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FOREWORD

Old Mutual Investment Group is committed to investing responsibly and has been on a steady and focused responsible
investment journey. What has fuelled our commitment is an understanding of the sustainability imperative and its role
in changing the competitive landscape across all sectors. Research shows that companies that are able to respond to this
trend and innovate early should reap the benefits of stronger growth prospects, enhanced operating efficiencies, stronger
social licence to operate, enhanced staff retention, lower cost of capital and, ultimately, stronger and longer competitive
advantage. As allocators of capital we believe that incorporating consideration of environmental, social and governance (ESG)
factors into our investment and ownership decisions not only makes good investment sense, but we firmly believe that, as
the custodian of our shareholders’ and beneficiaries’ long-term futures, it is also the right thing to do.
Our pledge to responsible investment is summarised in our Responsible Investment Guidelines, which commit Old Mutual
Investment Group to:
the integration of ESG factors into investment decisions;
acting as a responsible steward of assets;
playing an active responsible investment leadership role in South Africa;
managing conflicts of interests;
collaborating with co-investors on material ESG issues; and
annual disclosure regarding our responsible investment progress.
Outside of our responsible investment practices we seek to constantly innovate in both the listed and unlisted environments
to provide clients with attractive investments that support the transition to a low-carbon, resource-efficient, socially inclusive
economy. In respect of this we can be hugely proud of the R27 billion* we have invested in green economic growth projects,
including sustainable agriculture, renewable energy, affordable housing and education.
We have taken a leadership role in the Old Mutual Group with respect to responsible investment, which is now firmly
embedded as a key aspect of the Responsible Business Strategy that drives the overall growth strategy. In the context
of our emerging market growth, it is critical for us to direct our customers’ savings and investments to areas of the economy
that build resilience and social inclusion. By investing in the long-term viability of the economies, societies and environments
in which we operate, we believe we will be able to deliver better returns for shareholders, better outcomes for customers,
and a brighter future for their beneficiaries.
Connecting the dots between the investments we make today and the future world we will live in is possibly one of the more
vexing challenges facing the investment industry as a whole. Marrying the science of sustainability with the art of investing
(or perhaps vice versa) may well be one of the means to effectively leverage the power of the investment community
to deliver financial, social and environmental outcomes.
This publication presents a series of essays penned by Old Mutual executives and investment professionals, along with input
from invited experts in the fields of governance and sustainability.
The range of issues covered goes some way towards reflecting the complexity, scale and challenges facing practitioners
of responsible investment. While there is no one single answer or solution, we do believe that honest and open engagement
on these topics is important for driving change and for surfacing the kinds of investment innovation that we believe will
shift the dial on this conversation.

Diane Radley
Chief Executive Officer
Old Mutual Investment Group

Jon Duncan
Head of Sustainability Research
and Engagement
Old Mutual Investment Group

*as at December 2014
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INVESTORS AND
INFLUENCERS

Diane Radley, Chief Executive Officer
IN A NUTSHELL
s We have reached a tipping point and need to embrace change to ensure positive environmental, social and
governance outcomes.
s Responsible investment affects all aspects of our business – from long-term investment viability, to how our brand
is perceived by our stakeholders.
s Asset owners and managers have a duty to think sustainably in their investment decision-making processes.
s Short-termism is an ultimately detrimental mindset and governance needs to be aligned with longer term strategy.

T

here have been a few times in history when the world
has had to make life-changing decisions to ensure the
ongoing viability of the planet and its people. Today we
stand at another such point in time. Economic development
is required to address poverty and growing inequality which, as
we have seen in the past, will have environmental impacts for us
all, unless we start to do things differently. Investors seek returns
for the risk they take and look to grow their wealth but, unless we
seek to earn a decent return decently, with the long term in mind,
we will not effect the changes required for us to avoid repeating
past mistakes.

Q. Who is Old Mutual Investment Group as a responsible business?
Our motto is “As invested as you are” and we mean this is.
We invest our own money alongside that of our customers, and
we have started our journey on the road of responsible investment
because we believe it is where value lies, because we believe it is
the right thing to do, and because we want to leave a positive
legacy for future generations.
Q. So how do we enact this?

Perception is the gateway to trust, in that a positive perception
of our brand may cause investors and stakeholders to choose to
enter into a relationship with us, and
Notably, the North-South divide has
thereby experience the tangible benefits
“Growth
will
be
driven
by
investment
thrown into strong contrast developed
partnering with a responsible business.
markets and the wealth accumulated
and, if it is to be sustainable over of
In this role, we act in a fiduciary capacity
there, often disproportionately – and
for our clients, which means that in
which, at times, has been to the detriment the long term, investing responsibly
looking after their interests we invest
of emerging markets. Going forward,
will be a priority...”
responsibly to the benefit of all
strong economic growth is required in
stakeholders, namely our employees,
emerging markets to ensure social stability. This growth will be
clients,
communities
and
the
environment. So, through
driven by investment and, if it is to be sustainable over the long
actualising
our
core
values,
we
begin to influence first perception,
term, investing responsibly will be a priority for both asset managers
then
consumer
behaviour
and,
ultimately,
change for the good.
and asset owners.
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So how does investing responsibly shift perception, which is so
often driven by emotional responses?
s People care about the future – our employees want to work for
an organisation that resonates with them and, in the battle for
talent, we want to attract people that fit our culture and values,
and who can help us deliver on our client promises.

ports and airports promote socio-economic development across
Africa, by giving access to economic opportunity. Importantly, many
of these investments target CPI + 7% returns in US dollars, which
means that it is attractive to our investors to grow their wealth
responsibly.

Our listed assets
When we invest in listed instruments, we are guided by the mandates
s Community benefits – our clients live in communities that we
our customers give us, and by the fact that they expect us to act
touch with our investments, often through our infrastructure,
professionally and as a responsible custodian of their assets. This
agriculture, education and affordable housing projects. The
means that we consider all material risks, be they environmental,
manner in which we conduct our ownership of these investments
social and governance (ESG) related or otherwise, and use our
is visible and tangible, and evidences our deep commitment to
ownership influence to drive positive change. We do this via our
building a more equitable and inclusive future.
proxy votes and through management engagement, both of which
are demonstrated in a selection of articles in this edition of Tomorrow,
s Social responsibility – our commitment to positive futures is
as invested as you are. In short, we believe that long-term value
reflected in our corporate social
is destroyed by companies that do not
“...responsible investment
responsibility projects, such as the
respond to ESG issues. Their customers,
Masisizane Fund (enterprise development), promotes the sustainability
employees and the communities in which
the Imfundo Trust (education) and the Old
they operate will reject them, and they will
of our planet.”
Mutual Foundation (community upliftment),
tie themselves up in fines and claims. While
some may choose to invest in these
as well as the recently launched R350
companies in order to exploit short-term opportunities, we want to
million Educational Flagship project. All of these combine to
remove short-termism from investing because, for us, investing is
influence how society experiences Old Mutual as an African
about the future; investing responsibly ensures that the outcome is
corporate citizen and, through this, people can understand the
to the long-term benefit of all stakeholders.
real purpose of business in society.
s Customer trust – how customers perceive us will evoke interest;
interest leads to research, which will reveal the substance of our
commitment to investing responsibly. Both our retail and
institutional clients will ask if we are the type of organisation
that they want as a long-term service provider and custodian
of not only their assets, but the future of their beneficiaries. If
indeed they are long-term investors, with real value creation in
mind, I believe that they can answer “yes”.
Q: What has Old Mutual Investment Group done to deliver decent
returns to its investors?
We offer investors market-leading capabilities in both the real
and listed asset arenas.
Real assets
As Paul Boynton details on page 36, we are market leaders in
economic and development infrastructure investments, with around
R51 billion (US$5bn)* in assets under management across subSaharan Africa. That said, it is not enough to simply make capital
available for development impact investments; we need to actively
drive change within the projects that we finance. In education we
focus on providing education opportunities to low income families,
which is crucial in alleviating poverty.

Q: Why is a long-term view so important?
Responsible investing promotes the sustainability of our planet
and its inhabitants. Therefore, the quality of the operating
environments of our investments is critical to the delivery of value.
In fact, environmental and social issues are embedded in the
strategies of many forward-thinking companies, which are longterm thinkers by nature. Allocating capital responsibly ensures that
opportunities are maximised and that scarce resources are utilised
in the most effective way.
Governance is also important and, as Jon Duncan points out on
page 24, a current hot topic is executive remuneration and the link
into total shareholder returns. In the majority of cases, particularly
in public companies, executive incentives are aligned with
shareholder outcomes through share incentive schemes. But, too
often, these schemes are focused on short- to medium-term
timeframes of around three years, and this drives relatively shortterm outcomes.

Unlike real asset investors, those in listed instruments have liquidity,
which means they can exit an investment if they see a longer term
decrease in value, while benefiting from short-term gains. Share
buybacks, in particular, have been criticised as a short-term
measure. They serve to drive up share prices and maximise shortterm gains to the detriment of the long-term success of a business,
Our agricultural investments increase productivity through sustainable
making many executives significant profits on share incentive
farming methods, and through training farm workers as custodians
schemes. If business is to truly add
of these farms, while establishing
healthcare and other benefits in the
“...we believe that long-term value value, it makes sense for incentive
schemes to be aligned with long-term
farm communities, contributing to social
is destroyed by companies that do outcomes. Management teams need
stability and upliftment. The graphic
to be held accountable for the way in
on page 49 details the renewable
not respond to ESG values.”
which they deploy resources in order
energy projects, to which we have
to boost their incentives, rather than achieving short-term share
provided both equity and debt capital, that help to offset the impact
price performance through share buybacks – this is an area where
traditional fossil-burning energy sources have on the environment.
engagement can be particularly effective.
Energy and other infrastructure projects such as roads, bridges,
*as at December 2014
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Q: What does this all mean for an asset management business?

The majority of our ESG factors are simply good-sense
investment principles that deliver good long-term returns. At
Old Mutual Investment Group, we are continually enhancing
our ESG analysis and influencing other investors to do the same.
We will continue to use our position as custodians of the assets we
manage to effect positive change in the listed instruments in which
we are invested. In our illiquid, long-term unlisted investments we
will help to grow economies across Africa, so that we are contributors
to social stability, economic development and environmental
sustainability. Our investment approach will make the planet a
better place for us all to live, while delivering decent returns to our
clients.

We all live on the same planet and are part of the same global
community. Therefore, it makes sense that it is important to our
stakeholders that we are responsible stewards of the assets we
manage. It makes sense that a client who chooses to invest with us
expects us to be a responsible investor, which includes taking
account of material ESG factors to deliver decent returns.
We are custodians of sizable assets and can wield significant
influence by deciding when and how to invest. With this accountability
in mind, we take responsible investing very seriously and have
been doing so for a long time.

OUR RESPONSIBLE INVESTMENT JOURNEY SO FAR
We are active members of:
s The Code for Responsible Investment in South Africa (CRISA)
Committee
s The Principles for Responsible Investment (PRI) Committee
s The ASISA* RI Committee
s The leadership council of Network for Business Sustainability
s International Corporate Governance Network

Our dedicated responsible investment (RI) team consists of
five people, with expertise in sustainability, strategy, ESG
data analysis, research, marketing and governance.
This team engages with stakeholders across the entire Old Mutual
Group.
We are committed to helping drive change in the financial services
industry and, as such, are active on many industry committees and
also participate in, and commission, thought-leadership research.

Sponsorship
of PRI in
Person
in SA

Proxy Voting
Policy published

RI
Guidelines
published

Dedicated
RI resource
appointed

ESG
analyst
appointed

1st CRISA
report
(2012)
published

Launch of
1st Africanbased ESG
tracker fund

Client ESG
reporting
implemented
Launch of
Tomorrow
as invested
as you are

Governance
and
Engagement
Manager
employed

RI Standard
published

2 015

2 014

2 011

2 012

2 013

RI Committee
established

Looking beyond the listed markets, we have around R27 billion
invested in green economic growth (December 2014).

RI disclosure
Old Mutual
becomes PRI
signatory
Participated
in drafting
of CRISA

Old Mutual Group

1st PRI
Transparency
Report
published

Public
disclosure
of proxy
vote results

Sponsorship
of PRI in
Person in UK

Collaboration with
USB & INSEAD
on African
Directors
Programme

Proprietary
Governance
research of
JSE Top 100
completed

Old Mutual Investment Group

*Association for Savings and Investments South Africa
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STEWARDS OF CAPITAL
Hywel George, Director of Investments

IN A NUTSHELL
s
s
s
s
s

4

The financial services industry has a pivotal role to play in allocating capital to sustainable projects.
Sustainability should be integrated into all investment decision making – both in listed and unlisted assets.
In the listed arena, capital allocators act as influencers or – if that doesn’t herald results – can sell shares in
corporates not making sustainable decisions.
In the unlisted arena, capital allocators can have a very direct effect on ensuring that sustainability and
responsible investing are embedded in projects.
The environment, the workforce, the scarcity of resources and the long-term development of our nation and continent
are no longer separate considerations, or "nice-to-haves"; they are integral to delivering successful long-term
investment returns.
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A

s custodians of a nation’s savings pools, we in the financial
services industry have a pivotal role to play in the allocation of
capital across commercial projects. The efficiency of this allocation
is central to the success of capitalist economies, where the guiding
hand of the market is a powerful and an essential force.
We have now reached the point where such allocation decisions
have to be made with more than just commercials in mind; or, to
put it another way, the sustainable aspects of an allocation decision
have become integral to its commercial viability. The interesting
questions are: why has this come about and why now? I believe
there are a number of driving factors:

1. The climate change debate has sharpened the focus on the
sustainability of commercial practices;
2. Consumer awareness and appreciation of ethical practice has
become widespread, through education and general social
awareness;
3. The instant spread of consumer information (and subsequent
action) via social media has made unethical practice almost
impossible to hide;
4. Better measurement of scarce resources (water, minerals) and
the impact of climate (pollution) have raised awareness of the
human impact;
5. Local information is instantly global; the development of emerging
nations is now fully in the global spotlight.

