
may borrow up to 10% of the market value of the portfolio to bridge insufficient liquidity. A schedule of fees, charges and
maximum commissions is available on request from the Manager. There is no guarantee in respect of capital or returns in a
portfolio. A CIS may be closed to new investors in order for it to be managed more efficiently in accordance with its mandate.
CIS prices are calculated on a net asset basis, which is the total value of all the assets in the portfolio including any income
accruals and less any permissible deductions (brokerage, STT, VAT, auditor’s fees, bank charges, trustee and custodian fees
and the annual management fee) from the portfolio divided by the number of participatory interests (units) in issue. Forward
pricing is used. In the event that specific collective investment schemes in securities (unit trusts) are mentioned please refer
to the relevant Minimum Disclosure Document in order to obtain all the necessary information in regard to that unit trust.

This document may not be amended, reproduced, distributed or published without the prior consent of Seed Investment
Consultants. The laws of the Republic of South Africa shall govern any claim relating to or arising from the contents of this
document. Seed Investment Consultants is an authorised financial services provider in terms of the Financial Advisory and
Intermediary Services Act (Act No. 37 of 2002).

ADDITIONAL INFORMATION (where applicable)

Performance has been calculated using net NAV to NAV numbers with income reinvested. Full performance calculations are
available from the manager on request.

DEFINITIONS (where applicable)

Annualised Return Annualised return shows longer term performance rescaled to a 1-year period. Annualised return is
the average return per year over the period. Actual annual figures are available to the investor on
request.

Highest and Lowest The highest and lowest returns, since launch, for any rolling 1-year period have been shown.

Annual Return
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