
NEXT REVIEW SESSION
TIME: 17.00
DATE: Thursday 19th November 2015 
VENUE: The Oyster Box Hotel, Durban
SPEAKER: An interactive discussion and debate by a panel of 
three asset managers from Investec, Foord and Prudential.

CASH ON CALL
IWM Cash on Call Rate   6.915%
Average Money Market Yield  6.315% 
Difference    0.600%

AN

PUBLICATION

*After all fees On a cash balance of R 2,000,000, this difference represents additional interest of R 12,000 per annum.

   OCTOBER
2015

6.915%*
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GREETINGS FROM YOUR 
FINANCIAL ADVICE TEAM

INDEPENDENT WEALTH 
MANAGERS UPDATE

 

THE NEXT CHAPTER: 
EXPANDING 
THE FOOTPRINT

For some time we have mentioned that 
market valuations have been elevated, 
not only in South Africa, but also in other 
parts of the world following the rise 
in prices.  Although many investment 
specialists alluded to some form of 
market correction at some point, the 
volatility over the past few months has 
made investors somewhat uneasy.  

Despite the recent 
turbulent environment, the 
weakening of the Rand has 
positively contributed to the 
performance of portfolios.

The anticipation of a US FED rate rise in 
September and the subsequent decision 
to leave rates unchanged has not helped 
the rattled markets due to investor’s 
renewed concern about the health of the 
global economy.

Growth in China remains weak, with 
manufacturing PMI below 50, as it has 
been for a while, reflecting a contraction 
in real terms.  There is excess capacity 
in the manufacturing sector, which is only 
useful if this is exported; exporting is only 
viable if the trading partners grow or if 

For the past 12 years we have assisted 
clients residing and conducting business 
throughout South Africa and abroad from 
our Durban Office.  We are very excited 
to announce the establishment of our 
new office at the prestigious Portside 
Tower in the heart of Cape Town city 
centre on 1 November 2015.

A growing demand for our permanent 
presence has brought us to committing 

they can take market share from other 
Emerging Markets.  The devaluation 
of the currency partly corrects the 
competitiveness of the Chinese export 
sector, but the currency, being pegged to 
the dollar, has been one of the strongest 
over the last 12 months, way too strong 
given the fundamental factors in China.  
But the depreciation is more about market 
forces being allowed to determine the fair 
value for the currency.  In order to gain 
true reserve currency status, or qualify for 
inclusion in the IMF’s currency basket, the 
currency needs to float more freely.

The JSE certainly hasn’t been spared 
from this volatility, with the last 12 months 
resembling something of a rollercoaster 
ride with large fluctuations.  Investors 
have certainly been jolted around, but 
from the end of September 2014 to the 
end of September 2015, the FTSE JSE 
All Share was 1.5% higher; essentially 
there has been a lot of noise but without 
much substance.  Refer to the financial 
indicators (on page 2)  for the performance 
of all majors markets, the disappointing 
returns have been a common theme 
across most major markets over the past 
few months.

a full-time office and staff compliment 
to service our existing client base in the 
Western Cape, as well as to grow our 
business in the area over time.

We would like to take this opportunity to 
introduce you to David Garrioch, who 
joined us in July from RMB Private Bank.  
David is also a CFP® professional and has 
completed his Advanced Post Graduate 
Diploma specialising in Investment and 
Portfolio Management.  David will be 
based at the Cape Town office and is 
part of the Financial Advice Team and 
Investment Committee.

This is a very exciting time for all of us 
and we’d like to sincerely thank you for 
your continued support which has led us 
to this milestone in our business. 

Update continued on next page...

What is interesting is how asset managers 
have performed through all of this.  
Those willing to be more flexible in their 
approach have managed to outperform 
the market.  Although equity funds should 
not be compared over a 1 year period, 
the most extraordinary comparison over 
the past 12 months, is the difference 
between the best and worst performing 
local equity funds, with a spread of 
57.14%.  This is a good illustration of how 
wide the range of outcomes can be when 
markets behave in this manner.

