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WAVE THEORY
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VOLATILITY AND INVESTMENTS
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WAVE

THEORY

AND

An investment with
volatility can be

compared to a wave
with peaks and
troughs, where the
size of the wave
represents volatility.

VOLATILITY

You want to reduce
and avoid volatility
because it is
uncomfortable, similar
to rough waves on the
ocean, loud noises and
very bright light.

Removing volatility
completely is similar to
removing energy, i.e.
you reduce risk or
growth assets and
portfolios might therefore
not be sustainable of the
long run.

Can we therefore
reduce volatility in a
clever way, without

putting the long-run
sustainability or
growth potential of
the portfolio at risk?




NO INCOME

0 1 2 3

1 1,18% 247%  -1,10% 2,47%
2 1,18%  -0,46%  -0,46% 2,63%
3 1,18% 1,90% -0,01% 2,62%
4 1,18% 2,48% 0,01% 2,53%
5 1,18% 2,62% 0,53% 2,48%
6 1,18%  -0,01% 0,70% 1,90%
7 1,18% 0,70% 1,90% 0,70%
8 1,18%  -1,10% 2,47% 0,53%
9 1,18% 2,63% 2,48% 0,01%
10 1,18% 0,01% 2,53%  -0,01%
11 1,18% 0,53% 2,62%  -0,46%
12 1,18% 2,53% 2,63%  -1,10%
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ALL OF THESE VALUES END AT
EXACTLY THE SAME PLACE!



TAKING INCOME

0 1 2 3

1 1,18% 247%  -1,10% 2,47%
2 118%  -0,46%  -0,46% 2,63%
3 1,18% 1,90% -0,01% 2,62%
4 1,18% 2,48% 0,01% 2,53%
5 1,18% 2,62% 0,53% 2,48%
6 1,18%  -0,01% 0,70% 1,90%
7 1,18% 0,70% 1,90% 0,70%
8 1,18%  -1,10% 2,47% 0,53%
9 1,18% 2,63% 2,48% 0,01%
10 1,18% 0,01% 2,53%  -0,01%
11 1,18% 0,53% 2,62%  -0,46%
12 1,18% 2,53% 2,63%  -1,10%

SIGNIFICANT DIFFERENCES!
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TAKING INCOME

EFFECT ON INCOME?
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VOLATILITY
SUMMARY

Overall volatility So while volatility is

is important, but merely

only when cash uncomfortable for

flows are most investors, it

applicable. manifests in a very
real risk for clients

drawing their
More important income, either
is the sequence decreasing their
of those returns, available capital, or
however. their income.







HOW DOES SMOOTHING WORK?

Excess returns are used to
build up a reserve.

Reserves can then be used to
prop up returns during poorer
performing months.

VALUE

Basically, averaging our returns
over a period through a
smoothing formula.

TIME

Source: Du Preez, 2020 retrieved from https://www.businesslive.co.za/money/2020-06-08-there-is-still-some-rough-with-the-most-popular-smoothed-returns/



https://www.businesslive.co.za/money/2020-06-08-there-is-still-some-rough-with-the-most-popular-smoothed-returns/

SMOOTHING CASE 1 - INCOME
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CASE 1

Bonus = [+ (7 -103%) / (24 -[))) -

Monthly Funding

equivale level

nt of CPIl of the
+ 4% product

months See
below

1 3 5 7 9 11 13 15 17 19 21 23 25 27 29 31 33 35 37

Conventional Portfolio

Return 15.05%

14.79%

Smoothed Portfolio

Vol 10.75%

2.63%




SMOOTHING CASE 2 - INCOME
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This addresses By doing this, Smoothing
both sequence of you caninvestin helps to

return risk and more growth- manage
longevity risk orientated assets volatility




MULTI-MANAGED SMOOTH GROWTH FUND

High exposure to
growth assets, but
with reduced
short- term
volatility.

Return objective:

CPI + 4% over
the longer term.

Less market volatility,
but bonuses can be 0
or negative during
periods of extreme
market drawdowns.




MULTI-MANAGED SMOOTH GROWTH FUND

Bonus formula (FL > 92%): Investment charges:
Bonus =1+ ({1 - 103%) / (24 -[1})) - Management fee: 1.05%
Mc_)nthly Funding months See SmOOthlng Charge 020%
P ofthe =
e prodit Total charge: 1.25%
85% < FL < 92%, Bonus =0 Underlying fund:

SMM Select Balanced Fund

80% < FL < 85%, Bonus =-10%

FL < 80%, Bonus =-20%




MULTI-MANAGED SMOOTH GROWTH FUND

o
o
AN
L
®)
<
n
L
O
p
<
=
o
LL
o
|
o
)
|
-
-
|
=)

