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AS A FIRM dedicated to investment excellence, we have continuously evolved our investment
process over time. Our proactive investment in our global capabilities more than a decade ago
has ensured that our investment offering has not only kept pace but excelled as markets and
regulations have evolved. This capability currently spans all the major asset classes and geog-
raphies globally, and it is underpinned by the same investment philosophy that has yielded
long-term outperformance for our clients since our inception in 1993.

It's been two years since we saw the increase in allowable offshore investments for South African
savers from what was effectively 30%' to the current 45%. We believe that the change has been
a major positive for our clients. It has also served as a catalyst for profound change, both in terms
of industry structure and the ways in which multi-asset class portfolios are managed.

Our portfolios have performed very well since the change, as they have benefitted from:

1. Implementing a fully integrated portfolio process that leverages both our global asset class
capabilities and our active asset allocation skills.

2. Heavy investment over many years in our global investment and operational capabilities,
which allowed us to adapt quickly and take full advantage of the opportunity provided.

'The average South African retirement fund had very low exposure
to African assets prior to the announcement.
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“Asset allocation
is a critical,
high-impact
activity. It is the
most important
decision that
one makes in
investments.”
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THE ROLE OF OFFSHORE ASSETS IN A RETIREMENT PORTFOLIO

Offshore assets play a critical role in a retirement fund portfolio. The range of sectors and secu-
rities that are available globally is an order of magnitude greater than those available in South
Africa. For example:

- The MSCI All-Country World Investable Market Index? has over 9 000 constituents and a total
market capitalisation of over $78tn. In contrast, the FTSE/JSE All Share Index has 122 constit-
vents and a total market capitalisation of around $315bn, with the top 10 stocks accounting
for around 50% of the index.

« The local credit market is narrow, with just under 100 issuers. This contrasts with deep global
credit markets, which have thousands of issuers.

Offshore exposure reduces the reliance of a retirement portfolio on the performance of a narrow
universe of stocks and a single economy (SA represents 0.3% of global GDP). It increases the
opportunity set, offering exposure to asset classes, sectors and economic drivers that are not
present in South Africa, and it therefore provides the opportunity to build more diversified and
robust portfolios.

Foreign exposure also protects the purchasing power of retirement savings when the rand depre-
ciates, helping manage a key risk for any retired investor.

However, it’s important to highlight that the decision on how much to allocate offshore is not
a straightforward ‘take as much as you can out of SA’ decision. In periods of rand strength,
exposure to offshore assets can negatively impact portfolio performance. Additionally, given
South Africa’s higher inflation rates relative to developed countries, the higher nominal yields
on domestic assets must be considered carefully when making offshore allocation decisions.

Thus, although foreign assets are vital both as a source of investment opportunity and diversi-
fication, they do come with inherent risks, requiring careful consideration of how much foreign
exposure is appropriate at any point in time.

FROM SCARCITY TO ABUNDANCE

In 1995, South African retirement funds were first allowed to include offshore exposure in their
portfolios. While the limit at the time was a paltry 5%, this signalled the start of the liberalisa-
tion of exchange controls in the investment industry. Over the years we saw small, incremental
increases in the offshore allowance.

The dramatic increase to 45% in 2022 represents a wholesale change for the industry. This means
that managing funds cannot be approached as just ‘business as usual’:

- The revised cap will require much more active asset allocation.
- Itincreases the need for genuinely integrated portfolios.

ACTIVE ASSET ALLOCATION

Asset allocation is a critical, high-impact activity. It is the most important decision that one
makes in investments. Even if a portfolio’s individual asset classes deliver alpha, it will under-
perform if the manager gets the key asset allocation views wrong.

When the offshore cap was set below most managers’ assessment of an optimal offshore alloca-
tion, offshore allocations tended to be fairly stable over time and each time exchange controls
were relaxed, the industry simply increased offshore exposure to levels close to that limit.

We believe that the change in the offshore allowance has increased both the opportunity and the
need for more active asset allocation. In the last two years, active asset allocation has contrib-
uted meaningfully to performance in our funds. We believe that more of this will be required in
the future in what is likely to be a volatile and demanding market environment.

2The MSCI All-Country World Investable Market Index provides
comprehensive coverage of global equity markets
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Observations of the impact that the change will have on asset allocation include:

The dispersion between managers’ offshore allocations will vary more widely.

When offshore capacity was scarce, global equities typically crowded out the other global
asset classes. This should no longer be the case. Consequently, not only will the choice between
local and offshore allocations have to be managed more actively, but also the offshore allo-
cation between equities, bonds, credit, property, and the alternative asset classes. These allo-
cations will then, in an iterative manner, impact the asset allocation decision for the local
allocation to those same asset classes.

