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Nic Andrew
Head of Nedgroup Investments

Dear valued client

We are delighted to have been recently awarded the Morningstar Best Large Fund House Award. The Morningstar Fund House Awards
recognise the fund houses that have delivered sustained outperformance on a risk-adjusted basis across their fund range over a number
of performance measurement periods. Strong investment performance across our range is a critical component of helping clients
achieve their investment goals.

The award affirms our Best of breedTM investment approach
While we acknowledge that this award is only one measure of success, it is an important and independent affirmation of our Best of
breedTM approach, whereby we research, select and monitor fund managers. We would like to take this opportunity to thank the fund
managers with whom we have built long-term strategic partnerships for their role in generating superior results for you and your
clients.

Good investment principles remain unchanged, but the process of investing keeps evolving
It is interesting to observe how the process of investing has changed over the decades, while many of the principles which have stood
investors in good stead have not. One major change has been access to information - the internet, in particular, has meant that data
which had previously been a competitive advantage has become a commodity. The real skill is being able to sift the information
for valuable insights and in the application of that information to provide insights not recognised by the market.

Investors have more choice and more information about the market
In much the same way, the investor has become bombarded with information and noise - and in many ways this has made their job
more difficult and prone to inappropriate behaviour. A simple example of this is the number and choice of unit trusts - in most countries
there are now many more unit trusts to choose between than underlying shares. Identifying a suitable fund and manager is no longer
an easy thing.

We spend a significant amount of time and effort researching fund managers
We aim to identify managers that we believe have an edge in their specific area of expertise. We therefore focus on analysing managers
(in South Africa and abroad) with long and successful track records through varying market conditions and try to identify certain
common characteristics.

A few of the characteristics that we look for when selecting managers include the following:
•  they either own the businesses they work for, or have a large investment in funds that they manage on behalf of our clients.
   This aligns our fund manager's and your interests.
•  they have a sound framework for making investment decisions and an ability to think originally and differently to their peers.
   This framework must have proven successful through various market cycles.
•  they have stable investment teams and a process where decisions are made quickly through open lines of communication.
•  they are prepared to remain small and flexible. This flexibility enables them to take advantage of opportunities that may not be
   available to larger managers. Our managers are usually willing to close to new business should size limit investment opportunities.
•  they will act as stewards of our clients' savings.

We believe that applying this approach with diligence and patience should yield satisfactory results. Certainly the last seven years
has provided some evidence of that.

We are grateful for your support and will continue to work hard to earn your trust
During the past seven years we have experienced remarkable growth in assets under management; from R7bn to R43bn. On behalf
of Nedgroup Investments, I would like to thank you for your confidence in us and for your continued support. We will continue
to act in the best interest of our clients, provide them with excellent service and strive to deliver on performance expectations.

Regards,
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Matthew de Wet
Head of Investments

Is your investment manager a
steward of your savings?

Investors continue to focus on past performance when
selecting funds
Investors continue to focus on trying to identify the ‘best’
investment manager or fund for each and every occasion. The
rewards of identifying the better fund managers are clear; over
the past 10 years the top quartile of South African equity fund
managers outperformed the bottom quartile by 5% per annum1

- and 5% per annum compounds dramatically over the longer
term.

Investment managers are harder to pick than stocks, and
rotation between funds undermines returns
The challenge, of course, is that it is notoriously difficult to
identify the investment managers that are going to do well in
advance. Not only is fund selection difficult, but investors usually
battle to stick with their choice once the fund they choose
inevitably goes through a poor patch. Jeremy Grantham, head
of GMO and one of the industry’s most respected investment
thinkers puts it perfectly when he says: ‘… fund managers are
harder to pick than stocks. Investors have to choose between
facts (past-performance) and the conflicting marketing claims
of several potential managers. As sensible businessmen, clients
will usually feel that they have to go with the past facts. They
therefore rotate into previously strong styles which regress,
dooming most active investors to failure.’

This rotation between funds is likely to be more punitive than
being invested in a bottom quartile as opposed to a top quartile
performer. The often quoted Dalbar survey, which measures
investor returns versus fund returns (the difference being the
result of switching between funds), indicates that over a 20 year2

period, US fund investors underperformed the average fund by
nearly 8% per annum. The South African experience is likely to
be similar. This 8% is the ‘investor behaviour’ penalty – the price
investors pay for switching out of poor performing funds into
better performing funds at an inappropriate time. Given that the
average fund in the survey delivered 12% per annum versus the
average investor experience of 4% pa, this implies that two thirds
of returns were eroded by investor behaviour.