900

800

700

T

[

600

—

500

400

300

—~—

200

100

020z¢/70/0€
0¢0z/1Lo/1E
6102/0L/1LE
610¢/.0/1€
610¢/¥0/0€
6102/L0/1L€
810¢/0L/LE
810¢/L0/1€
810¢/¥0/0€
810¢/L0/LE
£102/0L/1LE
210¢/20/1€
£10¢/v¥0/0€
£102/10/1€
910¢/0L/LE
910¢/L0/1€
910¢/¥0/0€
910¢/10/1€
G10c/0L/LE
§10¢/L0/1E
§10¢/¥0/0€
SL0¢/L0/LE
¥10¢/0L/1LE
¥10¢/L0/1€
¥102/¥0/0€
¥102/10/1L€
€102/0L/LE
€10¢/.0/1€
€10¢/¥0/0€
€10c/L0/1LE
cloz/oL/Le
¢lL0¢/L0/1€
¢10¢/v0/0€
¢L0e/Lo/Le
LLoz/oL/Le
L102/L0/LE
1102/¥0/0€
L1L0g/10/Le
0Loc/oL/Le
010¢/L0/L€
0102/¥0/0€
010¢/10/1€
600c/0L/1LE
600¢/.0/1€
600¢/0/0€
600¢/L0/1L€
800¢/0L/1LE
800¢/L0/1€
800¢/¥0/0€
800¢/L0/LE
£002/0L/LE
£00¢/.0/1€
£00¢/v0/0€
£00¢/10/1€
900¢/0L/1LE
900¢/L0/1€
900¢/0/0€
900¢/10/1€
S00¢/0L/LE
§00¢/L0/1L€
§00¢/¥0/0€
S00¢/1L0/1LE

Balanced fund 4

Balanced fund 3
—— Sanlam Select Growth Fund

Balanced fund 2

—— Equity fund 2

Balanced fund 1
Equity fund 1



MULTI-MANAGED SMOOTH GROWTH FUND

ROLLING 1-YEAR RETURNS DISPERSION
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MULTI-MANAGED SMOOTH GROWTH FUND

Rolling 3-year returns

40.00% 40.00%
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MULTI-MANAGED SMOOTH GROWTH FUND
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MULTI-MANAGED SMOOTH GROWTH FUND
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MULTI-MANAGED SMOOTH GROWTH FUND

Balanced Balanced Balanced Balanced Equity Equity MM Smooth
fund 1 fund 2 fund 3 fund 4 fund 1 fund 2 Growth Fund

Balanced fund 1 [[NMR00N  0.90 0.93 0.96 0.96 0.94
Balanced fund 2 090 [ 100 o087 0.89 0.82 0.87
Balanced fund 3 0.93 087 | 100 095 0.91 0.96
Balanced fund 4 0.96 0.89 095 | 100 094 0.95

Equity fund 1 0.96 0.82 0.91 094 [ 100 095

Equity fund 2 0.94 0.87 0.96 0.95 0.95
MM Smooth Growth Fund

Balanced Balanced Balanced Balanced Equity Equity MM Smooth
fund 1 fund 2 fund 3 fund 4 fund 1 fund 2 Growth Fund

Annualised Return- 3.97%

Annualised Std Dev. 12.07% 12.58%

7.33%

13.07% 14.97% - 6.09%

13.51%




HOW
1S THIS
POSSIBLE?

Volatility is not removed,

necessarily, merely spread out.
There is a 20bps smoothing fee
involved for managing volatility.

Book value only guaranteed in the
following instances:

Income payments
On death & disability

If you switch, the book value is
not guaranteed and you get the
lower of book or market value.



BOOK VALUE
VS MARKET VALUE

Mv=9325  [BV=100165)
-9% -[ ]- +0.02%
MV =10247  [BV/=100:63

+2.47% '[ } £ 065%

MV

Pension,
Death &
Disability



MULTI-MANAGED SMOOTH
GROWTH FUND SUMMARY

Good correlation
and portfolio
construction
benefits.

MM Smooth The smoothing Through manager
Growth Fund effects create a selection, portfolio
underlying multi- very favourable construction and
managed fund return and smoothing, this
consisting of volatility profile fund has protected

moderate that is very capital well, with
aggressive funds. different to lower drawdowns,
peers. lower volatility, but
higher overall
returns.




CONCLUSION
@ @

Volatility is real Sequence of these

when it comes to returns and volatility

drawing an income. are actually more
important.

Glacier Financial Solutions (Pty) Ltd is a Licensed Financial Services Provider.

Smoothing can address
both volatility and
sequence risk, but
without reducing overall
growth assets exposure
in your portfolio.

Great addition to
any Living Annuity
portfolio.







GLACIER FINANCIAL
SOLUTIONS (PTY) LTD
IS A LICENSED
FINANCIAL SERVICES
PROVIDER.

The information in this presentation is provided for information purposes only and
should not be construed as the rendering of advice to clients. Although we have
taken reasonable steps to ensure the accuracy of the information, neither Sanlam nor
any of its subsidiaries accept any liability whatsoever for any direct, indirect or
consequential loss arising from the use of, or reliance in any manner on the
information provided in this document.

Glacier Financial Solutions (Pty) Ltd. | A member of the Sanlam Group | Private Bag
X5 | Tyger Valley 7536 | Email client.services@glacier.co.za | Tel +27 21 917 9002 /
0860 452 364 | Fax +27 21 947 9210 | Web www.glacier.co.za | Twitter
@GilacierBySanlam | Reg No 1999/025360/07 | Licensed Discretionary Financial
Services Provider FSP 770, trading as Glacier Invest

Sanlam Multi-Manager International (Pty) Ltd. | A member of the Sanlam Group |
Private Bag X8 | Tyger Valley 7536 | Tel +27 21 950 2600 | Fax +27 21 950 2126 |
Web www.sanlaminvestments.com | Reg No 2002/030939/07 | Licensed
Discretionary Financial Services Provider, acting as Juristic Representative under the
Glacier Financial Solutions FSP 770

Wrap funds are managed by Glacier Financial Solutions (Pty) Ltd., a Licenced
Discretionary Financial Services Provider, FSP 770, trading as Glacier Invest
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