The increased offshore allocation will require a more thoughtful management of the active
currency position. The rand is a volatile currency. Dramatic swings will have an outsized impact
on portfolio returns. But this is a complicated issue. Although many will be tempted to simply
‘hedge’ the rand to insulate the fund from the currency’s volatility, this would expose the fund
to risk. The rand is the release valve for South Africa’s many structural challenges. Any fund
that locks in the current exchange rate loses much of the value that the portfolio’s diversifi-
cation into offshore assets was aimed at achieving in the first place.

THE NEED FOR AN INTEGRATED APPROACH

Many multi-asset class funds in the industry have traditionally been managed with siloed strate-
gies, with domestic and international assets managed independently, often by different portfolio
managers. At lower offshore allocations, the risk of unintended outcomes was low.

When the offshore portion can amount to almost half the overall portfolio, those offshore
building blocks can no longer just be bolted on to a domestic portfolio. If the portfolio is to
be cohesive and robust, then a granular understanding of every security in the portfolio is
required. The portfolio construction needs to happen in an iterative manner, where every secu-
rity’s weighting is impacted by the other holdings in the portfolio, with careful consideration of
its impact on the positioning of the overall portfolio. This requires a wholesale change in the
way in which these funds are managed.

Examples of the kind of opportunities that an integrated portfolio construction process provides
include:

Enhanced returns
Real-time asset allocation changes. The portfolio manager that manages an integrated
multi-asset class portfolio fully understands the fund’s aggregate real-time positioning and
can execute changes to asset allocation in real time. This capability added significant alpha
to our portfolios in both the global financial crisis and the covid pandemic, where equity
markets broke records for the extent and speed with which they fell, only to rally explosively
within a few days of reaching their bottom. This capability is acutely needed today because
multi-asset class fund benchmarks rebalance daily (i.e. the benchmark is buying/selling every
asset class every day).
In the gap assets. In 2022 SA government-issued dollar bonds traded at a 300 bps spread
to rand-issued bonds (once hedged back into rands). Our funds switched the latter into the
former until spreads narrowed to more normal levels.
Outsized allocation to attractively priced assets. In 2022 global credit bonds sold off as the
underlying government bonds collapsed and credit spreads widened. We built a big position,
which we still hold (currently 10% of the house balanced funds). The big position size reflected
our view that these holdings offer risk adjusted returns that stacked up well against equities.
This kind of allocation would not be easy to make in a more siloed, building-block process.

Improved risk management
Holistic risk management. In an integrated portfolio, portfolio risk can be understood and
managed in a far more holistic manner. Good examples include:
o SA sovereign risk. Although SA government bonds trade at historically high yields, we
are concerned that the sovereign is over-indebted and that this debt burden will become
unserviceable. Because global credit bonds offered similar rand yields, we were able
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to switch our sovereign bonds into a well-diversified basket of global credit that we
thought came with much lower risk.

o Risk exposures. Our in-depth, company-specific research allows us to understand the
economic drivers of each security in our portfolios. This involves going beyond superfi-
cial metrics like country of listing or domicile to truly understand a company’s drivers.
Modern multinational corporations often derive revenues and incur costs in multiple
countries as a result of globalised supply chains. This complexity requires us to evaluate
the true economic drivers of each business to effectively manage portfolio risk. By doing
so, we can uncover and address risks that are not immediately obvious.

Unintended exposures. After a brutal few years for Chinese assets, we think that many high-
quality Chinese stocks are extremely attractively priced. We have bought Naspers in our SA
equity funds. We have noted that some global managers (both global equity and emerging
markets) are buying Chinese assets. In a building block process, this could result in an overall
portfolio that has unintended and excessive exposure to China. Conversely, in an integrated
fund we can manage the fund’s overall Chinese exposure and ensure that the most attrac-
tively priced stocks are held in the portfolio (instead of those that automatically come through
the building blocks).

Better management of idiosyncratic risk. In 2022 and early 2023 we believed that the oil price
was depressed and that oil stocks offered value. The only oil stock listed on the JSE is Sasol,
a company that is existentially challenged by its need to materially reduce its emissions. In
our integrated funds we were able to switch the Sasol position out for global oil stocks that
were more attractively priced and carried much less risk.

Efficient use of offshore capacity
Some global stocks are listed on the JSE. Some of these (like Richemont, BHP and Prosus)
are often held in offshore building blocks. In cases where these stocks are held by our global
team in their offshore funds, we can elect to hold them with our local capacity. This frees up
offshore capacity to be used more efficiently.

THE NECESSARY RESOURCES

It's important to highlight that very few managers have the scale and resources needed to
manage genuinely integrated global portfolios. Coronation is able to do this only because:

Over 25 years, we have built out a fund range that covers all the key global asset classes
and geographies. Across these funds we have delivered meaningful outperformance over
the long-term. Delivery over long time periods sets us apart from those with a standing start.
We have been able to build out a global team with critical mass and with the research intensity
and discipline needed to deliver. This team has more than 25 analysts, many of whom have
been investing in global assets for 15 years.

We have invested in the administration, compliance and IT systems needed to run truly inte-
grated global portfolios.