Make an informed choice, and then do nothing!
Investors are likely to have a better experience if they focus their
efforts on making an informed choice upfront, and then teaching
themselves the importance of staying the course and not falling
prey to the next best thing. What a remarkable opportunity for
investors to improve their odds of a successful outcome:  there
is up to 8% pa upside for teaching yourself to do nothing!

Good investment firms act as stewards of their clients’ capital
The investment industry itself has a huge responsibility to
investors to guide them appropriately rather than aggressively
marketing the current ‘hot’ fund. Investment firms should act
as stewards of their clients’ capital.

The concept of stewardship is simple: those firms that take
their responsibility to investors seriously and put investors’
interests above their own are good stewards.

Vanguard, the large US-based investment firm founded by the
legendary John Bogle, is at the forefront of the stewardship
concept. Bogle talks of two types of firms: those that value
stewardship and those that value salesmanship. The Vanguard
pledge includes the following promises to clients, and shows
quite clearly where their priorities lie:

•   We pledge to put your interests first at all times and invest
    the majority of our personal assets alongside yours.
•   We pledge to manage your investments with prudence and
    a long-term perspective.
•   We pledge to adhere to the highest standards of ethical
    behaviour and fiduciary responsibility.
•  We pledge to communicate candidly with you about investment
   risks and costs, as well as potential rewards, in keeping with
   our ‘plain talk’ philosophy.

There is a positive correlation between stewardship and long-
term investment results
Morningstar, an independent data provider, now also rates
investment firms according to a number of stewardship criteria.
Unsurprisingly, there is a positive correlation between the degree
of stewardship that an investment firm displays and their long-
term investment results. This happy outcome is compounded
by the fact that the clients of firms with higher stewardship
scores have also been more responsibly anchored, thereby
reducing the investor behaviour penalty. Therefore, by investing
with firms that act in your best interests, you are more likely to
achieve better ‘fund returns’ and you are less likely to make
mistakes that can erode those returns.

We believe that investors may be best served by identifying
those fund managers that will act as responsible stewards of
their capital and stick with them through performance ups and
downs. This simple factor may well be the single most important
consideration in selecting your fund manager.

1 In pursuit of Alpha: The outperformance characteristics of actively-managed equity funds. Daniel R Wessels, Jan 2010.
2 1988-2007
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NedgroupInvestmentsOptimal Income Fund
vs STeFI Call after income tax at 40%

May 2002 to February 2010

Annualised returnpre-tax: 8.4%

Annualised returnafter tax: 7.7%

STeFI Call after tax: 5.4%

Investors who have short-term investment horizons or who are
more concerned with capital preservation often look to bank
deposits or money market funds to invest their savings. For high
marginal rate tax payers, however, the after-tax return of these
investments is often low as the full return is subject to income
tax (after allowing for annual exemptions). The Nedgroup
Investments Optimal Income Fund offers investors an alternative
to bank accounts and money market funds with a transparent
and tax efficient approach to investing.

Maximise total return while managing risk and volatility
The objective of the fund is to maximise the total return after
income tax, while paying particular attention to managing risk
and volatility. The manager favours tax efficient instruments
that produce returns in the form of dividends and capital gains
over those that produce interest income, as interest income is
taxed at the investor’s full marginal tax rate. Some of the
strategies and instruments that the fund currently uses are
preference shares, hedged equity strategies, and credit issues.

Volatility is managed, but not eliminated
The fund typically displays a higher volatility than money market
funds due to the broader range of investment instruments
available relative to money market funds. However, this capital
volatility is carefully managed and while it is possible to have a
negative month (89% of monthly returns since inception have
been positive), the fund has never had a negative rolling
12-month period.

The graph below illustrates the performance history of the fund
since inception in May 2002 to the end of February 2010. Over
this period, the fund has delivered an annualised return of 8.4%,
while a cash investment earned 9.1% per year before tax. After
tax (assuming a tax rate of 40%), the Nedgroup Investments
Optimal Income Fund delivered a return of 7.7% per year versus
the 5.4% per year that investors would have received in cash.
The result of this is that investors in the fund would have received
an after tax enhancement of 2.3% per annum relative to a cash
investment over this period.