It is impossible to predict what lies ahead 
in such uncertain times.  What we take 
comfort in is the benefits of diversification 
and our approach to structuring portfolios 
with a long term goal in mind. Markets 
may rise and fall, but the plan is aligned 
to your long term objectives, we will help 
guide you through the short term noise 
by removing the emotion from decision 
making.  It’s during times like these that 
the importance of diversification as well 
as thorough research into the managers’ 
approach is key.  With a well-structured 
portfolio in place, now is the time to trust 
the asset managers to protect capital and 
identify opportunities.

We trust you find the content that follows 
both interesting and enlightening.  
Should you have any suggestions or 
queries, please do not hesitate to contact 
us: info@iwm.co.za

We are very excited to 
announce the establishment 
of our new office at the 
prestigious Portside Tower in 
the heart of Cape Town city 
centre on 1 November 2015.“
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ONLINE PRESENCE: 

OUR NEW 
WEBSITE
This year we took on the 
challenge of revisiting our 
website with a vision to expand 
our brand across our online 
presence.  We are extremely 
proud to unveil our new website 
to you on  www.iwm.co.za

In addition to the informative content 
about the company and our services, 
the site boasts many new convenient 
features, including: 
• a newsroom, bringing together 

industry related news and opinion 
pieces; and

• a RSVP tool to respond to our 
quarterly investment review sessions.

We invite you to visit the new website and 
would appreciate any feedback to assist 
us in continuously improving.

In life, we have a natural bias for action. 
From a young age, we are told stories 
about heroes who overcame great odds 
and many setbacks to do something 
great. Sports people, entrepreneurs 
and leaders are all lauded for their 
actions. ‘Watching and waiting’ are 
rarely considered valuable. However, 
there are times when the most valuable 
thing you can do is to wait for the right 
opportunity. In the face of the relentless 
pressure to do something, waiting 
patiently is often extremely difficult to 
do. This same scenario holds true in the 
world of investments. 

Corporate managers’ 
effectiveness is 
measured by what 
they get done 
Corporate managers are often under 
pressure to constantly take action to be 
considered effective. Managers, after 
all, are considered to be ‘agents’, and 
agents must act. Business schools tell 
future leaders around the world how 
they can be more effective at getting 
things done. In the first chapter of their 
book ‘A Bias for Action’ (2004), Bruch 
and Ghoshal say that ‘management is 
the art of doing and getting done’. 

While managers are busy trying to fight 
fires and take their companies forward, 
they are also bombarded by advisers, 

AVOIDING THE 
OVERWHELMING BIAS FOR ACTION
COMMENTARY BY DR SUHAS NAYAK, 
ANALYST AT ALLAN GRAY AUSTRALIA pressuring them to take action. In 

many industries that are driven by 
transactions, if there were no deals, 
the industry would starve. Examples 
of professions that are influenced and 
driven by activity include accountants, 
investment bankers and lawyers. 

When we meet with management teams, 
we are often struck by their unwavering 
desire to simply do something. It is 
an institutional imperative for most 
companies. For example, resources 
companies tend to always want to drill 
the next hole, even if the economics of 
doing that are only marginally positive. 
Instead of drilling the hole, a prudent 
company may reserve the cash for a 
truly compelling opportunity or even 
give it back to shareholders. Many 
resources companies have done that 
in the past – develop a resource, hand 

“
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back money to shareholders when the 
cash starts coming through, and then 
ask for more cash if a new opportunity 
arises. In recent times, such prudence 
is less common. 

Management teams from many other 
industries are also tempted by the desire 
to do something. Often their actions 
take the form of acquisitions, however, 
they very rarely truly create value for 
shareholders. This does not seem to 
stop optimistic managers and boards 
from pressing ahead. 

