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Part 1 - Long Term, Fees and Performance

"In investing, what is comfortable is rarely profitable." Robert Arnott

Many consider investing to be one of the more complex processes when it comes to personal finance management.
Investors are constantly trying to find answers to questions such as: Is it a good time to buy shares? Which is the best fund
to invest in? Which manager will outperform? What asset allocation works best? The amount of jargon one encounters adds
to the complexity.

It is often said that to reap the full benefits of investing, one needs to investment long term. This means having to experience
inevitable volatility and cyclicality. Market crashes are hardly comfortable but as illustrated in Chart 1, through several
crashes, the South African market has trended upwards over the long term. The price level of the JSE All Share Index has
gone up roughly 12% per annum since 1960, through several crises.

Chart 1: Growth of FTSE/JSE All Share Price Level Through Various Shocks Log Chart (1960 - 2021)
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Source: Seed Research, Morningstar Direct (31 May 2021)

A relaxing retirement is a great reward for a lifetime of work, but current conditions make it feel like one must pass an
entrance exam for it, and the exam is almost impossible to pass. Advisors and other investment professionals have a huge
role to play to ensure that readiness for retirement is a reality for clients.
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Selecting the right investment options is part of this. This process has generally become a case of just looking for the latest
top performer and/or the lowest cost option. | explore how targeting measures like (low) fees and (out)performance can
have unintended consequences, which is why in addition to looking at these, deeper analysis is necessary.

Goodhart's Law

British economist Charles Goodhart came up with a theory suggesting that all metrics of scientific evaluation are bound to
be abused. Anthropologist Marilyn Strathern broadly simplified the law as follows:

“When a measure becomes a target, it ceases to be a good measure.”

This is because it is human nature to try and optimise for specific targets. When people know the target, they refine their
behaviour to optimise for the specific data point, that it ends up not being as useful as it was before.

Our education system is a good example of this. An improving pass rate is indicative of a progressing education system.
However, targeting the pass rate as a measure of progress has resulted in lowering of standards to achieve higher pass
rates. Furthermore, students optimise for higher grades in a system that does little to promote creativity and critical thinking.
Politicians optimise for votes through short-term targets at the expense of long-term progress. These examples show the
human mind’s propensity to game the system when a measure becomes a target.

DOGBERT'S TECH SUPPORT
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Source: Scott Adams (1999). Accessed on https://dilbert.com/strip/1999-08-04 on 4 June 2021.

Fees

Lower fees add to an investor’s performance. Overall, what is most important is the value added to a client’s portfolio, that
is, it should be commensurate the fee being paid. With fees becoming a target as investors look for the lowest cost
investments, not enough work is done on the potential future value creation for clients (only assumed to be reflected in the
fee).
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With market participants aware investors are targeting low fees, unintended consequences include:

e Hidden costs,

e Inaccurate reporting,

° Misleading or insufficient disclosure, and

e  General transparency issues which make it difficult to understand the full costs picture.

Therefore, what is presented may not always be the full picture and is not enough on its own to gauge the future value add
for clients.

Performance

Clients want exposure to the best performers while managers want to outperform their peers. What should however be
primary, is achieving the client’s investment objectives. Purely targeting outperformance can have the following unintended
consequences:

e  Managers taking undue risks,

e  Focus on short-term gains at the expense of long-term objectives,

e  Fraudulent reporting including inflated returns or artificially smoothed returns to reflect low volatility, and
e  Securities fraud like insider trading.

We have seen clients losing money in schemes which promise high returns but are misrepresented. While performance and
fees are important measures to consider, given that targeted measures can have unintended consequences, it is important
for investors to carefully consider all factors affecting risks and expected returns. We assist with this process at Seed.
Focusing on the purpose of the measure is much more important than the measure.

Kind regards,

AD |

Tawanda Mushore CFA, FRM
Head of Research
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DISCLAIMER

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

No guarantee is provided as to the values of any financial product mentioned in this document. All illustrations, forecasts, information and opinions provided
within this document are of a general nature and are not intended to address the circumstances of any particular individual or entity. This document does
not constitute a solicitation, invitation or investment recommendation. While we endeavour to provide accurate and timely information, all illustrations,
forecasts or hypothetical data are not guaranteed and are provided for illustrative purposes only. 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
their particular situation. 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 value of financial products can increase as well as decrease over time depending on the value of the underlying securities and market conditions.
Changes in exchange rates may have an adverse effect on the value price or income of any product.

Past performance is not necessarily a guide to future performance. Performance has been calculated using net NAV to NAV numbers with income
reinvested. The performance for each period shown reflects the return for investors who have been fully invested for that period. Individual investor
performance may differ as a result of initial fees, the actual investment date, the date of reinvestments and dividend withholding tax. Full performance
calculations are available from the manager upon request.

Prescient Management Company (RF) (Pty) Ltd 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. There is no guarantee in respect of capital
or returns in a portfolio. CIS’s are traded at the ruling price and can engage in scrip lending and borrowing. The CIS may borrow up to 10% of the market
value of the portfolio to bridge insufficient liquidity. 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 CIS in securities are mentioned
please refer to the relevant Minimum Disclosure Document in order to obtain all the necessary information in regard to that unit trust. In rare instances
redemption transactions may be subject to a redemption fee. The applicable Prospectus and Key Investor Information Document will be made available
upon request.

Please note that there are stipulated cut-off times for all documents, notifications of deposit, investment, redemption and switch applications. These cut-
off times are product or fund specific and the applicable guidelines have been stipulated on the relevant supporting or transaction documents, application
forms and Minimum Disclosure Documents. Where all required and supporting documentation is not received before the stated cut off time no service
provider shall not be obliged to transact at the net asset value price as agreed to. Prices are published daily and are available on the Prescient website at
www.prescient.co.za.

Investors should at all times remain aware of the risks involved in the buying or selling of any financial product. Where foreign securities are included in a
portfolio there may be potential constraints on liquidity and the repatriation of funds, macroeconomic risks, political risks, foreign exchange risks, tax risks,
settlement risks, and potential limitations on the availability of market information. The investor hereby acknowledges the inherent risk associated with any
selected investments and that there are no guarantees (Paragraph 6(2)(f) of BN92). The Manager retains full legal responsibility for any third-party named
portfolio (Paragraph 6(1)(g) of BN92).

For any additional information please visit our website on www.seedinvestments.co.za.
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