About the fund manager: Prescient Investment Management
Prescient Investment Management have managed the fund since
November 2008. They have a long and successful track record
of managing fixed income portfolios, and their unique quantitative
approach, with a particular emphasis on risk management, is
well suited to this mandate. Their commitment to achieving
superior returns while effectively managing risk is consistent
with our Best of breedTM philosophy. The company is owner-
managed, and we believe that this creates a strong alignment
of interests between the fund manager and our clients. A distinct
advantage of Prescient is that their investment universe is not
constrained by the size of the assets that they manage, and this
further contributes to them being able to implement investment
decisions quickly and effectively.

The fund managers are Guy Toms and Eldria Fraser, who are
supported by a highly competent team of portfolio managers
and analysts. Prescient manages three other funds in our range,
namely the Nedgroup Investments Flexible Income, Positive
Return and Bond Funds.

The Nedgroup Investments
Optimal Income Fund: A tax efficient
alternative to money market funds

Shaun Anderson
Head of Business Development
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Zweli Moyo
Head of Institutional Business

Anecdotal evidence and recent studies suggest that between
6%-15% of South Africans can retire comfortably. We also read
regularly about the high level of South African household debt
in our newspapers. Whichever way you look at this these are
somewhat disturbing statistics. One may ask what does this
have to do with member education. The short answer is
everything. In this article I ask the question: Does member
education really educate members?

A June 2008 working paper entitled ‘Financial Literacy: An
Essential Tool for Informed Consumer Choice?’ by Professor
Annamaria Lusardi, a professor of economics at Dartmouth
College in New Hampshire, USA, examines the impact of financial
literacy on financial decision making.

Financial literacy affects retirement planning and borrowing
behaviour
Professor Lusardi makes the observation that in a world with
complex financial and savings products, many individuals are
not well equipped to make sound savings decisions. Professor
Lusardi makes the link between ignorance of basic financial
concepts, lack of retirement planning and poor borrowing
behaviour. Though her study was conducted by looking exclusively
at people in the US, one could draw some lessons for the South
African market.

According to UNESCO, South Africa’s literacy rate for adults is
88%, for the age group 15 to 24 this increases to 95%. It is,
therefore, clear that the average South African can read and
write. However, the literacy that is measured by UNESCO is very
different from that referred to in the study by Professor Lusardi,
which is financial literacy. Financial literacy refers to an individual's
ability to make informed judgements and effective decisions
about the use and management of their money. In Professor
Lusardi’s study the questionnaires used to gauge financial literacy
are simple and test familiarity with basic financial terms and
simple financial calculations. The challenge for member education
programmes in South Africa should be to satisfactorily address
the financial literacy of members.

Member education: product sales disguised as education?
The South African retirement fund industry has countless service
providers, many selling their own products under the guise of
‘member education’. The content of the member education
courses are as varied as there are service providers, which is
worrying if one takes the view that financial literacy on average
is low. Confusion is likely to prevail if there is no standard
curriculum for member education. If we define financial literacy
as equipping an individual to make informed judgements and

effective decisions about the use and management of their
money; any member education program should be designed to
empower the members to make better financial decisions.

If we take the results of Professor Lusardi’s US study of likely
responses on questions to test financial literacy as a proxy for
South Africa, it is reasonable to assume that financial literacy is
low. If we accept this assumption, we should accept that
interventions, member education being one of them, need to
address this issue. Jumping straight into an asset allocation
discussion in the first member education workshop may be sub-
optimal. What then should member education look like?

Member education should focus on helping members make
better financial decisions
A suggested approach is that member education should focus
on helping members understand their own personal
circumstances, and how they can provide for retirement. It should
not be focused on, for example, simply understanding the
investments of their fund, or theoretical investment and
retirement planning concepts.

While it is important that members worry about the future, we
must remember that coupled with the need to save for retirement,
other important things need to happen before retirement, such
as everyday life!

The first step of member financial education must be budgeting
By learning to budget a member learns how to manage their
finances so that they are able to live from day-to-day and from
month-to-month. It also gives the member an understanding of
their expenses as well as debt. It is often the case that when
people do this, they realise they are in a dire situation. It is
certainly better to find this out 20 years before retirement, rather
than three years before.

However, merely leaving a member with a budget could be
traumatic and it, therefore, follows that the next step to educating
a member is to coach them about how to make ends meet. This
means showing them what is essential and what can be
sacrificed. There are also other ways that a member can be
helped with budgeting. Budgeting allows the member to plan
their expenditure.

At the end of this lesson a member would be able to at least
have an understanding of how to live within their means. This
will help with reducing the debt burden but also encourage
members to preserve their accumulated benefits when changing
jobs. A budget also shows where there is a potential for saving.