Managers who 
act on selective 
opportunities create 
value for shareholders 
When managers stick to what they do 
best and optimise what they have, they 
can create enormous value for their 
shareholders over the long term. A great 
example of this is ALE Property Group 
(ALE), which is listed on the Australian 
Securities Exchange (ASX) and held 
in the Allan Gray Australia Equity Fund 
and the Allan Gray Australia Opportunity 
Fund. This company’s management have 
been disciplined in sticking to what they 
do well: managing a portfolio of land on 
which there are pubs and liquor stores. 

The main tenant is a Woolworths-
controlled joint venture. ALE has let 
expensive acquisitions pass them by. 
In doing so, they have been very good 
custodians of shareholder money. This 
is reflected in the returns that ALE has 
generated for our clients over the years.

Furthermore, the underlying properties 
themselves are probably under-rented 
(the current or passing rent is lower 
than the estimated rental value). This 
means that earnings could still grow 
significantly from today’s levels. 

Many fund managers 
are also restless 
Fund managers are not immune from 
the bias for action. Many managers will 
shuffle their portfolios and buy and sell 
stocks on a daily basis. They will cut 
losses early when they are dissatisfied 
or if things haven’t gone as planned 
according to their often short-term 
investment thesis. 

Some fund managers believe the 
appearance of doing something may 
alleviate client fears after a period of 
underperformance. They therefore see 
their restlessness as a benefit. However, 
the costs of this continuous action are 
very clear. The only people guaranteed 
to benefit are the people who take a 
percentage of the transaction and that 
percentage has a direct impact on returns. 

Successful investing 
is about considered 
decisions and 
letting mediocre 
opportunities pass 

We are not saying that managers in 
corporations or fund managers should sit 
back and do nothing – the important thing 

is to choose when to act and when not to. 
The choice not to do something should 
always be considered a valid – and 
potentially value-creating – alternative. 
It is about considered choices. In the 
background, managers must always do 
the required homework so that they are 
ready to act when needed. 

At Allan Gray, we strive to be patient 
and to wait for the right opportunities 
to eventually arise. We only act when 
there are significant deviations from 
‘normal’, and only buy when a stock’s 
price is significantly below what we 
think is ‘fair value’. 

Having a patient approach is one of the 
reasons that our portfolios have a low 
turnover. Why transact unnecessarily, 
and bleed value, when the long-term 
prospects of the companies in which 
we invest don’t change significantly 
from one day to the next? Investing by 
exception means that our portfolio will 
often look very different to the index we 
use as a benchmark. 

This scenario is similar to the best 
batsmen in cricket. They watch, wait, and 
then strike only when a good opportunity 
(in the form of a poor delivery) presents 
itself. Successful investing is as much 
about letting mediocre opportunities pass 
by as it is about taking a considered and 
active decision to buy or sell a stock. Over 
the long term, we have seen that this style 
of investing is rewarding for our clients. 
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• The heirs do not have security that they will be paid a fair price 
for the interests

• The remaining owners may not have immediate and clear 
ownership; negotiating with heirs or delays relating to the 
winding up of the estate might complicate the continuation of 
the business

• The remaining owners may not have sufficient cash available 
to buy the shareholding

• In order to fund the purchase, the capital resources of the 
business may be drained

The agreement to buy and sell a business shareholding in the 
event of a death or disability can be structured in two ways, 

We recommend that the Buy and Sell Agreements and life assurance policies 
underlying these be subjected to regular review in order to ensure their validity and 
fit with your estate plan. Should you require any assistance with business assurance 
structures and policies to complement your Buy and Sell Agreements, please do 
not hesitate to contact us. 

1 Not all parties sign the Buy and Sell Agreement.

2 The business, rather than the co-owners, owns the policies.

3 The business pays the premiums on policies owned by 
the individual parties (and even deducts the premiums for 

income tax purposes) without accounting properly for them.  