LOOKING FORWARD

We are excited to be managing integrated global portfolios. The first two years have been very
rewarding, both professionally for ourselves and for our clients’ portfolios. None of us know what
the future holds, but we believe that the full toolset that our integrated capability provides
positions us well to add value for our clients in the years ahead. +
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DISCLAIMER

South African Readers

All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. As a result,
there may be limitations as to the appropriateness of any information given. It is therefore recommended that the reader first obtain the appropriate legal, tax,
investment or other professional advice and formulate an appropriate investment strategy that would suit the risk profile of the reader prior to acting upon such
information and to consider whether any recommendation is appropriate considering the reader’s own objectives and particular needs. Neither Coronation Fund
Managers Limited nor any subsidiary of Coronation Fund Managers Limited (collectively “Coronation”) is acting, purporting to act and nor is it authorised to act

in any way as an adviser. Any opinions, statements or information contained herein may change and are expressed in good faith. Coronation does not undertake

to advise any person if such opinions, statements or information should change or become inaccurate. This document is for information purposes only and does

not constitute or form part of any offer to the public to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment, nor shall it or the fact
of its distribution form the basis of, or be relied upon in connection with any contract for investment. In the event that specific funds and/or strategies (collectively
“funds”) and/or their performance is mentioned, please refer to the relevant fact sheet in order to obtain all the necessary information regarding that fund (www.
coronation.com). Fund investments should be considered a medium-to long-term investment. The value of investments may go down as well as up, and is therefore not
guaranteed. Past performance is not necessarily an indication of future performance. Funds may be allowed to engage in scrip lending and borrowing. To the extent
that any performance information is provided herein, please note that: Performance is calculated by Coronation for a lump sum investment with distributions, to
the extent applicable, reinvested. Performance figures are quoted gross of management fees after the deduction of certain costs incurred within the particular fund.
Fluctuations or movements in exchange rates may cause the value of any underlying international investment to go down or up. Coronation Fund Managers Limited
is a full member of the Association for Savings and Investment SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management
International (Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation
Life Assurance Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017.

US Readers

Coronation Investment Management International (Pty) Limited is an investment adviser registered with the United States Securities and Exchange Commission
(“SEC™). An investment adviser’s registration with the SEC does not imply a certain level of skill or training. Additional information about Coronation Investment
Management International (Pty) Limited is also available on the SEC’s website at www.adviserinfo.sec.gov. The information in this document has not been approved
or verified by the SEC or by any state securities authority. The opinions expressed herein are those of Coronation Investment Management International (Pty) Limited
at the time of publication and no representation is made that they will be valid beyond that date. Certain information herein has been obtained from third party
sources which we believe to be reliable but no representation is being made as to the accuracy of the information obtained from third parties. This newsletter contain
references to targeted returns which we believe to be reasonable based on current market conditions, but no guarantees are being made the targets will be achieved
or that investors will not lose money.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.

Global (ex-US) readers

The information contained in the publication is not approved for the public and is only intended for recipients who would be generally classified as ‘qualified’,
‘professional’, ‘accredited’ or ‘institutional’ investors. The information is not designed for use in any jurisdiction or location where the publication or availability of the
information would be contrary to local law or regulation. If you have access to the information it is your responsibility to be aware of and to observe all applicable
laws and regulations of any relevant jurisdiction and it is recommended any potential investor first obtain appropriate legal, tax, investment or other professional
advice prior to acting upon the information. The value of investments and any income from them can go down as well as up and investors may not get back all that
they have invested. Please be advised that any return estimates or indications of past performance in this publication are for information purposes and can in no way
be construed as a guarantee of future performance. Coronation Fund Managers accepts no liability of any sort resulting from reliance being placed upon outdated
information contained in this publication by any user or other person. Whilst every effort is made to represent accurate financial and technical information on an
ongoing basis, inadvertent errors and typographical inaccuracies may occur. Information, laws, rules and regulations may also change from time to time. Information
contained in the publication is therefore made available without any express or implied representation or warranty whatsoever, and Coronation Fund Managers
disclaims liability for any expenses incurred, or any damage, claims or costs sustained by users arising from the reliance being placed on the use of links, services or any
information or representations contained in the publication. Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management International
(Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation Life Assurance
Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017. Coronation International Limited is authorised and regulated by the Financial Conduct
Authority. Coronation Global Fund Managers (Ireland) Limited is authorised by the Central Bank of Ireland under the European Communities (UCITS) Regulations 2011
and the Alternative Investment Fund Managers Directive 2011, with effect from 22 July 2014. Unit trusts are generally medium to long-term investments. The value of
units may go up as well as down. Past performance is not necessarily an indication of the future. Unit trusts are traded at ruling prices and can engage in borrowing
and scrip lending. Unit trusts may invest in assets denominated in currencies other than their base currency and fluctuations or movements in exchange rates may have
an adverse effect on the value of the underlying investments. Performance is measured on NAV prices with income distribution reinvested.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.
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