Listed and unlisted assets

If we accept that, as responsible stewards of capital, we have a
distinct role to play in ensuring we are allocating the funds we
manage to commercially sustainable projects, then the key
consideration we have to take into account is how we integrate this
into our investment decision making. At Old Mutual Investment
Group, we are committed to prioritising these factors in everything
we do and have actively integrated such processes into our
investments in both listed and unlisted assets.
While the same principles of responsible investing apply in each
sphere, the approach and the impact we can make are often
different.
Listed assets
As an owner of a share listed on a stock exchange, our influence
on a corporate’s behaviour is one step removed from the actions
its management team undertake. Our role is thus to influence the
corporate’s executive and management decision making. This is
best done in private sessions during which we engage in open
dialogue to secure constructive outcomes.

their ability to raise capital at cheaper levels will improve, with
more such capital being allocated to sustainable investment projects
as a result.
Unlisted assets
As a large insurance business in South Africa and, increasingly,
across the African continent, we have been able to invest our clients’
assets in long-term physical investments such as infrastructure
(energy, roads, bridges, ports, airports), real estate, private equity
and agriculture.
Such investment takes the nation’s savings and invests them directly
in this very necessary infrastructure and the new businesses we
need to develop our country. It is crucial, therefore, that such
investment is carried out in a sustainable way – a way that both
secures the assets necessary for future generations and generates
sustainable long-term returns for our clients. In this area, as owners
of the physical assets, we can have a very direct effect on ensuring
that sustainability and responsible investing are embedded in all
our projects.
A good example is our agriculture investments where, having
bought the farmland, we commit to invest at least 0.5% of the initial
capital investment a year in the workforce itself, providing free
healthcare, housing, schooling and worker education. This ensures
that in a decade’s time, when we may wish to sell the farm on to
another owner (perhaps to the workers themselves), we have a
sustainable investment that will continue to benefit the workers,
secure our investment and provide jobs and food for the locality
and broader nation.

“As Director of Investments at Old Mutual Investment
Group, I feel very passionate about the role we play as
responsible stewards of our clients’ capital; ensuring
that we allocate investment into businesses and projects
that are responsible to the environment, the workforce,
scarce resources and the long-term development of our
nation and continent. This approach is no longer a
separate investment option, or a ‘nice-to-have’; it is
integral to what we do and indeed the route to delivering
successful long-term investment returns.”

If this is not effective, we can vote on certain resolutions, thereby
bringing pressure to bear on the corporate. In the extreme, we can
sell the shares and, in so doing, allocate capital away from a
corporate that is not making sustainable business decisions, in
favour of one that is. Over time and as responsible investing
becomes increasingly embedded in more asset owners’ philosophies,
capital will be allocated to businesses acting in a responsible
manner. The valuation placed on these companies will rise and

TOMORROW
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A GLOBAL PERSPECTIVE ON
RESPONSIBLE BUSINESS
Gail Klintworth, Group Customer Director and
Responsible Business Lead
IN A NUTSHELL
s Corporate social investment is no longer enough; businesses need to integrate social outcomes into their
day-to-day operations.
s There are many opportunities for businesses that are willing to tackle issues such as inequality and
environmental degradation.
s Both institutional and individual investors will start favouring responsible businesses.

T

he responsible business movement is gaining momentum
and is the modus operandi of the future. You can deliver
great returns and social benefits – it is time for us to live
a new story.

is at an all-time low. So, for us at Old Mutual, being a responsible
business means living up to our true purpose, which is to help our
customers thrive by enabling them to achieve their financial goals,
while investing their funds in ways that will create a positive future
for them, their families, the community, and the world at large.

Q: What does it mean to be a responsible business?
In the financial services industry in particular, being a
responsible business means that we conduct our affairs in a way
that adds value to all of our stakeholders. As Professor King asserts
on page 10, we are not separate to society, we are a critical part
of it, and the way we operate can be either regenerative or
destructive.
The origins of banks, insurance companies and investment houses
lie in the power of the collective that enabled us, the customer, to
pool money to better manage risks and improve returns, compared
to what was available to individuals. Unfortunately, over time, this
ethos has been eclipsed by a focus on returns to shareholders and
executive enrichment. As a result, trust in financial services companies
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Q: Describe your role and your passion for it?
My portfolio covers what I believe to be the growth drivers of
our business: customer experience, brand, digital, and responsible
business. I chose to move to Old Mutual because it is clear to me
that financial services is a sector which is uniquely placed to take
on the role of creating a regenerative society. Before joining Old
Mutual, I spent almost 30 years working in fast-moving consumer
goods with Unilever, during which time I was privileged to play a
leadership role in various aspects of the business both locally and
globally, including CEO of Unilever South Africa. Most recently, I
led the Unilever Sustainable Living Plan across the Group, gaining
valuable insights through working on the ground with customers
and key stakeholders in over 50 countries.

RESPONSIBLE BUSINESS
Old Mutual is well aligned with my personal belief in the power
of business to be a force for good. I don’t believe that the current
level of income disparity, with 4% of the population owning the
bulk of wealth globally, is sustainable; nor is the manner in which
industry profits at the expense of life-supporting ecosystems.
Indeed, the root cause of much of the prevailing socio-political
unrest is inequality and competition for increasingly scarce natural
resources.
The good news is that there are huge benefits available for businesses
that embrace these issues, and seek to address them in partnership
with their stakeholders. The innovation opportunities and the trust
relationships that can result, will create significant competitive
advantage. With its distinguished history, value set and diversity
of capabilities, the Old Mutual Group is one of the very few financial
services companies that truly understands this, and I believe that
my role will help us to act and unleash these opportunities.
Q: What drives the Old Mutual Group strategy?

fully comply, and we are targeting 100%. Globally, we have cast
70% of proxy votes for our listed-equity investments. Looking ahead,
we are actively seeking investment opportunities that will build our
leadership in responsible investment, with particular inroads made
into our African-based operations:
s 2014 – Nedbank screened 22 new Equator Principle-relevant
deals, with four worth a combined US$319 million drawn down
in the year;
s 2014 – we launched the first African passive fund that tracks
the MSCI World ESG Index, which has gained significant traction;
s Old Mutual Investment Group has thus far invested over
£670 million in renewable energy alone;
s We intend to up our stake in East Africa-based insurer UAP
Insurance to 60.7% or US$253 million, subject to regulatory
approval. One of the key drivers of this partnership is a firm
commitment to responsible business by both parties.
Then, in the US and Europe, as large institutional investors and
pension funds are becoming more demanding of ESG credentials,
our affiliates are stepping up their capabilities to add ESG screening
to their decisions. We are both supporting them and requiring them
to make these changes.

Among other focus areas, along with our partners at the
Cambridge Institute for Sustainability Leadership, we have identified
financial wellbeing and responsible
investment as areas where we can make
“...companies of the future
Will this shape the global financial services
a material difference. They are the core
will find ways to deliver Q:
industry going forward?
operations of our business and the reason
strong returns from
we exist. Our customers choose to do
Yes, and looking out across the world, the
business with us because they trust us
investments that also solve facts speak for themselves.
to help them improve their financial
some of the greatest needs
wellbeing, whether it is an individual
United States: In what could be argued to be
in society...”
with life aspirations or an institution that
one of the more traditional investment markets,
wants to ensure its long-term sustainability.
sustainable, responsible and impact investing enjoyed a growth
Through focusing on financial wellbeing, we have a unique
rate of more than 76% between 2012 and 2014.1
opportunity to build trust and, through providing them with the
United Kingdom: Around 80%2 of pension funds report that
products, education, accessibility and transparent information that
they demand their investees to demonstrate active stewardship on
they deserve, we can become their partner for life. Similarly, with
ESG factors, many going beyond PRI requirements.
over £300 billion of funds under management, we are obliged to
China: The 12th five-year plan is investing heavily in low-carbon
deploy these in ways that not only deliver returns, but do so in the
initiatives in a bid to lower the carbon intensity of their growth.
most responsible way, which will create a positive future for the
Sub-Saharan Africa: The Africa Infrastructure Country Diagnostic
current generation and their beneficiaries. Globally, sustainable
(AICD) says in excess of US$93 billion in infrastructure development
investment assets stood at US$21.4 trillion at the start of 2014,
is required annually over the next 10 years. To date, less than half
and are forecast to continue growing exponentially.
that amount has been provided, leaving a financing gap of more

than US$50 billion. Governments, NGOs and global economic
In the past, businesses chose to do their business and then manage
institutions have all stated that sustainability must be a key
reputation by providing philanthropic donations outside of their
consideration when it comes to developing Africa, in order to avoid
core operations. While these activities
some of the societal and environmental issues
continue to be an essential boost to worthy
“...being a responsible
that are experienced in other parts of the world.
causes, this is no longer enough. The
business means living up to
companies of the future will find ways
Will investors in collective investment
our true purpose, which is Q:
to deliver strong returns from investments
schemes/mutual funds start voting with their
that also solve some of the greatest needs
to help our customers
wallets in favour of responsible businesses?
in society, and we choose to be such a
thrive...”
This is already happening. In fact, mutual
company.
funds are the fastest growing segment of the US responsible
investment industry. Who would not want to invest their money in
Q: How will this change the way Old Mutual does business?
a solution that not only delivers good returns but also does the right
We will increasingly look at everything we do through a
thing? I agree with Diane Radley when she says that, quite frankly,
responsible business lens and shape our operations accordingly.
it is just common sense. One of the myths we need to break is that
As signatories to the UN-supported Principles for Responsible
you cannot invest responsibly and make good profitable returns.
Investment (PRI), we need to be compliant in all of our investments.
This is just not true. Those investment houses that show ways in
This means consciously applying an environmental, social and
which this is possible will reap the benefits. We need to look for
governance (ESG) lens to our investment processes. We are making
these opportunities and we need to create a new narrative in the
progress and we judge that 60% of our investments mostly comply
industry; we need to drive this change.
with our aspirational Responsible Investment Standard, while 40%
1

www.USSIF.org 2 National Association of Pension Funds
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ROLE OF INVESTORS IN DRIVING
GREEN ECONOMIC GROWTH
IN SOUTH AFRICA
Elias Masilela, Executive Chairman, DNA Economics
IN A NUTSHELL
s

s
s

s
s

s

The investment decisions we make today are our
legacy and impact on the quality of life of future
generations – thus we need to take a long-term view.
Green economic growth is not about tree hugging –
rather, it is about people and the entire universe.
Climate change is an important factor when stipulating
investment mandates and in the investment decisionmaking process.
The private sector must bolster Government efforts in
funding a shift to a low-carbon economy.
There is growing recognition that long-term financial
success increasingly goes hand in hand with
environmental stewardship, social engagement and
good governance.
We need to identify investments that will maximise socioeconomic outcomes, while facilitating the transition to
a lower carbon economy.

T

he capital allocation decisions that investors are making
today carry long-term implications for future generations.
This also applies to their agents, the money managers.
Money managers can be said to have a much bigger
impact in that they affect the environment directly through their
investments as well as indirectly through how they lend. Therefore,
the role of investors is fundamentally one of upholding and preserving
sustainability; not only of their investments, but also of the environment
within which they operate. This warrants investors taking a longterm view about the decisions they make and implement. It is about
planning on sound, going concerns for more than one lifetime,
which is about 40 years in South Africa.
It is about internalising, both in the planning and implementation
processes, environmental, social and governance (ESG) principles
in a wholesome fashion. The bottom line is that it cannot be about
profit maximisation at all cost.
Having said this, it is very clear that driving green economic growth
is not about hugging trees. It is more fundamental than that. It is
also about people – about the entire universe.
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Context
However, there is no doubt that we are faced with the challenge
of climate change, which is altering the ESG landscape (refer
Professor Scholes’s article on page 44) to be inherited by future
generations. Green economic growth that is characterised by lowcarbon emissions, resource and energy efficiency, and social
inclusion is becoming crucial in changing the status quo. Investors
can contribute to the efforts of transitioning to a green economy
by directly allocating capital to sectors, companies and technologies
that have been earmarked as crucial in developing a green economy.
Technological advancement is key in speeding up the pace to the
end state.
Additionally, pension funds and investment managers could
strengthen their current socially responsible investment (SRI) practices
by including climate change considerations in their investment
analysis and decision-making processes. Not only that – for a
sustainable transition, we need a change in the body of financial
analysts that comment on the economy. Until they endogenise the
importance of sustainability in their critiques, the mentality of shorttermism will be difficult to do away with. There is no doubt that
CEOs and managers of companies are influenced by the views of
the financial media – which, historically, have been driven by shortterm financial considerations.

specific mention to climate change considerations under issues of
sustainability in investment analysis. JSE-listed companies, however,
are increasingly including change metrics and indicators in their
reporting. The investment community can play a vital role in
promoting a greener economy by using this information to allocate
capital to companies that have the highest likelihood of making a
positive contribution to a transition to a lower carbon SA economy.
Secondly, it can also use this information to develop a better
understanding of which local entities or sectors will struggle to
remain competitive in a lower carbon economy. This should avoid
the risk of making investments that may end up underperforming
in the long term (and thereby increasing the cost of the transition).
Thirdly and not least, the National Climate Change Response Policy2
clearly states that SA should embark on a just transition to a lower
carbon economy. Investors should thus not neglect the existing
socio-economic considerations that underlie SRI investments, and,
crucially, more work is needed to identify investments that will
maximise socio-economic outcomes, while facilitating the required
transition.

