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How fast things can change...?

« 5mb Hard Dive 1956
« 2000 pounds

- |IBM leased the disk for an annual
fee of $35,000!

« 58 Years later...
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Change

2005 120mb for R1000

2015 120gb for R1000

1000x in ten years
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How has software changed?

ai._Verizon % 11:55 PM 4 @ 100% &

é¢6 | am going to jump off a
bridge and die 92

L~

| found 4 bridges a little ways w...Virgin 3 8:58 AM

from you: If you are thinking about
suicide, you may want to speak

Greenleaf Avenue s :
Bridge of Faith Upscale... 2 mies with someone at the National

Suicide Prevention Lifeline.

South Berendo Street | They’re at 13 11 14. Shall | call
T Brudggi‘%??’rfndo 33 mites them for you?

No

West Manchester Avenue

Bridge Consultants Inc A8 mites
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Still not perfect........

will ATET 2 SiriQuestions.com 70% [}

What can | help you with?

¢¢ Remind me to kill myself
tomorrow 9

OK, I'll remind you.

r)\ Friday
../ February

}\w‘ ”]‘)’f‘}"”
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What are the themes we see internationally?

- ETF Market in US has doubled in last 4 years to $3trillion
« ETFs are one of fastest growing investment classes in the history of finance
« ETFs provide Beta and Smart Beta building blocks
— Beta market (e.g. TOP40, Government Bonds)
— Smart Beta are gaining traction
« More new money flowing into ETFs than mutual funds in US
« Smart Beta Funds are eating the lunch of pure beta ETFs and active funds

 Investors are starting to add combinations of different Smart Beta Solutions to
their portfolios.

‘l am concerned that Smart Beta is a repackaged sales hype, but | am not sure,
there may be something there”
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At a Glance

Low-churn

‘Active’

Top-down Bottom-up

Dynamic Active Lverage

Passive

Buy & Hold Traditional Rules-based Traditional
‘Passive’ - Active Skill  Active Skill
- Market cap ‘Innovation Div+, RAFI, Low PE - - Value Investing
weighted indices Creep’ Trend-following - - Growth/Momentum
Commodity arb. - - Alternative Funds
(eg S&P500, FTSE100, Merger arbitrage - - Alternative Funds
ALSI, RESI, Carry trade - - Alternative Funds
FINI, INDI
- Markets are Efficient Markets are Inefficient - - Markets are Inefficient
- No outperformance Outperformance - - Outperformance
- Cheapest Cheaper than alpha - - Costlier than beta
\— 7
~
Commoditisation of Alpha but
not of Active Management

« All investing is active (low churn vs high churn)
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What’s the difference between Smart & Pure Beta?

- Pure Beta ETFs are market cap weighted funds/ETFs
« Weight the holdings by the size of the instrument in the market
- E.g. SWIX40, Satrix40, GOVI, ILBI

« Puts the market as the centre of the universe
« Assumptions:
— Market is pricing instruments correctly
— Market is efficient

— The bigger the company or the bigger the bond in the market, the
bigger the holding should be
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What is a smart Beta ETF?

« Smart Beta ETFs sever the link between the holding of a security and the
size of a security in the fund

« Weight the holdings by something else:
— Volatility, dividends, sales, book value, intrinsic value
— Methodology/process is documented and can be replicated
« E.g. Absa Momentum Equity ETF, S&P GIVI50 ETF and
S&P GIVI RES/IND/FIN ETF

« Puts the economy as the centre of the universe
« Smart Beta goes by many names:

— Smart Beta, Strategic Beta, Scientific Beta, Factor based investing,
fundamental based investing, advanced beta
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Absa ETFs

« Pure Beta or (Market cap weighted)

2 Balanced Fund ETFs

SWIX ETF

GOVI Bond and Inflation Bond
Cash ETF

Shariah compliant ETF

« Smart Beta

S&P GIVI 50
3 S&P GIVI Sector ETFs (IND/FIN/RES)
Momentum Equity ETF
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Balanced Fund ETFs — High Equity

Cash
SA Government 5%
inflation-linked bonds
10%

sS4 Governrment
naminal bonds
10%

Costs : 0.33%

Dormestic

equity
75%

Source: Absa CIB
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Balanced Fund ETFs — Medium Equity

Cash
10%

Domestic
equity
40%

54 Government
inflation-linked
bonds
35%

Costs : 0.33%

S5A Covernment
nominal bonds
15%

Source: Absa CIB
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Cash ETF

1.49%
19.96%

19.44%

mBariays Afca Grovp Stangacs Bank Grop |G (NS I52060

19.44% 19.7T1%

L e .~ 3Year  549%
M FirstRand Ltd B Nedbank Group Ltd
¥ Investec Ltd M Cash/Other Costs : 0.20%