4 Some businesses pay the premiums and divide them 
equally amongst the shareholders.  

5 Under or over-insurance, which can result in donations 
tax or negative estate duty implications.

between individual shareholders (Buy and Sell Agreement) or 
between the company and a shareholder (Share Buy Back).  
A typical Buy and Sell Agreement is where all shareholders 
agree to sell their shares in a business upon their death or 
disability, to all the remaining shareholders, in proportion to 
their interest in the business.

Realistically, many shareholders and businesses don’t have 
the excess liquidity to purchase the shares of a shareholder 
unexpectedly.  The simplest solution is to put a policy in place 
to fund the purchase of the shares. Each shareholder takes 
out a policy on the other’s life, which funds the purchase of 
their interest should the time come.  

6 The method of valuation does not reflect a realistic value 
of the business.

7 Often the policy benefits are not aligned to the 
requirements as set out in the agreement.  

8 The agreement is not updated to reflect ownership changes 
and business value fluctuations.

9 The Buy and Sell Agreement and Memorandum of Incor-
poration often contradict each other (the latter overrides).

10         In order to ensure peace of mind the owner’s spouse is 
nominated as the beneficiary of the policy.

BUSINESS CONTINUITY
HAVING A BUY AND SELL AGREEMENT IN PLACE IS ESSENTIAL FOR BOTH SUCCESSION AND ESTATE PLANNING.  IN THE EVENT OF YOU OR 
ONE OF YOUR BUSINESS OWNERS PASSING AWAY OR BECOMING DISABLED, IT IS VITAL TO ENSURE THE CONTINUITY OF THE BUSINESS AND 
TO PROVIDE REASSURANCE THAT THE WEALTH LOCKED-IN TO THE BUSINESS CAN BE ENJOYED BY THE AFFECTED FAMILY.  

BY INDEPENDENT WEALTH MANAGERS

Risks upon the death or disability of a co-owner 

Conclusion

Buy and Sell common mistakes
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Q 
What would be the impact 
on me as an investor, or on 
my investment returns, if 
South Africa’s credit rating 

gets downgraded to the level of “junk” 
(or below investment grade)? 

A 
In addressing this question, it 
is worthwhile pointing out two 
things. Firstly, at Prudential 
we still believe that South 

Africa’s credit rating does not face the 
imminent threat of a downgrade, despite 
some sensationalist news reports to the 
contrary. As we discussed in our article 
in the Winter 2014 edition of Consider 
This, there would need to be a marked 
deterioration in the country’s budget 
and current account deficits, on top of 
prolonged slow economic growth, for 
this to happen. In fact, both deficits are 
experiencing improving trends, and in 
June both Fitch and Standard & Poor’s 
reaffirmed South Africa’s investment-
grade ratings (while remaining concerned 
about medium-term factors). 

Secondly, the market is forward looking. 
This means that, as market participants 
grow to expect a rating downgrade, all 
of the anticipated market consequences 
of the downgrade (as I discuss below) 
are gradually factored into market 
prices over time, before a downgrade 
actually happens. Therefore, once any 
downgrade is announced, the market 
movements at the time may not be very 
significant. The size of the movements, 
however, would depend on whether 
there were any surprises involved in the 
downgrade (such as its timing or extent). 
That being said, there are several ways 
investors would be impacted by a 
downgrade. In a nutshell, current bond 
investors would experience losses, and 
equity investors could see their returns 
trimmed. On a broader level (and over 
a longer term), individuals’ disposable 
incomes are also likely to be eroded by 
higher inflation and taxes. 

First, investors would 
demand higher interest 
rates on SA government 
bonds to compensate them 
for the higher risk involved, 
so the government’s cost 
of borrowing would rise 
and government bond 
yields would rise. Current 
bond investors would 
experience a fall in capital 
values (to the extent that this hasn’t been 
priced into the values already). 