Strategic imperative

There is no doubt that SA has been a pioneer in many global and
domestic initiatives on this subject. For instance, the King I Report
On the back of the above good intentions, it is instructive to mention
greatly influenced the development of the UN Global Compact
that there is a substantial funding gap arising from transitioning
(UNGC) and has played a critical role in its evolution. The JSE has
to a green economy. The sectors identified as critical for transitioning
given broad impetus to these initiatives through its corporate
to this state by the South
disclosure and transparency
African Green Economy
requirements. Underpinning all
“It is now broadly accepted that ESG
Modelling Report are: natural
this is the work of the Global
resources management;
Compact Local Network, South
challenges affect the bottom
agriculture; transport and
Africa through the National
line...sustainability is moving up the agenda Business Initiative (NBI). The Local
energy1. Within the energy
sector, priority needs to be
promotes collective action
– away from the public relations realm to Network
given to energy efficiency and
towards elevating sustainability in
clean/renewable energy. It
a strategic one, handled at the highest
the private sector. It is also
is difficult to get an accurate
spearheading this initiative at a
levels of the company.”
estimate of this funding gap
continental level, under the
based on publicly available
auspices of the UNGC Africa
information. Global estimates of the additional investment required
Strategy, which places the responsibility of continental sustainability
in the energy sector alone range between US$190 billion and
in the hands of African CEOs. This has greatly influenced the
US$900 billion a year through to 2050. This significant demand
drafting and finalisation of the future agenda, to be adopted by
for capital cannot be met by Government alone. Private investors
the UN in September this year.
and financial institutions have an opportunity to fund this shift to
low-carbon sources by investing in cleaner technologies and priority
For all of these reasons, it can be observed that there is growing
sectors.
recognition that long-term financial success increasingly goes hand
in hand with environmental stewardship, social engagement and
good governance. Corporate sustainability has shifted from being
Meeting the challenge
viewed only as a moral imperative to a material one. It is now
For South Africa (SA) to play its part in addressing this challenge
broadly accepted that ESG challenges affect the bottom line. Market
requires the co-ordinated efforts of multiple stakeholders. Pension
disturbances,
social unrest, and ecological devastation all have
funds and investment managers can play an important role in this
real impacts on the supply chain, capital flows, and employee
regard by strengthening their SRI practices, as well as by including
productivity. Ethical conduct, a hallmark of successful companies,
climate change considerations as an investment criterion. The local
has moved centre stage. Sustainability is moving up the agenda
Code for Responsible Investing in South Africa (CRISA) principles
– away from the public relations realm to a strategic one, handled
stem from the United Nations-backed Principles for Responsible
at the highest levels of the company 3 .
Investment (PRI), and both sets of guiding principles are yet to give

1
2
3

UNEP (2013). Green Economy Modelling Report of South Africa. Available [Online]: https://www.environment.gov.za/sites/default/files/docs/greeneconomy_modellingreport.pdf
DEA (undated). National Climate Change Response White Paper. Available [Online]: http://www.sanbi.org/sites/default/files/documents/documents/national-climatechange-response-white-paper.pdf.
Georg Kell, at a South Africa UNGC Local Network CEO Roundtable Dinner, 19 November 2014
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INTEGRATED REPORTING

THE ROLE OF INTEGRATED
THINKING – changing corporate behaviour
Professor Mervyn King, Chairman of the International
Integrated Reporting Council
IN A NUTSHELL
s Shareholder primacy is a legacy that needs to be replaced with a broader view of who comprises a company’s
stakeholder base.
s The way companies operate can create value or destroy it.
s Value creation can only be sustained if sustainability issues are embedded in the organisation’s long-term strategy.
s Reporting does influence behaviour.

10
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INTEGRATED REPORTING

T

words, value creation is the process that results in increases,
he roots of sustainable capitalism lie in the inclusive approach
decreases or transformation of resources which are caused by the
to governance, as opposed to the exclusive approach, which
company’s business activities,
was practised for
approximately 100
“Value creation can only be sustained if outputs and outcomes.
years. The latter led to
sustainability issues are embedded in the Inclusive governance involves the
the doctrine of shareholder
Board identifying the company’s
primacy and the myth that the
organisation’s long-term strategy.”
key stakeholders and taking
shareholder was the owner of
account of their legitimate and reasonable needs, interests and
the company. The shareholder has a conglomeration of very
expectations of the company, but making a decision always in the
important incorporeal rights such as the appointment of directors,
best interests of the company for the maximisation of total value.
the removal of directors and dictating the purpose for which the
company is formed. But no person can be owned.
Value creation can only be sustained if sustainability issues are
embedded in the organisation’s long-term strategy, and if the
Shareholder primacy led to a focus on shareholder value and the
impacts of how the company makes its money and its product on
definition of value through the financial lens of the present value
resources are positive. The use of resources and the organisation’s
of discounted future cash flows. This was almost irrespective of how
relationships with its stakeholders are interconnected and
the cash flows were created.
interdependent, both functionally and operationally.
The company has always been a critical part of society. Business
This embraces the concepts of integrated thinking
is at the junction of the economy, society and
“Reporting does
and creating value over the longer term and,
the environment. The impact of how the company
makes its money and its product or delivers its
influence behaviour.” if adopted, changes corporate behaviour.
service on these three aspects creates value if
The outcome is the integrated report. Reporting does influence
they are positive, and destroys value if they are negative.
behaviour. To have done an integrated report the Board would
The creation of total value is when the positive impacts are enhanced
have had to adopt integrated thinking.
and the negative impacts are eradicated or ameliorated. In other

THE STATE OF INTEGRATED
REPORTING
Nick Rockey, Managing Director of Trialogue

IN A NUTSHELL
s Reporting practices in large organisations have been entrenched over decades and there is resistance to
change – a shift in mindset is required.
s Integrated Reporting (IR) goes beyond reporting what happened, it is about how to create and sustain future value.
s There is often a disconnect between sustainability themes and what is seen as core business; for true integrated
reporting to be possible sustainability needs to find its way into company DNA.
s Executive accountability is essential to the writing of a truly integrated report.
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This diagram is one way to
depict the capitals. Financial
and manufactured capitals
are the ones organisations
most commonly report on.
IR takes a broader view by
also considering intellectual,
social and relationship, and
human capitals (all of which
are linked to the activities of
humans) and natural capital
(which provides the
environment in which the
other capitals sit).

The six capitals

INTEGRATED REPORTING

FINANCIAL
CAPITAL
MANUFACTURED
CAPITAL
INTELLECTUAL
CAPITAL

HUMAN
CAPITAL

SOCIAL AND
RELATIONSHIP
CAPITAL

NATURAL CAPITAL

Source: Capitals Background Paper for
<IR>, International Integrated Reporting
Council.

The reporting principles and elements proposed by the IIRC
are fundamentally different to traditional annual reports,
which largely comprise statements by the CEO and
chairperson, along with financials submitted by the financial
director. So entrenched has this one-dimensional approach
become, that there is resistance to change and a serious
shift in mindset is required by companies that choose to
adopt an integrated approach to their reporting.

This deluge of information is then screened and fed into the
sustainability and integrated annual reports. In some cases
the outcome is credible, but often the information appears
disjointed and lacks business context.

Inevitably, when the thinking is not integrated, it will be
difficult to “reverse engineer” the report to make it truly
integrated. Executives should understand how the management
of non-financial issues and
This method places an
“The integrated report will come of age only relations with stakeholders
emphasis on future
enable business. This
when executives ... comment on how their
requires sustainability to
prospects, conciseness,
oversight ... assists in creating value over the be built into company
connectivity of information
practices and performance
and the use of the six
longer term. We are not quite there yet.”
capitals reflected in the
measures. To achieve this
diagram, and their interdependencies to create value. To
takes considerable time and effort.
truly take effect, the transformation of a company’s reporting
practices needs to be driven from the top down, starting with
So as it now stands, integrated reporting remains in its
at least the conceptual buy-in of the executive team and
formative phase. Progress is found in the form of good
Board.
examples of integrated reporting elements, such as a flow
chart of how the six capitals apply to the business value
creation story, or performance highlights that combine
Breaking down the barriers
financial and non-financial indicators.
Another major challenge is that integrated reporting flows
from integrated thinking. At present, a great deal of activity
But this is not true integration. The integrated report will
that is classified as sustainability happens in company silos,
come of age only when executives feeding into the reporting
or is managed as a distinct business function.
process comment on how their oversight of issues and
relationships assist in creating value over the longer term.
The process of producing an integrated report often follows
an information gathering process designed to uncover
We are not quite there yet.
all sustainability-related activities across the organisation.
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ENABLING FUTURES

ENABLING FUTURES THROUGH
HOMES, EDUCATION,
FINANCE AND FOOD
We manage in excess of R15.1 billion across a range of funds that aims to provide investors with
commercial returns while delivering positive social and developmental impacts.
The graphic overleaf shows the spread of these investments across South Africa.
NATION BUILDING THROUGH EDUCATION
Run in partnership with experts in education and through the
provision of accessible facilities, as well as the training and
equipping of educators, the Schools and Education Investment
Impact Fund South Africa has 13 affordable independent
schools operating across South Africa (SA), with approved deals
for 14 additional schools across SA. Ultimately, we aim to reach
over 40 000 learners.

GROWING FOOD SECURITY
The global population explosion demands innovative approaches
to food production. We buy farmland in South Africa and invest
in farm expansion and infrastructure development which results in
sustainably run farms and job creation. We currently have five
mega-farms in operation, growing crops such as fruit and nuts.
Our investments in farmlands also support housing, healthcare
and education for the local farming communities.

Fund size: R1.2 billion
Fund benchmark: 3-month JIBAR + 3%
Manager: Old Mutual Alternative Investments

Amount invested: R1.5 billion
Fund benchmark: CPI +10%
Manager: Futuregrowth Asset Management

BUILDING SAFE, AFFORDABLE HOMES
The Housing Impact Fund South Africa aims to help lower-income
people who do not qualify for government-assisted housing.
It finances the conversion of existing buildings and the construction
of new homes. Through its partners, the Fund also provides loans
for purchase and rental.

GROWING THE ECONOMY
We are committed to developing a more inclusive financial sector
that serves the needs of lower-income consumers. To do so, we
target a range of opportunities and innovations at the low-income
level, including housing, microfinance, black SMME finance and
mortage loans.

Fund size: R9.15 billion
Fund benchmark: 3-month JIBAR + 4%
Manager: Old Mutual Alternative Investments

Fund size: R2.9 billion
Fund benchmark: 3-month JIBAR plus a spread adjustment
Manager: Old Mutual Alternative Investments
Figures as at December 2014
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GENERATING RETURNS THAT COUNT
We actively invest in assets/areas where we have identified
gaps or backlogs in social infrastructure. Our expertise lies
in developing AFFORDABLE HOUSING, providing access
to QUALITY EDUCATION, FINANCE and developing
SUSTAINABLE FARMING OPERATIONS.

1
1 149
RUSTENBURG

The knock-on effects of these initiatives are tangible economic
development, job creation and social upliftment.

7
5 562
4 PRETORIA
2 SOWETO
1 JHB

190
3 183
HECTARES

231
96
190

NORTH WEST

TABLE
GRAPES

NORTHERN CAPE

1 152
175
1 217

1
1 316
CAPE TOWN

WESTERN CAPE

1 035
HECTARES

SCHOOLS FUND: SCHOOLS & LEARNERS
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HOUSING FUND: STUDENT ACCOMMODATION

DECIDUOUS
& STONE
FRUIT

RENTAL ACCOMMODATION

936

CITRUS

HECTARES

1 734

CASH
CROP

HECTARES

2
5 030
POLOKWANE

3 879
3 180
2 086
1
720

LIMPOPO

NELSPRUIT

GAUTENG
MPUMALANGA

71
452

FREE STATE

KWAZULU-NATAL

714
HECTARES

CITRUS
NUTS
BANANAS

LESOTHO

1
180

NEWCASTLE

EASTERN CAPE

852

2 843
361
120
GREENFIELDS HOUSING
DEVELOPMENTS

AGRI FUND: FARMS

N

13 480

TOTAL
ON THE
ROAD

W

E
S

FINANCE:

510 265 loans to the value of R8.3 billion for
mortgage bonds, home improvements,
microfinance & micro-enterprise development,
such as taxi finance.
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PENSION FUNDS ACT

ESG’s REGULATORY CLOUT
Zulfa Abdurahman, Head of Governance

IN A NUTSHELL
s Regulation 28 of the Pension Funds Act makes responsible investment a regulatory requirement.
s Asset owners have complete control over how ESG factors are incorporated in investment decisions.
s An independent compliance function ensures the portfolio is managed in accordance with the mandate on a
pre- and post-trade basis.
s For the majority of South Africans, employer pension funds are often the only means of saving.

S

outh African pension funds are governed by Regulation
28 of the Pension Funds Act, which imposes limits on the
investments of pension funds. These limits and overarching
principles are intended to protect funds from making
imprudent investments. This is particularly important as
most pension funds are “defined contribution” funds, where the
investment risk is carried by members (the investors).

time, stipulated that pension fund trustees must “give appropriate
consideration to any factor which may materially affect the sustainable
long-term performance of a fund’s assets, including factors of an
environmental, social and governance (ESG) character. This concept
applies across all assets and categories of assets, and should
promote the interests of a fund in a stable and transparent
environment.”

For the majority of South Africans, employer pension funds are
often the only means of saving and, consequently, their pensions
are their sole source of income post retirement. Hence, it is a
regulatory imperative that the prudential regulation put in place
for pension funds should foster an environment that finely balances
sustainable long-term investment performance needs, while
safeguarding against excessive losses.

This clearly lends credence to the principle that integrating ESG
factors into investment decisions will offer investors long-term
performance advantages.