Does retirement fund member education
really educate members?
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A budget is the starting point of all financial education, the
starting point of any financial plan. One can think of it as the
financial check-up needed to assess financial health. And like
your check-up with your doctor, this should be done at least
annually! The concepts of compound interest, inflation and time
value of money are the next logical steps in the education of
members.

Member education conducted in this way provides a financial
compass for members, enabling them to set a direction for their
own financial journey.

Member education objectives should be aligned to member
needs
Member education programmes should always begin and end
with equipping members of retirement funds to understand their
current financial position, and then to understand and be
equipped to plan for their future needs and objectives. Member
education should not be used as a platform for product push,
cross-selling and up-selling.
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Talib Sheikh
Fund Manager of the Nedgroup Investments Global Cautious Fund

Convertible bonds: A useful tool for
constructing global low-risk portfolios

      Convertible bond key points

• Debt securities that can be converted into equities

• Can participate in strong equity markets

• Bond-like characteristics provide some
          downside protection

• Suited for inclusion in low-risk funds

The Nedgroup Investments Global Cautious Fund is a global
low-risk asset allocation fund that aims to provide investors with
returns in excess of offshore bank deposits. The fund is focused
on capital protection and controlling the level of downside risk
to which investors are exposed. The fund’s investment universe
is broad, including traditional asset classes such as equity, bonds,
money market instruments and listed property. The fund also
makes widespread use of convertible bonds, an asset class that
is well suited for inclusion in low-risk portfolios. In this article
Talib Sheikh, manager of the Nedgroup Investments Global
Cautious Fund, explains convertible bonds (‘convertibles’) in
more detail.

What are convertible bonds?
A convertible bond is a type of bond that can convert into shares
of the issuing company. It is, therefore, a hybrid security with
debt- and equity-like features. Although these bonds typically
pay a low coupon rate they carry additional value through the
option to convert the bonds to shares, and thereby participate
in further growth in the company's equity value. The investor
receives the potential upside of conversion into equity while
protecting the downside with cash flow from the coupon
payments.

Attractive for investors
Convertibles become more appealing in times of volatility. When
markets experience large fluctuations there is a greater chance
that a convertible bond will reach its conversion price, making
the option to convert into equity more valuable. In addition, the
price of the convertible is supported by the fact that it may pay
a regular coupon and will also pay the fixed face value of the
bond at redemption. In practice the face value acts as a ‘floor’
below which the convertible is unlikely to fall as long as the
issuer remains solvent. As a result, convertible bond prices are
usually more stable than equity prices (see graph below).

The best of both worlds
Since convertible bonds can be converted into equities, a rise in
the value of the underlying equity tends to cause the price of a
convertible to increase, meaning that convertibles offer access
to the upside potential of equity markets. However, because of
their bond-like characteristics, they can provide greater peace
of mind in uncertain market conditions.
This means that convertibles can be seen as a natural total return
product, which explains their suitability for inclusion in low risk
and absolute return funds.

Using convertible bonds in a portfolio
Convertibles have long been used by investors looking to generate
a higher return than bonds but at a lower risk than equities.
When added to a portfolio, they offer strong diversification
benefits, allowing investors to pursue higher risk-adjusted returns
with lower volatility.

The Nedgroup Investments Global Cautious Fund currently has
a 33% exposure to convertible bonds, a weighting that has
ranged between 10-35%.

Source: Merrill Lynch Convertibles Research
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Rob Macdonald
Head of Xchange Solutions

Building trust - the foundation
for great service

Research conducted by Nedgroup Investments and market
research company, Ipsos-Markinor, recently looked at what
clients wanted from financial planners and how they experienced
their service.

Two key findings emerged from this research. Firstly, as we would
expect, trustworthiness is the most important attribute of a
financial planner that clients seek. Secondly, the biggest influence
on their experience of the service they receive is communication.

The financial planning profession is still emerging from the
shadows of being a ‘sales’ function
The first challenge that financial planners and wealth managers
face in delivering good service to their clients is to overcome the
legacy of the traditional manner in which clients have been
serviced. For many years the profession has been a distribution
function for large institutions which provide a range of investment
and risk products.

