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“People are afraid of things they don't understand.” 
 

I’m sure bass guitarist Bill Laswell wasn’t referring to structured notes when he came up with this quote. However, the intrinsic 

human trait of aversion to the unknown, and the hard-to-know, explains the lack of meaningful representation of structured 

notes in many investment portfolios. 

 

What is a Structured Note? 

There are many kinds of structured notes, ranging from relatively simple to extremely intricate. At its core a structured note 

is an unsecured debt obligation (basically an IOU) originating from a financial institution, with an embedded derivative 

component. The issuer is usually a large investment bank like JP Morgan Chase, Goldman Sachs, Credit Suisse, Investec, 

etc. 

The use of derivatives ties the structured note to an underlying asset - or basket of underlying assets. The underlying asset 

can be almost anything from shares or commodities to indices and funds, interest rates, foreign currencies and so on. The 

return of a structured note is normally derived from the performance of its underlying asset/s. In essence, a structured note 

takes a traditional security (the underlying) and replaces its usual payment features with a non-traditional payoff by use of 

derivatives. 

Structured notes can be thought of as an alternative to other investment products like exchange traded funds or mutual 

funds. However, the benefit is that they will have a stated maturity date when they are to be cashed out. Structured notes are 

usually meant to be buy-and-hold positions held to maturity. On average, the maturity date ranges from one to seven years 

in length. 

Most of these notes come with a fixed pay-out date upon maturity, but you can also acquire notes that pay a fixed or variable 

payment over the life of the product. Volatility and interest rates are the biggest factors in determining the terms of the note. 

As with any investment, the lower or higher the risk, the lower or higher the return is based on how the underlier performs.  

Structured notes can be a great alternative investment in a portfolio, as it gives investors access to potentially higher income 

or growth which other asset classes, like fixed income, may not be able to provide. It can also bring many derivative benefits 

to investors who otherwise would not have access to them. 

These notes can be used to provide more stability and further diversification to your portfolio. It can be used to protect your 

portfolio, as many notes have some protection in falling markets. For example, it can be an ideal vehicle to help you benefit 

from excellent stock market performance, while simultaneously protecting you from bad market performance. 

 

Risks and Considerations 

Like most other investments, structured notes involve a variety of risks and each note will have its own unique set of risks 

and considerations.  

With the highly customized nature of some structured notes, a common risk associated with the investment product is a 

relative lack of liquidity. Moreover, the full extent of returns from complex performance features is often not realized until 

maturity. 
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Similar to bonds, you also run the risk that the issuer of the note could default. Although cash flows are derived from other 

sources, the products themselves are considered to be the issuing financial institution's liabilities. So, if the issuer of the note 

files for bankruptcy, you may lose a portion (or all) of your principal capital. 

Another consideration is pricing transparency. There is no uniform pricing standard, making it harder to compare the net-of-

pricing attractiveness of different structured notes. Other risks include, but are not limited to, market risk, inflation risk, tax 

risk, interest rate risk, call risk, etc. The underlier is, of course, also a big decision in the purchase of a structured note. 

At Seed, as and where appropriate, we take full advantages of the innovative pay-off profiles that structured notes have to 

offer, especially in the current global environment of very low interest rates. As illustrated in the table below, we have a variety 

of notes in both our global and local funds, with only a small percentage of any portfolio allocated to one individual note. 

Through thorough initial and ongoing due diligence, we ensure that we have a comprehensive understanding of the risks 

associated with each investment. 

 

  
# of Structured Notes Total Weight in Portfolio  

 Seed Global Fund 4 5.7% 

 Seed Balanced Prescient Fund 2 5.2% 

 Seed Stable Prescient Fund 1 4.9% 

 

If you have any further questions, please feel welcome to reach out to the Investment Team on 

investmentteam@seedinvestments.co.za. We always love hearing from you! 

 

Kind regards, 

 

 

 

 

 

Lisa Polson B.Com 

Investment Analyst 
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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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