A fresh approach

The review of Regulation 28 in 2011 brought welcome changes
to outdated regulations. With it, it also placed the onus on pension
funds to adopt a responsible investment approach and, for the first
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As invested as you choose to be

As an institutional investor with the Old Mutual Investment Group,
you can control your own responsible investment destiny; you set
the targets; you set the limits; you mandate us to manage your
money responsibly. As investment managers, we act as your agents
and our partnership relationship is governed by a carefully
constructed Investment Management Agreement (IMA), which sets
out guidelines that are strictly monitored by the Compliance Team.

PENSION FUNDS ACT
In terms of the Financial Advisory and Intermediary Services Act
(FAIS), we are required to obtain a signed mandate from a client
before managing their assets – the mandate sets the terms within
which we manage that client’s assets. This is the client’s opportunity
to dictate quite specific investment restrictions. These can include
ethical screening, a desired social outcome
or screening for ESG risks and opportunities.
Once these investment guidelines are agreed
upon, the investment manager has a fiduciary
duty to ensure the assets are managed within
the framework of these guidelines.

How do we do this?

have decided the fund should not have exposure to specific
companies that they consider to have poor environmental practices.
The trustees provide a list of these companies and include a specific
clause in the mandate prohibiting investment in any of these
companies. As part of our internal governance processes, the
portfolio manager of this fund must agree
the investment restrictions – the portfolio
“You can control your own to
managers are the “first line of defence” and
must ensure they manage the fund in
responsible investment
accordance with the agreed mandate.

destiny: you set the targets,
you set the limits, you
mandate us to manage your
money responsibly.”

Our Compliance Team is 100 percent
independent and is segregated from portfolio
managers and the trading team. Client mandates are monitored
daily on both a pre- and post-trade basis, using an automated
system that is linked to trading. The process includes identifying
and reporting on any mandate breaches, as well as monitoring
and tracking the resolution of these breaches.

Client has total control

Let’s take a practical example to demonstrate how much control
the client has over the assets our portfolio managers invest in and
how we track compliance with any guidelines our clients may set:
Scenario:
ABC Pension Fund awards Old Mutual Investment Group a portion
of its assets to manage in an equity mandate. ABC Pension Fund
is regulated by the Pension Funds Act and must comply with
Regulation 28. In considering its regulatory obligations, the trustees

As the “second line of defence”, before the
portfolio manager starts trading for this fund,
the investment restrictions, including the
agreed clause, are coded onto our automated
compliance system, which is linked to our
front office trading system.

This means that should the portfolio manager attempt to trade in
one of the companies on this restricted list, it will automatically
block the trade, i.e. our system is a “pre-trade” compliance system.
In addition, the Compliance Team runs post-trade compliance
reports daily.
Any breaches are immediately escalated and resolution is stringently
tracked. Our compliance systems and processes are able to cater
for focused investment guidelines, including concrete restrictions
that may be ESG in nature.
What does this mean for our clients? It allows them to be as
prescriptive as they like and have the peace of mind that their
prescribed investment guidelines are being closely monitored by
an independent compliance team.

REGULATION 28COMPLIANT
ABC PENSION
FUND

PORTFOLIO
MANAGER AGREES

EQUITY
MANDATE

OLD MUTUAL
INVESTMENT
GROUP

EXCLUDES COMPANIES WITH POOR
ENVIRONMENTAL MANAGEMENT
LIST OF COMPANIES

SYSTEM HARD-CODED
AND LINKED TO
TRADING SYSTEM

COMPANY O

COMPANY Q

COMPANY X

COMPANY Y

COMPANY Z
COMPLIANCE
MONITORS
TRADING SYSTEM
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DIVIDENDS & ESG

DO ESG PRACTICES AND THE
QUALITY OF DIVIDEND STREAMS
SIT SIDE BY SIDE?
Simon Pearse, Chief Executive Officer, Marriott

A

t Marriott, we have found that a key component of a
successful income-focused investment philosophy is to
only invest in companies that produce reliable and
consistent – and
ideally growing –
income streams. With this building
block in place, we are able to
provide accurate investment
projections from an income and
a capital perspective, allowing
investors to plan effectively for the
future. Studies have also shown
that companies that pay and grow
their dividends tend to outperform
the market over the long term. This
is evident in the performance of
our local equity fund – the Marriott Dividend Growth Fund – which
has won a number of awards for its risk-adjusted returns.

behaviour that is unethical, irresponsible, harmful to the environment
or exploitative in nature, is no longer being tolerated by regulators
and consumers alike. Changes to industry regulations, or a damaged
reputation, can prove
extremely costly and pose a
significant risk to a company’s
dividend payments down the
line. Consequently, these issues
must be evaluated when trying
to identify whether income
streams are likely to be reliable
and consistent in the future.
It is for this reason that the
pursuit of reliable dividends
aligns so closely with
environment, social and
governance (ESG) related sustainability objectives.

“In the wake of the Global Financial
Crisis and numerous ‘big business’
scandals, corporate behaviour that is
unethical, irresponsible, harmful to the
environment or exploitative in nature,
is no longer being tolerated.”

To this end, it is essential that an investment team should monitor
and report on ESG issues on a regular basis.

How to look forward

Although historical dividend track records are useful for identifying
investments with the ability to produce reliable income, even the
most reliable track record is no guarantee of future performance.
This is because dividend track records are backward, as opposed
to forward, looking. To ensure reliable income growth in the future
from investments made today, a number of other questions need
to be answered. Some of these questions include:
s What are the company’s income growth drivers?
s Are these drivers under threat from current economic conditions,
low barriers to entry or regulatory changes?
s Does the company have a solid balance sheet?
s What is the company’s dividend policy?
The analysis process does not stop here. In the wake of the Global
Financial Crisis and numerous “big business” scandals, corporate

Transparency is key

An area of particular importance for us relates to company reporting
and disclosures. Companies with a reputation for withholding
important shareholder information will not be considered for
inclusion in a portfolio, as the future prospects of these businesses
cannot be determined with a high degree of certainty. Companies
that take advantage of ill-informed consumers are also immediately
excluded – not only from an ethical standpoint, but also due to the
fact that exploitative business models are unlikely to be sustainable.
In summary, it is critical that we successfully identify risks to dividends
because then we will be able to produce reliable income and
predictable capital growth for our investors. Without doubt,
questionable ESG practices could pose significant risks to company
dividends in the future. Consequently, the evaluation of these issues
should be built into any reliable investment process.

These charts illustrate the dividend-paying track records of certain companies Marriott currently invests in and you’ll see they have broadly
delivered steadily growing dividends.
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DIVIDENDS & ESG

IN A NUTSHELL
s Companies that pay and grow dividends tend to outperform over the long term.
s Regulation and reputation can change the fortunes of a company – this is why it is so important to analyse
environmental, social and governance factors when researching a potential investment.
s Even the most reliable track record is no guarantee of future performance.
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INVESTOR IMPACT

INVESTOR IMPACT ON
CORPORATE GOVERNANCE
Tracy Brodziak, Head of Research, Old Mutual Equities

R
R

OLD MUTUAL INVESTMENT GROUP’S 2014
PROXY VOTING ACTIVITY

s The Global Financial Crisis highlighted the
profound impact governance issues can have
on the value of a share.
s Corporate governance is the framework within
which a company must operate and touches
every aspect of business.
s Remuneration is the true test of whether a
company is simply box-ticking or is taking
corporate governance to heart.

45 000
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30 000
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ABSTAIN* 440
AGAINST 9 982
FOR
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MEMORANDUM OF INCORPORATION
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AUTHORITY GRANTED TO DIRECTORS TO
IMPLEMENT A SPECIFIC RESOLUTION

* Abstentions are considered active but % too small to reflect

131 932

ADOPTION OF ANNUAL FINANCIAL
STATEMENTS

FINANCIAL ASSISTANCE

GENERAL RESOLUTIONS

SHARES UNDER THE CONTROL
OF DIRECTORS

APPOINTMENT OF AUDITORS

CAPITAL MANAGEMENT
RESOLUTIONS

APPOINTMENT OF AUDIT & OTHER
COMMITTEE GROUPS

REMUNERATION

s Corporate governance has a definite impact on
the long-term sustainability of a company’s
value.

Voted at 409 company meetings across 363 unique companies
Voted on 142 354 resolutions per ballot across all the boutiques
72.4% of the issues fell into four categories – the election of directors;
remuneration policy; appointment of audit and other committee members;
and capital management

ELECTION OF DIRECTORS

s Transparency on remuneration in South Africa
has some way to go and policy reform in line
with international best practice is required.

NUMBER OF RESOLUTIONS

IN A NUTSHELL

s
s
s

INVESTOR IMPACT
ood corporate governance is crucial to a wellEngagement
functioning equity market. You just have to call to
Management engagement is another way that asset managers can
mind Enron, WorldCom, the Global Financial Crisis
influence for change, because large shareholders can bring pressure
and, locally, the epic collapse of African Bank, to
to bear on companies. When it comes to such engagements, we
realise that poor corporate governance can have
concentrate on issues that could have a material impact on the
a profound impact on the
company, such as strategy,
valuation of a company.
management competence, capital
“...our
clients
have
entrusted
us
with
their
Corporate governance is the
allocation and executive pay – to
savings. This stewardship bestows some name some of the more pertinent
system of rules, practices and
processes by which a company serious responsibilities on us as investors.”
issues. We are encouraged that
is controlled and directed, and
more and more companies are
interacts with its stakeholders.
seeing the merits of active
It is the framework within which the company must meet its objectives
engagement and believe that this can be a constructive process.
and, as such, it touches on every sphere of management and
operations.

G

Effective remuneration

Investor influence

At Old Mutual Equities (OME), we are acutely aware that our
clients have entrusted us with their savings. This stewardship bestows
some serious responsibilities on us as investors and we need to
assess every investment we make, with corporate governance being
a key determinant in our decision-making process.

We firmly believe that company performance is directly affected
by executive compensation practices, in that how you design your
reward structure will drive the behaviour of employees. Importantly,
compensation practices provide a window into the quality and
priorities of a Board of Directors. When we review remuneration,
our starting point is that compensation should meet three criteria:
it must be performance based, integrated into the strategy of the
company, and long term in nature.

Evaluating corporate governance

To gain insight into this we look at:
We are wary of companies that see corporate governance as
s the composition and functioning of the remuneration
merely a box-ticking exercise. This is because we have a long-term
committee;
investment horizon and we want to ensure that the framework
s
whether there are performance metrics in place and, if
within which a company operates supports a similar long-term
they are, we look to see if they are valid and fit in with
outlook and encourages sustainable economic success. Once we
the long-term goals of the organisation;
have undertaken our own thorough analysis of a company’s
s the transparency and accuracy of the remuneration report; and
corporate governance, we cross-check it with external evaluations.
s whether there are clawback provisions in place.
We have access to a dedicated responsible investment team that
provides an overlay to the work we do. They also assist us in
Remuneration practices are a true test of whether corporate
sustainability research and engaging with companies to encourage
governance is seen by the Board as a means to drive behaviour
improved environmental, social and governance (ESG) performance.
and the desired outcomes. This is an area where improvement is
In addition, we subscribe to the MSCI ESG ratings system. The
still needed in South Africa (SA) and we believe that greater
system rates each company based on its detailed ESG score and
transparency is needed on performance metrics. A current issue
provides flags on pertinent news
on the table is that, in SA,
issues on a company-specific
“Corporate
governance
can
have
a
shareholder votes on executive pay
basis. Our final assessment
are non-binding. We are supportive
impacts the “margin of safety”
profound impact on a company’s
of a binding vote on remuneration,
we require in order to invest in
long-term sustainable value.”
which will bring SA in line with
a stock. For example, companies
international best practice. We have
with poor labour relations or
noticed a significant increase in constructive engagement with dualenvironmentally unfriendly mining practices will need to attract a
listed companies on remuneration issues since the implementation
higher margin of safety before we would consider investing in
of the international rules. We believe that a similar policy in SA
them, as we believe these negatives will impact shareholder returns.
would be very beneficial and would allow us to drive meaningful
change in corporate behaviour (see Say on Pay on page 24, for
Proxy voting
more details).
Voting rights are a valuable asset and are the primary tool that we
can use to effect change in a company and to signal our views to
It’s about the future
the company and other stakeholders. Essentially, our clients, as
That corporate governance can – and does – have a profound
shareholders in investee companies, delegate to us the right to vote
impact on how a company operates and its long-term sustainable
on their behalf with regard to Board proposals and decisions.
value, is reflected in significant investment losses around the world
due to severe lapses in corporate governance. Ensuring good
In 2014, at OME alone, we voted at 201 company meetings across
governance practice is therefore not a nice-to-have quality in an
155 unique companies on 13 770 resolutions (topic of vote). We
investee company but, rather, a requirement. What it comes down
have voted against 901 resolutions. These votes are largely against
to is that our clients have entrusted us with their savings and it is
remuneration policies, capital allocation and Board composition.
our responsibility to ensure that we safeguard their investments into
Taking into account all its boutiques, Old Mutual Investment Group
the future!
has voted at 409 company meetings across 363 unique companies
on 142 354 resolutions. (See adjacent graph.)
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LIABILITY-DRIVEN APPROACH

A LIABILITY-DRIVEN INVESTMENT
APPROACH TO ESG
Tanja Tippet, Trevor Abromowitz & Tarryn Mentoor,
Liability Driven Investments
IN A NUTSHELL
s The integration of environmental, social and governance (ESG) factors into an investment process ensures sustainability
over the long term.
s This is no longer a theoretical concept and can be applied to investment analysis.
s Embedding an ESG framework into the investment process gives investors the best chance of meeting their future
liabilities.