Winning trust is the first half of the battle
So the starting point for providing good service to clients is for
financial planners to focus on their clients. This might sound
obvious, but the experience of many clients indicates otherwise.
Research elsewhere in the world indicates that the most desirable
attribute that a client seeks in a financial planner is somebody
that they can trust. Competence is an important pre-requisite
for being able to deliver a good service, but if a client does not
trust you, for them it doesn’t matter how clever or experienced
you are. It is also important to recognise that over and above
the legacy of the industry, people have strong emotional
responses to money, and dealing with money inherently raises
issues of trust. The good news is that financial planners can
provide a service that is based on building trust with clients.

You can establish a model for building trust and learn how to
earn trust
Bill Bachrach, a US-based financial coach, has built a significant
business around coaching financial planners on how to become
‘trusted advisors’. Often people think that trust is something
that is either there or not. You trust someone or you don’t.
Professionals like Bachrach believe that trust is something you
can be trained to deliver. The authors of a book entitled
‘The Trusted Advisor’ share this belief. They write about lessons
for professional service providers on how to build trust. In their
book, David Maister, Charles Green and Robert Galford offer a
very simple model for building trust. They suggest that there are
four key elements for building trust:

•  Credibility,
•  Reliability,
•  Intimacy and
•  Focus.

Credibility: Having the courage to provide honest answers to
tricky questions
In order to build trust, a financial planner needs to say things
that are credible, do things that are credible and provide credible
advice. An example of an opportunity to be credible is when a
client asks what is going to happen in the future to the markets.
The only credible answer is ‘I don’t know’. Any other answer
lacks credibility because nobody can predict the future, and
any attempt to do so undermines an advisor’s credibility.

Reliability: Delivering on your promises
Reliability talks to the actions of the financial planners
in delivering their service. Are telephone calls returned? Are
documents delivered on time? Reliability is often seen by many
financial planners and clients as the key to good client service.
Which it may be, but if the objective is to build trust with the
client, it is only one component of good service.

Intimacy: Taking the time to develop an emotional connection
and having empathy for clients
Intimacy is about the nature of the relationship between client
and financial planner. For trust to develop there needs to be a
personal connection that enables conversations to go beyond
business matters. People are emotional creatures, money is
emotive and without some form of an emotional connection, it
is very difficult to build trust. Intimacy allows the financial planner
to become a confidante for the client.

Focus: Putting your clients’ interests first
Focus is probably the most important of the four elements.
Because ultimately where the financial planner focuses their
attention, on the client or on themselves (and the products or
expertise they have to sell), is the key arbiter to the extent to
which trust is developed. Traditionally, the focus in the financial
planning industry has been on the product rather than the client.
The more the client feels that the advisor aims to improve their
client’s interests, the greater the chance a trusting relationship
will develop.

Regular, transparent and relevant communication is the second
half of the battle
Once the building blocks are in place for a trusting relationship
to develop, half the battle for providing great service to clients
is won. Transparent, regular and relevant communication is the
second half of the battle.

To conclude, the formula for financial planners and wealth
managers to deliver great service to their clients is simple: Trust
+ Communication = Great Service. The challenge is to get this
right. If this was easy, businesses and books would not be
dedicated to helping financial planners do it!
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www.nedgroupinvestments.co.za
unit trusts    |    offshore    |    retirement solutions

Cape Town

Physical address
BoE Clocktower
Clocktower Precinct
V&A Waterfront
Cape Town
8001

Postal address
P O Box 1510
Cape Town
8000
Tel: 0860 123 263 (RSA only) or +27 21 416 6011 (outside RSA)
Fax: 0861 119 733 (RSA only) or +27 11 263 6067 (outside RSA)
Email: clientservices@nedgroupinvestments.co.za

Gauteng

Physical address
Nedbank Building
4th Floor
G Block
135 Rivonia Road
Sandton
2001

Postal address
PO Box 2242
Houghton
2041
Tel: +27 11 295 5315
Fax: +27 11 294 0319
Email: clientservices@nedgroupinvestments.co.za

Durban

Physical address
Second Floor
Clifton Place
9 Hurst Grove
Musgrave
4062

Postal address
P O Box 50995
Musgrave
4062
Tel: +27 31 268 6421
Fax: +27 31 268 6600
Email: clientservices@nedgroupinvestments.co.za

“Collective Investment Schemes in Securities (CIS) 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. CIS are traded at ruling prices and can engage in borrowing and scrip lending.
A schedule of fees and charges and maximum commissions is available on request from Nedgroup Investments. Commission and incentives may be paid and if so, would
be included in the overall costs. Forward pricing is used. A member of the Association for Savings & Investment SA.”