Over the medium term, higher borrowing 
costs would force the government 
either to raise more revenue via higher 
taxes or to cut spending in order to 
avoid widening the budget deficit. 
Consequently, ordinary South Africans 
could end up with somewhat lower 
disposable income, giving them less to 
save and invest. 

SA government bonds would also be 
automatically excluded from global 
government bond indices. Such indices 
have become popular benchmarks for 
index-tracking funds, helping to grow 
the global demand for SA government 
bonds. So index-tracking investors and 
any other investors precluded from 
investing in non-investment grade assets 
(like many pension funds) would no 
longer invest in our bonds, adding further 
pressure on yields to rise. There would be 
less foreign demand for our bonds and 
money would leave South Africa, causing 
further rand weakness and ultimately 

Pieter Hugo, 
the new MD 
of Prudential 
unit trusts, 
discusses the 
consequences 
for investors 
of a possible 
downgrade of 
South Africa’s 
credit rating. 

TABLE TALK WITH 
PIETER HUGO 
CONSIDER THIS, WINTER 2015 

impacting inflation and 
investors’ pockets. 

The cost of borrowing for 
state-owned enterprises 
and private companies 
would also increase, which 
would likely dent corporate 
balance sheets, particularly 
those of companies that 
are highly geared or rely 

on borrowing, like property companies. 
This would in turn impact negatively on 
profits and investor dividends, trimming 
equity returns. 

Also in the bond market, fewer corporate 
bond issues are likely in what is already 
a much smaller market following the 
collapse of African Bank. This also would 
mean fewer higher-yielding investment 
options for asset managers. 

So it’s clear from all of the above that the 
economy and ordinary investors would 
be far better off in avoiding a credit 
rating downgrade if at all possible. 
Some government austerity to lower the 
budget deficit may cause short-term 
pain, but this would be less harmful 
than the longer-term consequences of 
reaching “junk” status.
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In summary, Fundhouse provide us with the relevant research 
and ratings to make decisions.  We take into account their 
opinions and advice with regards to fund selection and portfolio 
construction, but it is important to note that the final decisions are 
made by our Investment Committee.  This Committee formally 
meets once a quarter with 6 representatives from Independent 
Wealth Managers and 1 representative from Fundhouse.

THE ROLE OF 
FUNDHOUSE IN OUR 
INVESTMENT PROCESS

THIS TIME LAST YEAR, WE ANNOUNCED THE 
EXCITING APPOINTMENT OF FUNDHOUSE TO 
ENHANCE OUR INVESTMENT AND PORTFOLIO 
CONSTRUCTION PROCESS.  THERE HAS BEEN 
SOME MISUNDERSTANDING ABOUT THEIR 
ROLE AND THIS SERVES TO CLARIFY HOW 
THE PROCESS WORKS.

Independent research coverage of both the South 
African and Global fund management industry;

Portfolio construction advice; and

Specialist independent investment consulting.

Fundhouse have been appointed to provide the following:

1

2

3

Fundhouse operate as our Independent Research Consultants 
at an Investment Process level, they are not involved at a client 
level and do not advise on specific clients’ portfolios.  Your 
specific portfolio is agreed between you and your Financial 
Planners based on your individual circumstances.

For more information on Fundhouse:  www.fundhouse.co.za
Should you require any further clarification or have any queries, 
please do not hesitate to contact us.

Investment Committee

PETER FOSTER
CFA™

BSC (FINANCE)

GREG HILL 
CFP®

B.IURIS

SHAUN MATTHEWS 
CA(SA), CFP®

BCOM (HONOURS)

JENNA VON 
MOLLENDORFF

CFP®

BCOM (HONOURS)

DAVID GARRIOCH
CFP®

BCOM, ADV. PG DIP

JARRED HOUSTON 
CFP®

BCOM (HONOURS)

MAUREEN ATTRIDGE 
CA(SA), CFP®

BCOM (HONOURS)
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