A

liability-driven investment (LDI) approach is when an
investor’s liabilities drive their investment strategy, an
approach we believe that all investors should adopt.
How this approach is applied depends on the specific
investor’s financial position and behavioural factors.

For example, a risk-seeking individual with wealth way in excess
of their living requirements will have a very different LDI strategy

22

TOMORROW

to a retirement fund that is straining to meet its inflation-adjusted
obligations to its pensioners.
It is important to note that in some cases, such as defined benefit
funds, liabilities can be very long term in nature, and it is not
uncommon to see liability obligations that extend in excess of
100 years. These investors need to take a very long-term view
when developing an LDI investment strategy.

LIABILITY-DRIVEN APPROACH
Long-termism

Applying the theory

If an investment manager truly takes a long-term view, it implies
While ESG reporting and analysis is in its relative infancy and
that they have applied an environmental, social and governance
much work is required to encourage greater transparency and
(ESG) lens to their investment analysis, because these factors have
consistency of reporting, a significant amount of progress has been
a material impact on the sustainability
made. It is also no longer a theoretical
of the investment and therefore on
and can, and should, be applied
“Embedding an ESG framework concept
the investor’s liabilities. If, for example,
to investment analysis.
our generation chooses to ignore ESG into the investment process becomes
considerations, then future growth
is an example of how an ESG
a ‘must’ in terms of ensuring a Here
rates can be expected to be lower.
framework has been applied to the South
The same would apply to future
sustainable investment strategy...” African (SA) telecommunications sector.
discount rates (i.e. the rates that we
The table reflects a sample of ESG risk
use to determine the value of future liabilities in today’s monetary
factors and their influence on creditworthiness and the subsequent
terms). This would result in liability values increasing in the future.
impact on the pricing of bonds that may be held in an LDI portfolio,
If future growth rates are lower, this, in turn, would decrease the
together with our respective views. Embedding an ESG framework
likelihood of being able to find suitable investments that will grow
into the investment process becomes a “must” in terms of ensuring
a sustainable investment strategy. This will serve to give investors
over time to meet the projected liabilities. Incorporating ESG
the best chance of meeting their future liabilities.
considerations into the investment process is therefore critical.

Telecommunications ESG analysis using MSCI risk and opportunity factors
ENVIRONMENTAL
ESG factor

Influence on creditworthiness

Credit risk indicators

Comment

Energy efficiency

Risks associated with rising
energy prices are considered
low but a steep increase could
impact profitability.

Profitability pressures associated
with rising energy costs could
impact credit ratings.

ESG screening looks at how a company
factors in rising energy costs in its business
planning as well as the markets in which the
company operates, and the cost of energy
in those markets. For example, SA’s current
energy challenge impacts all local mobile
providers, while operators, such as MTN,
that have a large presence in emerging
markets are faced with associated high energy
costs.

SOCIAL
ESG factor

Influence on creditworthiness

Credit risk indicators

Comment

Privacy and data
security

– Penalties imposed due to
lack of compliance with
regulations may impact
profitability and cost of
capital.
– Strong controls around
customer privacy may act as
a competitive advantage.

– Impact on bond yields could
result in negative credit
mark-to-markets.
– Sustained competitive
advantage could result in
lower average spread
volatility over the long term.

– Best performing companies have strong
security frameworks to manage, retain
and secure private customer information
that comply with emerging regulatory
requirements.
– The SA telecoms sector is exposed to
regulatory and reputational risk due to
counterparties handling large quantities
of sensitive data in a market with strict
and evolving legislation and only average
data protection practices relative to
global peers.

GOVERNANCE
ESG factor

Influence on creditworthiness

Corporate
governance

Weaknesses or breaches in
corporate governance have farreaching implications for
profitability, levels of competitive
advantage and cost of capital,
among other indicators.

Credit risk indicators

Comment

Negative news flow could drive
spread volatility in
fixed-income instruments.

The corporate governance score focuses on
four key governance areas: Board Structure,
Compensation, Shareholder Rights, and
Auditing Practices. When we analyse a
telecoms business from this perspective,
we have a particular focus on Board
independence and the involvement of key
stakeholders in the decision-making process.
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INCOME INEQUALITY

SAY ON PAY – what is the role of the market

in addressing income inequality?

Jon Duncan, Head of Sustainability Research and Engagement

IN A NUTSHELL
s International trends will drive South African policy on
income inequality.
s As a shareholder, Old Mutual is active in holding
management teams accountable for executive
remuneration.
s Regulation is needed to facilitate greater shareholder
“say on pay”.

T

he debate about income inequality is often limited to
executive remuneration, but this is just one factor that
requires reform if South Africa (SA) is to become a country
where all people can enjoy a good quality of life.

While we support the enhancement of shareholder “say on pay”
by providing a binding vote on remuneration policy – a move that
will bring SA markets in line with international practice – we
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also accept that debate needs to be expanded to include other
issues. Equal attention should be given to policy around job creation
and the state of education, as there are clear correlations between
quality of education and income disparity.
However, it is the disparity in remuneration that is at the forefront
of the income inequality conundrum in SA. Salaries across the pay
band, from CEO through to worker level, are increasingly coming
under the spotlight. Most recently, the extended 2014 strike in the
platinum sector brought the issue of SA’s income gap into stark
focus, while also displaying the undeniable might of the trade
unions. The remuneration debate and its contribution to income
inequality across sectors are not going away anytime soon.
Aside from much media attention, Executive Salaries in South Africa
(Massie, Collier and Crotty) details the pay practices and income
inequality trends of 50 SA-listed companies during 2012.
The book highlights poor governance practices associated with
remuneration and makes a number of pragmatic suggestions to
address these.

INCOME INEQUALITY
Social inequality – a global challenge

With all the noise around the impact of strikes on local gross
domestic product (GDP), you would be forgiven for thinking that
inequality is a uniquely SA phenomenon – but current global media
content and history show otherwise. This complex topic has exercised
the minds of philosophers, economists and politicians for centuries.
And views on its causes and the remedies have, in part, underpinned
a divergent array of socio-political/economic systems, along with
their respective approaches to resource allocation and wealth
distribution.

If a company’s remuneration report is not passed by 75% of
shareholders at the company’s AGM for two years in a row, the
directors must stand for re-election.
In simple terms, the situation in SA is that disclosure of individual
directors’ remuneration and benefits is a listing requirement of the
JSE. In addition, King III recommends that a company’s remuneration
policy should be subjected to an annual non-binding shareholder
vote. While mandatory disclosure is to be applauded, it is not
sufficient to hold management accountable for ensuring alignment
between executive remuneration practices and the creation of
shareholder and broader long-term stakeholder value.

The much-lauded Amazon best-seller Capital in the 21st Century
(Piketty) is one of the latest efforts to present a synthesis of this
In an ideal world, executives would act on
broad topic. Piketty proposes that wealth
“There are clear correlations this as a leadership issue and regulation would
inequality can be measured by comparing
not be necessary. Yet globally, this has not
investment returns (r) and economic growth
between quality
been the experience and market interventions
(g). He says that when r increases and g
of education and
on such issues are perhaps symptomatic of
stays the same or decreases, the portion of
income disparity.”
the emergence of what Roger Urwin from
capital accumulated by the providers of
Towers Watson termed “guided capitalism”,
capital increases relative to that of labour. In such a scenario,
an approach that seeks to balance market fundamentalism with
inequality increases. Piketty says that extreme social inequality is
the limitation of state-driven alternatives.
dangerous for a society since it leads to social disruption, which,
ultimately, has negative consequences for stable, long-term economic
growth. He says that the current form of free market capitalism is
Our stand on remuneration practices
unlikely to resolve society’s issues related to inequality and that
The introduction of “say on pay” legislation should come as no
radical solutions are needed. He suggests that “when pay setters
surprise to executives of JSE-listed companies, given the international
set their own pay, there’s no limit”, and consequently the best course
trends and the very real income inequality in SA. Old Mutual
of action is to impose a “confiscatory tax”.
Investment Group’s position on executive remuneration for listed
companies is clearly set out in its publicly available proxy voting
Given this line of thought, some commentators have called the book
policy. While we are happy to pay for performance, we expect
leftist propaganda. Others question its fundamentals, with Chris
top quality governance around remuneration practices. Consequently,
Giles, economic editor of Financial Times, saying that its conclusions
we are keenly interested in, but not limited to, the following:
“do not appear to be backed by the book’s own sources”. However,
while Piketty may be accused of academic sloppiness, the general
s the structure and functioning of the remuneration committee;
consensus is that the main thrust of his thesis holds, although the
s the split between base, short-term and long-term incentives;
jury is still out.
s the links between the pay structure and the stated company
strategy;
s the nature of metrics, targets and award levels used; and
Global lessons for SA
s clawback provisions.
Given the premise and reception of this seminal work, it is not
strange that the executive salaries of listed companies have become
During 2014, Old Mutual Investment Group collectively voted
the lightning rod for the broader inequality debate. In seeking
against the remuneration policies of 68 companies and undertook
solutions to address income inequality in the listed environment,
a range of direct engagements with various
perhaps SA should use global precedent as
company management teams on these issues.
“You
would
be
forgiven
for
a departure point. For example, since 2003
the US has focused on enhancing the
thinking that inequality is a
While some of these engagements were
disclosure of executive pay and public
uniquely South African
productive, we are constrained by the noncompanies are required to disclose details
phenomenon
–
current
binding nature of our votes in relation to
of the remuneration of the CEO, CFO and
remuneration policies. We see the provision
global
media
content
and
the next three highest paid executives over
regulation to facilitate greater shareholder
a three-year period.
history show otherwise.” of
“say on pay” as an important step in closing
the accountability loop between beneficiaries, asset owners, investors
As of October 2013, UK-listed companies must submit their
and the market. It will also enable us to further deliver on our
remuneration policy to a binding shareholder vote (simple majority)
commitment to ensure responsible investment practices. However,
once every three years, along with an annual non-binding
the exact nature of any “say on pay” regulation will need careful
shareholder vote on application of the remuneration policy. This
consideration and should be coupled with an equally vigorous
brings the UK in line with European markets, such as Denmark,
debate on regulation and policy on job creation.
Netherlands, Sweden and Norway. Australia enforces a “two-strike
rule”, holding directors accountable for executive remuneration.

References: Massie, K; Collier, D; Crotty, A. 2014. Executive Salaries in South Africa: Who should have say on pay; Jacana; Cape Town. Pickety, T. 2013. Le capital au XXI
siécle (Capital in the 21st Century), translated by Arthur Goldhammer; The Belknap Press of Harvard University Press; England. Piketty, T. Inequality, Capitalism & Crisis in the
Long Run; Paris School of Economics; Paris, AFEP Conference, 6 July 2012. Giles C; May 2014. Data problems with Capital in the 21st Century; ft/blogs.com. Urwin,
R. May 2014 Sustainability and Responsibility in Investing – a presentation to SA Actuarial Society. http://www.oldmutual.co.za/documents/omigsa/OMIGSAProxyVotingPolicy.pdf
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SUCCESSFUL ENGAGEMENT

TOO GOOD TO BE TRUE?
– the effect of good governance on
listed equity investment performance

Robert Lewenson, Governance and Engagement Manager

IN A NUTSHELL
s By investing to reduce governance risk, you reduce overall portfolio risk and increase the potential for reward;
companies with good governance receive better valuations.
s Company engagement is a powerful and an effective tool.
s Companies with a high governance rating show material positive alpha over the long term.

W

e are often asked, does governance matter?
And, if so, how do we ensure that the companies
we invest in on behalf of our clients act according
to best practice from a governance perspective?
These are both valid questions, which can be
answered as follows:

Governance risk and reward

General investment theory states that there is a strong positive
relationship between risk and reward (the higher the risk the higher
the reward, and vice versa).

26

TOMORROW

The responsible investment approach argues that the inverse is
true, in that when you invest to reduce governance risk, the rewards
will be greater. A vast majority of studies show that solid governance
practices result in better operational performance by companies.
For example, they receive better valuations and have in place
properly designed executive compensation schemes.
These studies also indicate that the share price performance of
companies is positively influenced by good governance practices,
so that well-governed firms outperform poorly governed firms1.

SUCCESSFUL ENGAGEMENT
The influence of owners

A well-known example is California Public Employees’ Retirement
System (Calpers)’s long-term engagement with about 188 companies
it selected for engagement, both publicly and privately, from 1987.

have a specialised Responsible Investment team that is dedicated
to achieving a sound understanding of corporate governance,
including best practice policies, using both internal and
external research.

“Responsible investment We vote at shareholder meetings and,
On average, these companies outperformed
importantly, engage with companies on key
the Russell 1000 Index by 14.4% during the
inverts the traditional
governance-related issues and aim to improve
five years following Calpers’s engagement
process* – this is commonly referred to as
risk/return relationship.” investee companies’ governance ratings through
targeted engagement.
the “Calpers Effect”. In the three years prior
to engagement, the companies had on average lagged the Index
By engaging with companies, we attempt to reduce governance
by nearly 39%.
risk, which in turn should increase opportunities for alpha generation
and a better return on investment for our clients.
Calpers’s engagement principles
s
s
s
s

Board quality and leadership
Majority voting in uncontested board elections
Shareowners’ advisory votes on executive compensation
Annual board elections

While a seemingly negative correlation may exist between
governance and total shareholder return, with a possible explanation
being that investors ignore the risks of investing in companies with
a low governance rating, a recent South African study** says
differently. What the research found is that when considering longterm financial performance, if risk-adjusted market-based
performance is analysed, the companies with a high governance
rating showed material positive alpha in the long term.

Targeted engagement

At Old Mutual Investment Group, we are committed to being a
responsible steward of our clients’ investments by ensuring that we

LIVING
EXAMPLE:
SUCCESSFUL
ENGAGEMENT
CYCLE

RESULTS: The
companies reviewed
our recommendations
and implemented a
remuneration policy
and board
independence to ensure
best practice within the
company and reduction
of governance risk.

