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Appropriate risk at the appropriate time

As we approach the end of 2022 in which investment markets have delivered an incredibly difficult environment in which to
operate, it is safe to say that the previous post-2008 paradigm of low volatility and low interest rates is pretty much over.
Instead we now deal with persistently higher inflation and significantly higher volatility — not just in asset prices but also in

economic data.

The objective of the Sasfin BCI Flexible Income fund is to offer a similar or better return to the ALBI with lower volatility and
provide bond market exposure while preserving capital. We do this by actively managing duration, curve and credit risks

looking for the best risk-return opportunities in the market.

The Federal Reserve remains committed to their hawkish path to raise rates further to rein in inflation. Whether the terminal
rate will be 5% or even 7% remains uncertain. Precipitous behaviour of market participants, hopeful of better news, has
resulted in increased volatility and large price swings. This also means we are likely to continue to see a fair degree of
continued volatility and weakness in our bond market. Whereas the United States and other European countries remain behind
the curve in their battle against inflation, locally we are likely nearing the end of ours. Consensus continues to point to a further
easing of our inflation outlook, with inflation expected to trend back towards the SARB’s midpoint of 4.5% towards the
beginning of 2024. We expect the SARB to conclude their hiking either at their next meeting in November or at their first
meeting in 2023, with rates likely to peak at 7 — 7.25%. Rate cuts typically follow about 8 to 12 months after the conclusion of
the hiking cycle. And so, we are at the beginning of a likely divergence between economic conditions between the United
States and other Developed and Emerging economies.

The Stagflation scenario: This is characterised by persistently higher inflation, combatted by Central Banks raising rates
rapidly to cool off demand-led inflation causing a shift to much lower growth rates, but as base effects on energy prices start
coming in, inflation peaks out and growth is not pushed into a steep recession. Higher than normal inflation prospects but lower

growth than normal means markets cannot rally strongly.

The Recession scenario: Characterised similarly by the initial persistent inflation, but Central Banks do not dodge the pain
and trigger a sharp global recession with commodity prices tumbling dramatically and inducing rapid falls in inflation rates back

towards long run norms. Equity markets are most vulnerable in this scenario.

The Goldilocks scenario: This is the so-called “bullish” scenario, where contrary to market expectations, inflation does indeed
fall back towards long run norms without Central Banks having to raise rates much further than current levels. Markets would

take comfort from this and precipitate an enormous “relief” rally.

Current Fund Positioning

In the scenarios we paint above, we continue to believe that active duration management is required to navigate a path through
the risks. Until we have high conviction around which scenario is likely to dominate, we continue with interest rate risk rather
than credit risk being the most significant contributor to performance in our multi-strategy fund management approach. In
addition, ensuring that the liquidity profile of the fund remains elevated in order to allow quick shifts in strategy dependent on the

macro situation that unfolds.
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This speaks to the need to be nimble in our approach with the ability to change duration risks rapidly as the expected
heightened volatility will produce opportunities for additional return or may conversely produce capital losses in short bursts.
On a valuation basis our bond yields are cheap as noted above, but they are likely to remain so until we see a sustained move
downwards in US bond yields, and, crucially, because the inflation outlook improves, and not as a result of a global search for
safety.

After the MTBPS in October we saw local bond markets rally and we have reduced overall duration into that strength and note
that we remain cautious from a credit risk perspective. With SA inflation having likely peaked we have reduced our explicit

inflation-linked exposures as nominal bonds now offer better value.

With the uncertain current environment, we have embarked on a deliberate strategy to derisk the fund and ensure that liquidity
is of the utmost importance. This can be illustrated below through the change in issuer type exposure since December 2021 in
the fund. The current exposure and fund positioning also provides us with the ability to react to most market moves within a

short space of time (See table 1).

Table 1: Allocation/positioning @ 31 October 2022

Summary *Yield (gross) Duration (years)
9.6% 2.4
Sasfin BCI Flexible Income

10.5% 6.1

ALBI
Fixed rate bonds 10.9% 5.1
Floating rate bonds 8.8% 0.2
ILBs 9.9% 1.7
Cash 7.2% 0.2

Current instrument Fixed Rate Floating Rate

allocation type

Sasfin BCI Flexible Income 43.7% 42.0% 2.6% 11.6%

*Not guaranteed
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Issuer type exposure over time - credit risk reduced without comprising
performance

September 2022 — December 2021 - December 2020 —
Issuer type exposure Issuer type exposure Issuer type exposure

6.7%

7.1%

12.2%

8.3%

Yield = 9.6% Yield = 7.7% Yield = 8.2%

m Corporate M Banks Government Guaranteed SOEs M Government M SOEs

Based on current and historic holdings., not illustrative of future liquidity profile
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How has the fund performed

Since inception gross of fees the fund has delivered on its objective as stated above. The fund has achieved 9.5% per annum

over this time. This is an outperformance of inflation of 4.4% on average per annum.