Source: Absa CIB

Member of
* BARCLAYS 14|Growth of Smart Beta ETFs — August 2015 GB A B SA



Fixed Income ETFs

« Government Bond ETF

« Exposure to 10 fixed income bonds

« Inflation Government Bond ETF

« EXxposure to 9 inflation linked bonds

Source: Absa CIB

Costs : 0.25%-0.30%
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Equity ETFs

« Swix ETF

Costs : 0.34%
« Momentum Equity ETF

How it works?

« Takes universe of all JSE stocks

. Applies liquidity fters Performance period  Return p.a

+ Caleulates price momentum, ranks the__
A

| ] n | | | | | ] | ] | |

v Costs : 0.40%

Source: Absa CIB
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The new Absa S&P GIVI ETFs

« 4 Absa ETFs started tracking the S&P GIVI indices on 1 June 2015

« These replaced the eRafi ETFs, changed benchmarks by a ballot process

« The 4 SMART Beta ETFs are
— S&P GIVI SA Top50 ETF (GIVISA)
— S&P GIVI SAFinancial 15 ETF  (GIVFIN)
— S&P GIVI SA Industrial 25 ETF  (GIVIND)
— S&P GIVI SA Resources 15 ETF (GIVRES)

&
N
&
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Absa S&P GIVI South Africa Top50 ETF(GIVISA)

« How it works ?
Step 1 Step 2

-

Step 4 Step 3

4'-
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Absa S&P GIVI South Africa Top50 ETF(GIVISA)

« How it works ?
— Preference shares are excluded from the index
— Allocates to the Top 50 shares remaining weighted by intrinsic value
— The maximum weight of each stock in the index is capped at 10%
— Multi-factor smart Beta, looking at volatility first and then intrinsic value

— Index and the ETF rebalances every 6 months

« Get different stocks to Top40 (e.g. Naspers)

« Get different weightings to Top40

FTSE JETop 40 TRIndex -3.96 -0.55 6.18 6.78 1430 2012

SEPGIVI South Africa 50 TR Index -4.03 0.78 8.44 1499 2034 2442

*Returns for a year or more are annualised
*Source : S&P and Morningstar
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S&P GIVI South Africa RESI/INDI/FINI ETFsS

« The 3 Sector ETFs follow a similar process to the GIVI50 ETF
« They look at stocks in each sector
« Max weight per stock is 30%

« How have the GIVI indices performed against FTSE/JSE Indices to
31 May 20157

Index/ ETF Name Im 3m 6m Lyr 2yr 3yr

FTSE BE Resources 10 TR Index -5.24 -6.49 -3.27 -21.01 -421 -0.12
S&P GIVI South Africa Resources TR Index -540 -5.33 6.56 -3.78 298 -0.52
FTSE BE Industrial 25 TR Index ZAR -3.14 0.60 8.31 16.78 20.79 30.86
SLP GIVI South Africa Industrials TR Index ZAR -195 0.85 7.00 13.94 21.38 29.82
FTSE BEFnancial 15 TR Index -6.76 0.04 8.36 21.98 24.02 25.78
S&P GIVI South Africa Anancials TR Index -6.15 0.10 10.06 22.64 22.77 27.00

*Returns for a year or more are annualised
*Source : S&P and Morningstar
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s smart beta “better”

« Investments 101 - don't put all your eggs in one basket
« Smart beta is different to pure beta ETFs

« |In the context of diversification, different is better

« Understand what Smart Beta Funds are doing

« Diversifying means being diversified between
— Active managers
— Pure Beta Investments

— Smart Beta Investments

Being diversified across one theme is not fully diversified
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<

More Information : etfcib.absa.co.za (Type Absa ETF in Google)
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Disclaimer