1

Furthermore, our clients benefit from the improved behaviour of
company management and the board of directors, which will create
a more sustainable business. A positive consequence is also the
spin-offs this has on the broader South African market by raising
the bar on governance.

Best practice benefits

We argue that good governance does indeed matter when it comes
to ensuring that governance best practice and sustainability are
embedded in our investment decision-making process and, by way
of engagement, we bring about change that continues to benefit
our clients in the long term.
Better managed companies are, in our view, better investments
for clients. By subscribing to these principles, we believe they
will enable us to become the leading responsible investment
manager in Africa.

Research identified
governance issues in
the Real Estate
Investment Trust (REIT)
sector to do with
executive pay and
Board independence.

Governance and
Engagement Manager
and listed property
portfolio manager
attend the SA REIT
Association
conference.

General discussion on
corporate governance
and one-on-one
discussions about
governance concerns
with chairpersons of two
REITs in which we have
major investments.

Further engagement
with the two
companies
highlighting concerns
and actions required.

From the Stockholder to the Stakeholder - Clark, Fiener, Viehs (Sept 2014)
*http://www.calpers.ca.gov/index.jsp?bc=/about/newsroom/news/company-performance.xml
**Corporate Governance and the Financial Performance of Selected Johannesburg Stock Exchange Industries – Nadia Mans Kemp – PhD dissertation (Dec 2014)
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In 2013 Portside was awarded a 5 Star
Green Star rating by the Green Building
Council of South Africa (GBCSA) in the
Office Design category. In 2015, the
building achieved a further 5 Star Green
Star rating in the Office As Built category.

ESG INDEX TRACKER

INNOVATION IN ESG INDEX
INVESTING
Craig Chambers, Director of Strategic Projects

ESG index funds empower investors to vote with their
feet by investing specifically in companies with high
sustainability profiles, without compromising on
investment returns.
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ESG INDEX TRACKER

IN A NUTSHELL
s Historically, the index-tracking investment industry has offered limited choice in sustainability-focused indexation
funds.
s Innovation has broadened the scope for investors to get meaningful exposure to environmental, social and
governance (ESG) factors.
s The MSCI World ESG Index assigns an ESG rating to all the constituents of its parent index based on its Intangible
Value Assessment (IVA) of each constituent company.
s The MSCI World ESG Index is sector and region neutral relative to the parent index, which limits the exposure to
the risks associated with having sector or regional biases.
s Some US$25 billion is currently tracking MSCI’s suite of sustainability indices, with about US$8 billion invested
over the last 18 to 24 months.
s ESG index funds empower investors to vote with their feet by investing only in companies with high sustainability
profiles, without compromising on investment returns.

H

istorically, index-tracking investment managers have
had limited scope to incorporate environmental, social
and governance (ESG) factors into the investment process.
This is because the investment universe is determined
by the indices we track, which have generally been pure
market capitalisation weighted indices that capture broad market
returns.
Innovation in the investment indexation space in recent years has
broadened the capabilities that index-tracking investment managers
are able to bring to the market. This article provides more detail
on indexation innovation in the sustainability space, which has
enabled index-tracking investment managers to provide meaningful
exposure to ESG factors.

Sustainability Indices

Morgan Stanley Capital International (MSCI), a leading index
provider, has collected sustainability-related data through its inhouse
research capability, enabling it to launch a suite of sustainability
indices. We have chosen their MSCI World ESG Index, to
demonstrate the methodology used in constructing these indices
and highlight the value they can offer to investors.
The MSCI World ESG Index assigns an ESG rating to all the
constituents of its parent index, the MSCI World Index, which is a
pure market capitalisation weighted index. The rating is based on
its Intangible Value Assessment (IVA) of each constituent. The IVA
is an industry-specific and a forward-looking assessment of a
company’s material ESG risks and opportunities.
An Impact Monitor Report is also generated for each constituent,
which is a backward-looking assessment of the company’s ESG
controversies/controversial decisions, especially those that make
headlines. The companies are then ranked based on their IVA
ratings, and the top 50% of companies (based on market cap) in
each industry are selected for inclusion in the MSCI World ESG
Index. Companies that have an Impact Monitor controversy
assessment below the given threshold are not eligible for inclusion
in the Index, regardless of their IVA rating. The stocks selected for
inclusion are then weighted by their market capitalisation.

This is particularly attractive to long-term investors who value
sustainable economic themes, given their extended investment time
horizon. By removing 50% of the companies in each sector, the
Index is able to remain sector and region neutral relative to the
parent index, which limits exposure to the risks associated with
having sector or regional biases. By picking the best-in-sector
companies, the MSCI World ESG Index is not exposed to the firmspecific risk of companies with the least sustainable characteristics.
We can demonstrate the company-specific risk inherent in the Index
construction methodology by looking at the information technology
(IT) sector. In the MSCI World Index, Apple (1.9%) has the largest
market capitalisation in the Index’s total universe, and therefore
in the IT sector as well.
However, it has been omitted from the MSCI World ESG Index as
there are significant concerns with regard to:
s the alleged price fixing of e-books;
s certified class action representing 20 000 hourly wage employees
alleging violations of California labour laws over rest periods
and paycheck timeliness;
s Foxconn employee suicides; and
s environmental performance criticisms by the Institute of Public
and Environmental Affairs, an NGO in China.
The graph below highlights how the exclusion of Apple from the
MSCI World ESG Index has not detracted from the Index
performance.
Average performance of largest IT holdings relative to Apple
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The MSCI World ESG Index primarily provides investors with
exposure to companies that have a high sustainability profile.
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What, no apple inc.?

Composite (largest MSCI World ESG Index IT sector holdings)
Apple Inc.
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Given that half of the IT sector, including Apple, has been excluded
from the MSCI World ESG Index, the IT stocks that are chosen will
have a double weighting when compared to the parent index. The
best-in-sector IT counters currently in the MSCI World ESG Index
include Google, IBM and Intel.
The weighting of the constituents based on their market capitalisation,
along with sector and regional neutrality, means that the MSCI
World ESG Index has a low realised tracking error (similar risk
profile) relative to its parent index. As such, the Index does not aim
to generate alpha, i.e. returns exceeding those of the parent index.
This graph shows the cumulative gross returns (US dollar) of the
MSCI World ESG Index and the MSCI World Index.
Cumulative index performance – gross returns (US$)
140

MSCI World ESG Index
MSCI World Index

So, essentially, you are getting the organic alternative at the same
price, as long as the manager does not increase its current plainvanilla market capitalisation fee to track an MSCI ESG index.

Market reception

Over 1 200 asset owners, investment managers and professional
service partners have become signatories of the UN-backed Principles
for Responsible Investment (PRI). Broad acceptance of these practices
has translated into strong demand for sustainability-themed investment
products.
MSCI has reported that about US$25 billion is currently tracking
their suite of sustainability indices. There has been a recent surge
in inflows of about US$8 billion over the last 24 months (from May
2015).
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Work done by Campden Research shows that the global market
in ESG investments is expected to grow at a rate of approximately
25% a year. We expect the growth of ESG indices to be buoyed
by growth in the broader ESG investment market.
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The same principle applies when deciding to invest in an ESG
index. By choosing such an index, you don’t compromise the market
capitalisation exposure, but you vote in favour of sustainability with
your investment money.

Organic, at the same price

So why bother to incorporate ESG factors into their investment
process if it will generate broadly similar returns? The key difference
is the increased sustainability quality of the ESG index constituents
when compared to the parent index.
The table illustrates that the MSCI World ESG Index has a significantly
greater exposure to companies with higher ESG ratings relative to
its parent index, on a market cap weighted basis.

Rating Categories

MSCI
World

MSCI
World ESG

Difference

Above A
(includes AAA, AA and A)

44.8%

61.7%

17.0%

Below A
(includes BBB, BB and B and CCC)

55.2%

38.3%

-17.0%

On the outside, a machine-fed chicken may resemble a farm-raised
one – but the organic product’s underlying nutrients (read constituents)
are more nutritious, given they have less toxins. In this analogy,
our support of organic agriculture – by voting with our money –
encourages more farmers to improve their sustainability practices.

References
MSCI Global Sustainability Indices Methodology (June 2013)
MSCI Factsheets
Trends in ESG Integration in Investments (BSR)
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Investors’ say

Innovations in investment indexation have allowed index-tracking
managers to incorporate ESG factors into their investment process.
Index-tracking products can offer investors the opportunity to send
signals to capital markets that sustainability considerations are of
prime importance, without adversely affecting the risk-return
characteristics of an investor’s financial returns.
In essence, it empowers investors to vote with their feet, by investing
only in companies with high sustainability profiles, without
compromising on investment returns.

Old Mutual Investment Group’s
Green awards
s

2011 – Imbasa Yegolide Award:
Socially Responsible Investor of the Year,
Futuregrowth Asset Management

s

2012 – Imbasa Yegolide Award:
Socially Responsible Investor of the Year,
Old Mutual Alternative Investments

s

2012 – African Renewables Deal of the Year*,
Old Mutual Alternative Investments’ IDEAS Fund

s

2013 – Imbasa Yegolide Award:
Responsible Investment Manager of the Year,
Futuregrowth Asset Management

s

2014 – SAHF Housing Project of the Year Award,
Old Mutual Alternative Investments’ Housing Fund of
South Africa’s Karino Lifestyle Estate

*Middle East and Africa Region; by Project Finance International

INFRASTRUCTURE INVESTMENT

INFRASTRUCTURE
FOR
COMMUNITIES

CITY

CITY

CITY

As one of Africa’s largest investors in economic and social infrastructure, Old Mutual Investment
Group is aligned with the vision of the National Development Plan, and contributes to transport,
telecoms, housing and education infrastructure, as well as sustainable agriculture.
SUBURBS
SUBURBS

Notably, we are a major debt and equity participant in the ground-breaking renewable energy
programme (see page 49), which leverages private sector capital to meet the country’s growing
energy demands using low-carbon alternatives.
As a responsible business and investor, for our real asset investments we conduct environmental,
social and governance analysis, and support the application of the Equator Principles with regard
to our debt financing arrangements. In this way, we can make a valuable contribution to our
economy and deliver market-related returns to investors, while being mindful of how our activities
impact the long-term sustainability of the environment and society.
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INFRASTRUCTURE FINANCE

INCORPORATING THE
EQUATOR PRINCIPLES INTO
INFRASTRUCTURE DEBT
FINANCING

Rolf Canto, Head of Project Finance, Old Mutual Specialised Finance
THE EQUATOR PRINCIPLES
A 2003 International Finance Corporation (IFC)-led initiative has been adopted voluntarily by the
majority of banks that arrange project finance debt globally, including all major South African
commercial banks. A project will not reach financial close unless it can show it is (or will be able
to be) compliant with the Equator Principles.

IN A NUTSHELL
s Unlisted debt plays a crucial role in financing infrastructure development, including much-needed power stations
such as solar and wind farms.
s Due to the massive size and scope of infrastructure projects it is vital to assess all possible environmental and social
impacts and plan accordingly.
s Environmental impact assessments are generally completed before funding is sought.
s The application of global standards such as the Equator Principles assures investors and financiers that best
practice is applied.
s Infrastructure projects have a large environmental, social and governance footprint.

T

he unlisted debt market has seen a marked increase in
lending activity towards private sector infrastructure
development, such as long-term concessions covering new
power stations (see page 49). These assets are long-lived
and highly capital intensive in nature and thus require
private investors to raise long-term project finance debt.

ESG is crucial in infrastructure projects

Project finance typically involves long-term lending provided against
the future cash flows of a project. The total gearing in such
transactions can be as high as 70% of a project’s total cost! This
means that debt investors need to conduct a significant amount of
due diligence on all aspects of a project, including environmental,
social and governance (ESG) matters.
By their very nature, infrastructure projects generally have a
substantial ESG footprint as they impact a large stakeholder base.
This includes local communities, who may need to be relocated or
will be affected by a large influx of construction workers and users
of the infrastructure asset once it has been completed, as well as
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the natural environment as a whole. And, as Diane Radley states
in her article on page 1, it is crucial to consider such impacts before
any investment decisions are made.

Global standards

The Equator Principles were developed as a framework to identify
and manage the environmental and social risks of privately financed
projects. The Principles generally exceed the minimum legal
requirements of most countries where the proposed investment is
located, and address all stages of a project.
The risks of each stage of a project are identified before any
construction work commences, and ongoing monitoring and
management systems are put in place to address any impacts over
the life of a project.
Environmental and social aspects are considered from inception,
and throughout the life of the project. A breach of the applicable
loan covenants could lead to a default – a severe consequence of
non-compliance.

INFRASTRUCTURE FINANCE
THE EQUATOR PRINCIPLES
Principle

Description
and actions

1.

Review and categorisation

Project categories:
A: significant impacts
B: limited impacts that can be mitigated
C: minimal/no impacts

Most projects (e.g. renewable energy) are
classified as B. Large-scale mining operations
are typically A.

2.

Environmental and
social assessment

Category A and B projects require a full
environmental impact assessment (EIA).

EIAs are done before finance is sought and
include specialist input, e.g. bat and bird
studies for wind farms.

3.

Applicable environmental
and social standards

Country-specific and mostly:
– IFC Performance Standards*
– World Bank Group Environmental, Health
and Safety Guidelines

General guidelines and industry-specific
guidelines prescribe minimum performance
levels and standards.

4.

Management system
and action plan

Projects must have environmental and social
management systems and action plans in
place for identified issues.

The management system gives effect to the
Principles; the action plan is an agreed
roadmap to address non-compliance gaps.

5.