Sasfin BCI Flexible Income Fund Performance ending October 2022

12.0%

9.4% 9.5%

8.0%

4.0%

Performance

0.0%
-0.3%

-4.0%
YTD 1-year 3-years 5-years Since inception

m Sasfin BCI Flexible Income Fund Domestic Bonds mDomestic Cash (Bmk = STeFI Composite) u SA Inflation = Peer Average

Source: Morningstar

Notes: A-class; Inception of 01 July 2015; Domestic Bonds = FTSE JSE All Bond Index; Peer average refers to the ASISA SA Multi-Asset Income
average; Annualised return is weighted average compound growth rate over the period measured; Actual annual figures are available to the investor on
request; SA Inflation lagged Fund highest and lowest calendar year performance (as at 31 December 2021): High = 14.22%; Low = 8.42%

Going forward

Over the medium to longer term, we would expect bond yields to start falling again. although this is probably only after the US

Dollar and inflation begins heading downwards with conviction. In that scenario we could see yields correcting in moves of up to
1%. The exact timing of this shift is very difficult predict. If in 12 months time we are in the middle of a recession and Fed policy
is still restrictive, then we may see only a limited recovery in SA bond yields, unless our country specific fiscal and political risks

have been resolved by then.

In this environment we see returns in our bond market ranging between 5% and 14% over the next 12 months, although our
favoured and more likely scenario is for a double-digit return. With inflation towards the end of next year expected to be closer to
4.5%, we think that the Sasfin BCI Flexible Income Fund should provide clients with a very attractive, above-inflation return in

the coming 12 months, both in terms of the capital appreciation and the income yield that the fund will offer.
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Sasfin Wealth comprising: Sasfin Securities (Pty) Ltd, reg. no. 1996/005886/07, a member of the JSE Ltd; Sasfin Asset Managers (Pty) Ltd, reg. no.
2002/03307/07, an authorised financial services provider (FSP) no. 21664; and Sasfin Financial Advisory Services (Pty) Ltd, reg. no. 1997/010819/07, FSP No.
5711, Sasfin Wealth Investment Platform (Pty) Limited, reg. no. 2014/083496/07, FSP No. 45334, Sasfin Fiduciary Services (Pty) Limited, reg. no.
2020/183845/07, and their employees and agents. The information and opinions in this publication are of a general nature and do not constitute advice or
represent the views of Sasfin Wealth. Sasfin Wealth takes all care to provide current and accurate information as at the date of publication but accepts no
liability for errors, omissions or subsequent changes. Any references to historical data, assumptions, targets, benchmarks, or examples are as indicators or
illustrations only and are not fixed or guaranteed. Past investment performance is not necessarily indicative of future performance. Clients should not
assume any performance or guarantees will apply unless such has been explicitly confirmed in writing. Clients should consult with their advisors and
independently assess and confirm all material information before taking any action. Clients remain responsible for the investment, product and institutional
risks of their decisions. Referenced investment portfolios or products may be contained within financial products or contracts issued by third party life
offices, pension funds, collective investment schemes or other product providers and may be administered / managed by such providers or other third
parties. Refer to applicable application forms for further detail. Note that not all products or features may be available at all times or from all Sasfin Wealth
represented product providers. The contents of this publication are proprietary and may not be distributed or used without permission. The performance is
calculated for the portfolio, as well as that the individual investor performance may differ as a result of initial fees, the actual investment date, the date of
reinvestment and dividend withholding tax. Collective Investment Schemes in securities are generally medium to long term investments. The value of
participatory interests may go up or down and past performance is not necessarily an indication of future performance. The Manager does not guarantee
the capital or the return of a portfolio. Collective Investments are traded at ruling prices and can engage in borrowing and scrip lending. A schedule of fees,
charges and maximum commissions is available on request. BCI reserves the right to close the portfolio to new investors and reopen certain portfolios from
time to time in order to manage them more efficiently. Performance figures quoted the portfolios are from Morningstar, as at the date of this document for
a lump sum investment, using NAV-NAV with income reinvested and do not take any upfront manager’s charge into account. Income distributions are
declared on the ex-dividend date. Actual investment performance will differ based on the initial fees charge applicable, the actual investment date, the date
of reinvestment and dividend withholding tax. Income funds derive their income from interest-bearing instruments in accordance with Section 100(2) of the
Act. Full details and basis of the awards are available from the manager.