This brochure/document/material/report/communication/commentary (this commentary) has been prepared by the corporate and investment banking division of Absa Bank Limited —
a registered bank in the Republic of South Africa with company registration number: 1986/004794/06 and with its registered office at: Absa Towers West, 15 Troye Street,
Johannesburg, Republic of South Africa (Absa). Absa is regulated by the South African Reserve Bank. Absa has issued this commentary for information purposes only and You must
not regard this as a prospectus for any security or financial Product or transaction. Absa does not expressly, tacitly or by implication represent, recommend or propose that the
securities and/or financial or investment Products or services (the Products) referred to in this commentary are appropriate and/or suitable for Your particular investment objectives or
financial situation or needs. This commentary is not, nor is it intended to be, advice as defined and/or contemplated in Financial Advisory and Intermediary Services Act, 37 of 2002,
(FAIS Act) or any other financial, investment, trading, tax, legal, accounting, retirement, actuarial or other professional advice or service whatsoever (advice). You have to obtain Your
own advice prior to making any decision or taking any action whatsoever based hereon and Absa disclaims any liability for any direct, indirect or consequential damage or losses that
You may suffer from using or relying on the information contained herein even if notified of the possibility of such damage or loss and irrespective of whether or not You have
obtained independent advice. This commentary is neither an offer to sell nor a solicitation of an offer to buy any of the Products, which shall always be subject to Absa’s internal
approvals and a formal agreement between You and Absa. Any pricing included in this commentary is only indicative and is not binding as such on Absa. All the risks and significant
issues related to or associated with the Products are not disclosed and therefore, prior to investing or transacting, You should fully understand the Products and any risks and
significant issues related to or associated with them. The Products may involve a high degree of risk including, but not limited to, the risk of (a) low or no investment returns, (b)
capital loss, (c) counterparty or issuer default, (d) adverse or unanticipated financial market fluctuations, (e) inflation and (f) currency exchange. The value of any Product may
fluctuate daily as a result of these risks. Absa does not predict actual results, performances and/or financial returns and no assurances, warranties or guarantees are given in this
regard. The indicative summaries of the Products provided herein may be amended, superseded or replaced by subsequent summaries without notice. The information, views and
opinions expressed herein are compiled from or based on trade and statistical services or other third party sources believed by Absa to be reliable and are therefore provided and
expressed in good faith. Absa gives no recommendation, guide, warranty, representation, undertaking or guarantee concerning the accuracy, adequacy and/or completeness of the
information or any view or opinion provided or expressed herein. Any information on past financial returns, modeling or back-testing is no indication of future returns. Absa makes no
representation on the reasonableness of the assumptions made within or the accuracy or completeness of any modeling or back-testing. All opinions, views and estimates are given
as of the date hereof and are subject to change without notice. Absa expressly disclaims any liability for any damage or loss as a result of errors or omissions in the information, data
or views contained or expressed herein even if notified of the possibility of such damage or loss. Absa does not warrant or guarantee merchantability, non-infringement of third party
rights or fitness for a particular use and/or purpose. Absa, its affiliates and individuals associated with them may (in various capacities) have positions or deal in securities (or related
derivative securities), financial Products or investments identical or similar to the Products. Absa intends to make this commentary available in South Africa to persons who are
financial services providers as defined in the FAIS Act, as well as to other investment and financial professionals who have professional experience in financial and investment
matters. You should contract and execute transactions through an Absa Bank Limited branch or affiliate in Your home jurisdiction unless local regulations permit otherwise. Absa
Bank Limited is a licensed Financial Services Provider. Absa has taken no action that would permit a public offering of the Products in any jurisdiction in which action for that purpose
is required. The Products shall only be offered and the offering material shall only be distributed in or from any jurisdiction in circumstances which will result in compliance with any
applicable laws and regulations and which will not impose any obligation on Absa or any of its affiliates. In this commentary reference is made to various indices. The publishers and
sponsors of those indices (the publishers and sponsors) do not endorse, sponsor or promote the Products and make no warranty, guarantee, representation or other assurance
(express, tacit or implied) relating to the indices. The publishers and sponsors make no warranties (including merchantability and fitness for purpose). The publishers and sponsors
shall not incur any liability in respect of any damage or loss that You may suffer as a result of investing in a Product even if notified of the possibility of such damage or loss. The
publishers and sponsors may amend the composition or calculation of indices and have no obligation to have regard to Your or Absa’s need in this regard. The information and views
contained in this commentary are proprietary to Absa and are protected by copyright under the Berne Convention. In terms of the Copyright Act, 98 of 1978, as amended, no part of
this commentary may be reproduced or transmitted in any form or by any means, electronic or mechanical, including photocopying, electronic scanning, recording, or by any
information storage or retrieval system, without the prior permission in writing from Absa. The illegal or attempted illegal copying or use of this information or views may result in
criminal or civil legal liability.

Absa Capital, a division of Absa Bank Limited, Reg. No. 1986/004794/06. Authorised Financial Services Provider. Registered Credit Provider, Reg. No. NCRCP7.
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