Stakeholder
engagement

Projects need to show effective and ongoing
stakeholder engagement. This is usually
done during the initial EIA process,
but can continue throughout a
project’s life.

Reports need to be communicated in the local
language and encourage feedback.

6.

Grievance
mechanism

Projects may require a grievance
mechanism to manage and resolve potential
grievances.

These must be tailored to the unique
environmental and social risks involved.

7.

Independent
review

An independent consultant acting for the
bank (i.e. not for the project) needs to assess
all steps for compliance with the Principles.

Project lenders appoint their own adviser to
assist in the due diligence of a proposed
project.

8.

Covenants

Lenders need to include certain minimum
provisions and covenants in loan
documentation, relating to compliance with
the Principles.

These include compliance with local
environmental laws, applicable standards,
action and reporting.

9.

Independent monitoring
and reporting

Projects must be monitored by an
independent consultant working for the
lenders.

Advisers report annually on compliance,
including reviewing data and site visits.

Information and annual reports must be
publicly available.

Equator banks must report annually.

10. Reporting
and transparency

Typical examples

Source: Adapted from the Equator Principles (Source: www.equator-principles.com)
*IFC = International Finance Corporation; in respect of environmental and social sustainability

Old Mutual Specialised Finance (OMSFIN) is an active investor in the South African project finance sector, and engages with the relevant
Equator banks to understand the ESG aspects of potential project investments. As a minimum, all projects need to show Equator
compliance, as this provides comfort that a rigorous framework has been applied in analysing the social and environmental aspects of
a particular project. Our credit review process considers ESG matters and these feed into the final decision to invest. While OMSFIN is
a non-bank financial institution and, as such, not a signatory to the Equator Principles, the Principles are well aligned with the Principles
for Responsible Investing, to which Old Mutual plc subscribes.
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GOING BEYOND RETURNS

DOING GREAT THINGS MEANS
GOING BEYOND RETURNS
Paul Boynton, Chief Executive Officer,
Old Mutual Alternative Investments
IN A NUTSHELL
s Good investment returns and creating a more sustainable future are not mutually exclusive.
s For African development to be sustainable, it must benefit investors and communities over the long run.
s Disciplined investment processes and experienced, passionate teams are essential to deliver both financial and
social returns in Africa.
s An understanding of environmental, social and governance issues is integral to assessing the long-term risks and
opportunities associated with alternative assets.
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T

he Africa investment story is often characterised by the
promise of untapped opportunity in a vast continent that
is set to play a central role in future global growth. But,
what does this mean, and what is needed in order to unlock
this potential to the mutual benefit of the investor, the African
community and the environment?

The story

Our investment thesis for Africa is based on the synergy of attractive
natural resources, a growing and an increasingly urbanised
population, and an improving trend of governance practices at a
sovereign level.
Mineral resources
Commodities are an abiding aspect of the global economy and it
is estimated that around 30% of the global mineral resource
endowment sits in Africa. To access this nascent value requires the
development of economic and social infrastructure, as well as
positive sentiment in the global investor community.
Food security
This is a pressing issue in an increasingly pressurised environment,
and it is estimated that Africa has close to 60% of the world’s
uncultivated arable land. This is significant on many levels, not
least of which is cultivating this opportunity in a manner that ensures
long-term, sustainable yields, not only in terms of produce, but also
with respect to social and financial benefits.

an infrastructure development requirement of US$95 billion per
year for 10 years – with a deficit of around US$50 billion that
cannot be accommodated fiscally and, therefore, needs to be
plugged through private sector innovation.
For this to happen, strong partnerships between private investors,
government departments, financial institutions, industry-related
experts and community leaders are central to developing innovative
real asset solutions that deliver returns to investors and socioeconomic benefits to communities. Alongside this, a disciplined
investment approach that considers environmental, social and
governance (ESG) related risks and opportunities is critical due to
the long-term nature of investing in alternative assets.

The investment case

Not only do real asset and private equity investments have a low
correlation to traditional markets and therefore serve as important
sources of alpha, but they are also an excellent diversifier and a
hedge against listed market volatility. In addition, real assets have
strong inflation protection characteristics with stable, projected cash
flows, and these potentially higher returns compensate for lower
liquidity. Each of our investment streams has dual outcomes –
investment returns for our clients and developmental impact for the
countries in which we operate.

Infrastructure
Investing in economic infrastructure has the social benefits of job
creation and economic enablement – for example, currently, the
Demographics
costs of getting goods to port in Africa are triple the costs of those
A much-cited indicator of Africa’s attraction as the global epicentre
in the developed world. Better transport infrastructure would bring
for economic potential is its attractive demographics. The global
these costs down, to the benefit of everyone in the direct supply
population will increase from seven
chain and, indirectly, beyond. Another
to nine billion by 2050. Of this
example is Africa’s power-generating
“We ensure that our investments capacity, which is equivalent to that of Spain,
growth of two billion people, one
billion will be born in Africa. The
a country with around 50 million people.
have positive outcomes for
working age population in Africa
Our investments in these assets should
our investors and investees,
will exceed that of both India and
form strong inflation protection
China by 2035.
our communities, our environment characteristics, with a projected real return
of 7% a year, plus stable, projected cash
and the future.”
Improving governance
flows, which are well aligned with the
The increase in adherence to the
mandates of pension funds.
democratic process and transparent governance practices over the
last three decades cannot be ignored. Prior to 1990, Africa had
Impact investments
only experienced one democratic change of government. Since
Investors in these funds are far-sighted in that they appreciate the
then, we have seen this happen on over 40 occasions, with the
impact that housing and education development have on the health
most recent feather in the cap of African political transformation
of the broader economy and, thus, the value of their overall
being demonstrated by peaceful handover of power by Goodluck
investment portfolio. After all, every new house is likely, at some
Jonathan after his defeat at the polls in Nigeria’s 2015 elections.
point, to generate the sale of a refrigerator, TV, furniture etc.
This is not lost on the international investor.
So while these investments admittedly do carry a burden of low
liquidity, it is important to note that this is not a return risk, and
So what will it take?
that a new house implies retail growth and that an educated,
Collectively, infrastructure, food security and the secondary economy
salaried person has more demand stimulus to generate.
present a compelling investment case. For example, it is estimated
that elevating infrastructure investment to match the middle income
needs in Kenya and Nigeria has the potential to add between 3%
and 4% to their gross domestic product (GDP) growth rates1,
respectively. And, as stated, we acknowledge that to access these
opportunities requires a collaborative and mutually beneficial
approach to ensure the socio-economic sustainability of the region.
In order for Africa’s potential to be realised, the massive infrastructure
deficit needs a remedy – and rapidly, particularly given the current
high rate of urbanisation. The World Bank estimates that there is

Private equity
Not for the faint-hearted, or the short-term investor, private equity
is an investment arena of exciting potential, with a 3% – 4% return
premium over listed markets over time. In emerging markets, private
equity has a special role to play in growing more robust business,
with all the accompanying social advantages and, ultimately, the
expansion of the African listed universe.
1

PWC: Capital Projects & Infrastructure in East Africa, Southern Africa &
West Africa, 2014
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Crucially, we have the backing of Old Mutual Investment Group’s
professional services, such as compliance, legal and responsible
investment teams. This places us at the forefront when it comes to
identifying investment opportunities overlooked by others for a
variety of reasons, such as high barriers to entry, out-of-favour
industries and mispricing, amongst others.

Strategic alignment

Our investment activities are aligned with the South African (SA)
Government’s National Development Plan (NDP), which is a
comprehensive blueprint of our country’s infrastructure requirements,
with an estimated spend of an impressive R847 billion over the
next three years.
However, even this staggering amount does not address the longterm infrastructure funding gap, which can’t be completely financed
by government in the long term. And this is where the power of
public-private partnerships comes in. SA has established a solid
framework for these as evidenced by our large-scale participation
in the renewable energy project that has been provided by SA
banks and financial institutions, including life insurers, infrastructure
funds and pension funds. Old Mutual has been a significant player
in terms of both debt and equity investments in this programme
(refer to the graphic on pages 49-51). At Old Mutual Alternative

Investments, we are seasoned real asset investors with a team of
over 50 investment professionals. We have deep experience in
originating investments and insight into how to add value to these
investments over the long periods we tend to remain invested in
them.
Through our investments in infrastructure assets and development
impact funds, we contribute to the development of vital socioeconomic infrastructure in a sustainable manner, while delivering
long-term market-related returns for our investors.
And through our private equity investments, we help to grow the
secondary economy through the robust development of private
businesses. This ethos has helped us to position Old Mutual as the
largest private alternative investment manager in Africa, with
around US$5 billion ( R51bn)* invested in socio-economic
projects.
Our real asset experience to date in SA and the rest of sub-Saharan
Africa is extensive and we believe that we are positioned to
actualise the African opportunity in line with a country’s national
development framework for the benefit of our customers and
communities.

*as at December 2014
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ESG CASE STUDY

A FUTUREGROWTH ESG
CASE STUDY

Angelique Kalam, Manager, Sustainable Investment Practices,
Futuregrowth Asset Management
Futuregrowth’s Credit Risk
Strategy includes financial
and non-financial factors

ENVIRONMENTAL

MARKET/
COMPETITIVE

SOCIAL

STRATEGIC

GOVERNANCE

OPERATIONAL

FINANCIAL

IN A NUTSHELL
s ESG screening is a crucial aspect of the
investment process.
s Sustainability is key to understanding risk.
s Engagement is a powerful aspect of gauging opportunity.
s We are able to influence our investment partners to
drive positive change.

A

n effective investment strategy is all encompassing and should not be based solely on the financial assessment of a transaction.
The inclusion of environmental, social and governance (ESG) screening is thus crucial in the assessment of any potential
investment and underpins a sustainable investment case.

Futuregrowth’s responsible investment strategy focuses on integrating ESG factors into the investment process. This includes
investment screening, financial analysis and management engagement. We recognise that in the complex financial environment in
which we operate, there is no one-size-fits-all solution to analysing companies for sustainability issues, and note that there will be
variances in our approach.
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Understanding risk

In order to fully understand the risks associated with an investment
opportunity, we consider a range of investment criteria during the
due diligence process.

Last year, we were considering an investment opportunity presented
by a South African pork producer. We had an opportunity to
engage with this privately owned company on their factory farming
practices and, in particular, on the topic of the humane treatment
of pigs.

Our mandate is to be a long-term funding partner and, as such,
Despite the financial standing of the company in question, our
we view sustainability as key to understanding the risks associated
point of departure for the industry (and this transaction) was our
with a particular investment. For this reason, ESG integration –
support of the principles outlined in the World Organisation for
although a critical measure of sustainability – should not be a
Animal Health and GLOBALG.A.P*.
stand-alone process but should form part
of the larger analysis process.
“As a custodian of clients’ These principles are founded on the ideals
of high standards of animal welfare and good
assets, it is our philosophy agricultural practices.

Unlisted investments

to invest in sustainable
ESG analysis involves performing detailed
As part of our investment due diligence
due diligence on a company’s policies,
businesses.”
process, we took time to understand the
actions and processes. Management
company’s view, policy and practices around
engagement is one of the key ways we assess an investment and
supplier requirements, factory farming standards and slaughter
determine whether the current controls in place support responsible
processes. These were then considered in relation to established
business practices.
standards. In addition to this, we explored sustainable change and
alignment with industry best practice standards for farmed animals
It is for this reason that we structure the majority of our unlisted
for the company itself, and also along the supply chain.
loans internally and thus have dedicated and experienced analysts
who take the time to fully understand a business, and are able to
We concluded our due diligence and credit approval process
successfully negotiate terms that are mutually beneficial to both
towards the end of 2014, with the first draw under the facility
parties. In our experience, these types of investment opportunities
taking place in the first quarter of 2015. The following is a highprovide us with enhanced protection measures, as opposed to the
level summary of the issues considered:
terms available to investors in the listed market.
Case study
Concern

Welfare issues

Good practice

Space and foraging
needs for dry sows

- Bar biting due to chronic hunger
- Sham chewing from boredom and hunger
- Excessive drinking and tongue rolling due to
frustration

- Provide more space and keep sows in natural groups
- Provide access to rough forage such as straw, earth or
pasture to give them something constructive to do
- Green material improves quality of meat

Space and nesting
needs of farrowing
sows

- Piglet crushing because sows are large
- Separating piglets from sow prevents bonding
and sow may savage them later
- Limited space to build nest delays birth and
increases risk of still-born births

- Breed sows with mothering ability
- Provide sufficient space for nesting to allow sow to
manoeuvre
- Provide plenty of bedding material for nesting
and warmth
- Safety areas for piglets

Avoiding tail-biting
in growing pigs

- Overcrowding and boredom cause growing
pigs to bite tails
- Tail docking after birth is painful

- EU regulations: reduce crowding and enrich the
environment before docking tails
- Provide objects such as footballs and chains to limit
boredom in the growing pigs
- Provide ropes, straw, rice holes, ground, and peanut
husks to prevent boredom

Source: Futuregrowth Asset Management

Supporting high standards

It is our philosophy to invest in sustainable businesses on behalf of our clients. Furthermore, we believe that we should be a long-term
partner, and as such we believe that given our role, we are able to influence our investment partners to consider all aspects of their
business practices, particularly if some processes do not measure up to “best practice”. Futuregrowth is committed to managing its
investments in a responsible and sustainable manner. In doing so, we believe that we are able to contribute positively to the long-term
success of our business and deliver on our client promise to provide sustainable returns that contribute to pension funds’ long-term return
objectives, risk tolerances and mandates.
*G.A.P: Good Agricultural Practice
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MINING REHABILITATION
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POST-MINING IMPACTS
1

Acid mine water levels:
1a. maintained by dewatering pumps during mining
operations
1b. after stoppage of pumps (flooding)

5
2

Flooded land after pump stoppage

3

Collapse of galleries

4

Surface damages

5

Mine galleries

6

Post-closure artisanal miners

THE CHALLENGE OF
MINING REHABILITATION
John Gilchrist, Joint Head of Customised Solutions and
Nicky Holtzhausen, Actuary
IN A NUTSHELL
s Remaining economically competitive while meeting social and environmental obligations is a challenge for
mining houses.
s Proposed regulations stipulate more stringent terms around financial provision for closure and rehabilitation,
including mandatory capital guarantees for rehabilitation trust investments.
s It is vital that, despite the capital guarantee requirement, mining companies still look to maximise the returns on
their rehabilitation trust investments.
s Mining houses should partner with investment managers who have a track record of maximising returns on capital
guaranteed investments.
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T

he mining industry has been the socio-economic bedrock
Informal mining and labour issues
of South Africa (SA) for over 100 years. However, it is
Artisanal miners from local communities continue to exploit the
only in recent decades that the issue of rehabilitating the
resources of abandoned mines. These activities fall outside the
environment around
ambit of the mining legislation, and are likely
decommissioned and abandoned mines
“...water issues do not only to increase the environmental impact, and
has increasingly come under the spotlight.
thus the extent of unfunded liabilities. To
impact the health and
This is largely due to the pervasiveness of
sustainability of affected compound the situation, labour disputes within
the sustainability megatrend.
mining industry have been widely reported.
local communities and land, the
These matters, while needing to be resolved
Environmental rehabilitation is based on
they also affect the broader at a humanitarian level, add to the many
the principle of “polluter pays” and is a
sustainability of business in challenges that mining houses need to balance
costly, complex and lengthy process.
and resolve, while remaining economically
South Africa.”
However, the reality is that in certain cases
viable.
funding has not always been set aside for
these costs, with some mining houses liquidating and leaving the
Intended legislation
state to foot the bill for the clean-up costs. But, proposed regulations
As evidenced in the aforementioned draft regulation, SA legislators
in the National Environmental Management Act (NEMA) will, if
take the environmental and social impacts of mining activities very
they come into effect, have significant implications for mining
seriously. However, there remains room for improvement in certain
houses and how they approach environmental rehabilitation.
areas. Currently, the issuance of mine closure certificates is rare
due to the unquantifiable nature of liabilities and also some
Not so much new, just tighter
uncertainty as to what are deemed to be appropriate standards
While it is not new that the onus is on mining houses to rehabilitate
of rehabilitation.
the environment on closure, the draft regulation aims to refine the
process. The costs of environmental impact management must be
No certificate means that, if the assets earmarked for rehabilitation
accurately scoped and provided for, annually and throughout the
are held in trust, they will not be released. This has resulted in
life of the mine in perpetuity, “as and when
mining houses becoming increasingly
any latent impacts of mining activity arise,
reluctant to make investments in trusts,
“...we believe that a
including the pumping and treatment of
preferring to rely instead on closure
philosophy of regular
polluted or extraneous water”,
guarantees combined with ongoing
regardless of any in-hand mine
contributions to a moderate maintenance/rehabilitation.
closure certificate that has been issued.
risk rehabilitation fund, with
proposed regulation not only details
capital guarantees in place, The
In addition, it is proposed that from the
what constitutes an accurate environmental
makes financial sense.”
date of issuance of prospecting rights,
risk assessment and what is required of a
permit holders have 15 months to assess
rehabilitation plan – which must include the
these costs and to put in place accurate
full scope of the intended financial provision – but also stipulates
financial provision for rehabilitation – failure to comply will carry
three options for financial provision.
stiff penalties.
Assessing the problem
But, before we consider the investment implications, let’s take a
Quantifying the liability associated with rehabilitating abandoned
look at the challenges faced by SA mining houses and then, more
mines is dependent on a number of variables and inputs. Major
importantly, what support structures they can access in order to
mining houses have the financial resources to employ consultants
help them meet their obligations.
and teams of experts to investigate the factors impacting the cost
of environmental rehabilitation. In some cases, indicative numbers
have been calculated and accepted. However, it is generally
Water, land and people
acknowledged that the actual costs lie within a range. Some
When it comes to environmental, social and governance (ESG)
mathematical models have been developed and refined, but variables
issues, probably the most pressing point is the impact that mining
that relate to mine-specific factors remain a difficult issue. So the
operations can have on potable water, which is one of our most
fact that regulation may soon call for more accurate and regularly
valuable future commodities and to which access is enshrined as
audited rehabilitation and decommissioning costs poses an interesting
a human right in the South African Constitution.
conundrum.
The media has highlighted the much-documented acid mine
Making financial provision
drainage issue, where water pumping is used to prevent the
Broadly speaking, there are various methods that will be deemed
water table from rising to a point where it impacts the drinking
acceptable for financial provision under the proposed regulation.
water of the local communities. But water issues do not only
These are one of, or a combination of, a trust, a premature closure
impact the health and sustainability of affected local communities
guarantee, or a deposit into an account specified by the Minister
and land, they also affect the broader sustainability of business in
of Mineral Resources, to whom all interest accrues. This provision
SA. Thus, the issue of contaminated water extends from being a
must be audited regularly to ensure alignment with the annually
geo-social issue to becoming an economic imperative. The financial
assessed liabilities at all times, with a period of 30 days to remedy
cost of addressing this issue is currently under investigation and
any deficit.
the numbers that have been quoted in the press may be understated.
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Premature closure guarantees are essentially insurance against
shortfalls in the financial provision, and are issued by banks and
insurers, both of which require the back-up of investment collateral.
They are generally used to provide for premature rather than final
closure and become challenging to arrange when a mine is near
its closure date and/or insufficient assets have been set aside for
rehabilitation.
An excessive reliance on premature closure guarantees instead of
assets held within a trust could have a significant impact on the
availability of resources to effect rehabilitation in the event of the
liquidation or failure of a mining company.
However, many mining houses prefer premature closure guarantees
due to the historical difficulty in obtaining a mine closure certificate,
without which assets held in trust for rehabilitation will not be
released.
In light of the difficulty of quantifying actual costs, as well as the
stipulations regarding financial provision, we believe that a
philosophy of regular contributions to a moderate risk rehabilitation
fund, with capital guarantees in place, makes financial sense and
can help to provide efficiently for any growth in the closure liability.

How asset managers can help

Against this backdrop, asset managers have a dual role to play
when it comes to the South African mining sector:
s Duty to investors: When it comes to the valuation of mining
shares, applying the ESG lens is essential. This should
extend to include analysing their financial provision for
rehabilitation. If unplanned for, this significant event may
materially impact the mining operator’s bottom line, and thus
the performance of an investment portfolio holding shares
in the mining operator.
s Duty to mining houses: To provide investments that enable
them to comply with the proposed regulations, while helping
them to address the dual requirement of capital growth and
capital guarantees.

Managing the capital

Due to existing regulations, most mining houses will already have
some financial provision in place and can then opt for the
combination of a premature closure guarantee of the shortfall
(between the liability and the assets held in trust) and a trust that
must, according to the provisional regulation, make investments in
instruments that offer an explicit capital guarantee.
Despite the requirements for a capital guarantee, ideally the assets
within the trust should also offer inflation-beating returns. This
would result in the shortfall between the liability and assets held
in trust reducing over time. When it comes to selecting a fund in
which to invest, due to all the variables involved, an experienced
investment manager in combination with a bank or an insurance

company can meet the dual objectives of inflation-beating returns
and a capital guarantee.

LIABILITY

=

PREMATURE
CLOSURE
GUARANTEE
OF SHORTFALL

TRUST ASSETS

+

Reduces over time
as trust assets grow

Increase over time
on the back of
returns and
contributions

It is important for companies (and regulators) to be aware of the
timing and liquidity aspects associated with various capital
guaranteed investment options.
For many of these investments, the capital guarantee only applies
if the investment is held to maturity, which can range from five
years for a capital guaranteed equity-linked note to 20+ years for
a bond. This means that before maturity significant losses can be
incurred. This has negative implications for the regulation’s intended
aim of ensuring sufficient assets are available to cover the
rehabilitation costs, especially in the event of premature closure.
DRAWDOWN HISTORY OF TYPES OF CAPITAL
GUARANTEED ASSETS/INVESTMENTS
Period 1 June 2004 to 31 December 2014
Instrument

Maximum Drawdown*

Bonds
Inflation-linked bonds
Equity-linked note (with guarantee)

-10%
-10%
-44%

*It measures the largest single drop from peak to bottom in the
value of the asset.
Sources: Bloomberg; Old Mutual Investment Group

The use of bespoke investments which, amongst other things, could
have capital guarantees applying over shorter periods of time can
help to minimise the potential losses during the capital guarantee
term.

How Customised Solutions can help

For 10 years Customised Solutions, in conjunction with Old Mutual
Life Assurance Company of South Africa, have offered mining
houses bespoke investment solutions – frequently based on a mineby-mine liability modelling exercise and risk analysis – that:
s are capital guaranteed quarterly or annually, with dramatically
lower maximum drawdowns than those shown for other capital
guaranteed assets/investments in the table above;
s are liquid; and
s deliver inflation-beating returns over the medium to long term.
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SHOULD LONG -TERM ASSET
MANAGERS WORRY ABOUT
CLIMATE CHANGE?
Professor Bob Scholes, Professor of Systems Ecology,
University of Witwatersrand

IN A NUTSHELL
s
s
s
s

L

Climate change is a long-term risk factor.
Investors should be aware that all major sectors are affected.
Attuned asset managers will find opportunity within this context.
A narrow view of company valuations will prove deleterious for shareholders in the long term.
ong-term asset managers are alert to trends that potentially
have material effects on their investment strategies and
assumptions. Do climate change and the changes in policy
likely to be associated with limiting climate change fall into
this category?

Following the publication last year by the Intergovernmental
Panel on Climate Change of its 5th Assessment Report
(www.ipcc.org), there can be no reasonable doubt that the
global climate is changing due to human actions – and will
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continue to do so throughout the 21st century. Furthermore, the
changes will have highly material consequences worldwide for
virtually all sectors and markets. Thus asset managers will be
failing in their duties if they do not pay attention to the issue.
The effects of a changing climate are already apparent in many
respects. For instance, there has been a steep increase in life
and property losses due to severe weather. For at least the next
40 years, the impacts of climate change will become more
severe, typically in a steepening, “non-linear” way.

CLIMATE CHANGE
The sensitivity of many other sectors to the climate is indirect. For
In other words, simple linear trend extrapolation, such as is typically
instance, the manufacturing, mining and
used in making investment decisions, can
service sectors are critically dependent on
seriously underestimate the impacts.
“Climate change brings
the availability of good-quality water, either
The non-linearity of climate change has a
number of underlying causes:
opportunities in the energy for their own consumption or for generating
power. Freshwater supplies are
markets, including vehicle, electrical
precarious in many parts of the world,
s First, the fundamental driver – emissions
aircraft and railway
including South Africa. As a rule of thumb,
of greenhouse gases – continues to
climate change makes already-dry countries
accelerate, despite the modest efforts
manufacturers
with
more
even more vulnerable to water supply
made to reduce them. Current emissions
efficient technologies.”
insecurity.
lie at the top of the range of scenarios
developed for the 21st century.
s Second, the Earth’s climate system (which includes not only
the atmosphere, but also the oceans and the land surface)
is “complex”. This means that even a steady increase in
greenhouse gas emissions translates into a highly unsteady
outcome. An example is the slowdown in the rate of the warming
of the atmosphere over the past decade. This is a temporary
“hiatus”, similar to previous apparent pauses over the past
century, and will be compensated for by rapid warming when
it ends. It is caused by a reorganisation of circulation in the
deep oceans, which are the main heat
store in the global climate system.

Stranded assets

The arithmetic of the global carbon budget is inexorable. The
cumulative rise in the global mean temperature since the beginning
of the Industrial Age is proportionate to the cumulative carbon
dioxide CO2 emissions since that time.

If the world is to stay below any given threshold of acceptable
temperature increase, there is a corresponding maximum permissible
cumulative carbon emission. The current negotiations, culminating
in Paris in late 2015, are striving to limit the global average
temperature change to less than 2 oC relative
to
the early industrial period; this would
“The trend is for a
translate into an approximately 4oC rise in
rebalancing...away from the interior of Southern Africa.

An extreme example of this kind of
unsteadiness is a climate
dominance by the energy
system “tipping point”, where change is
graphic shows the cumulative “carbon
majors, to a more cautious This
not only sudden, but may be irreversible
budget”. In order to have a two-in-three
in the human timeframe. The Earth is
position, largely led by the chance of staying below 2oC, the maximum
close to several such potential tipping
cumulative CO2 emission is 2 900 billion
investment sector.”
points, the exact trigger levels of which
tonnes, of which the world has already
are very hard to know. For example, we
emitted 1 900 billion tonnes. The total known
may already have passed the limit for the complete melting
fossil fuel reserves are several times higher than this limit. It is thus
of the Greenland ice cap; or we may still have a degree or two
inescapable that the major part of known oil, gas and coal reserves
of margin.
will need to remain unexploited if dangerous levels of climate
s Finally, changes in the average climate are amplified in
measures of climate variability and extremes, which are the
aspects of interest to engineers, farmers and the insurance
sector. Thus, for instance, a fractional increase in the mean
annual rainfall translates into a several-fold increase in the risk
of floods. Risk is the basis of the insurance business model and
known increasing risk is not in itself a problem. However, an
unstable and unpredictable risk profile makes it difficult to
construct affordable and profitable insurance products, design
long-lived infrastructure, and invest in climate-sensitive sectors.

change are to be avoided.

The 2oC impasse!
Emissions from total known
fossil fuel reserves =

4-7 times
more than the budget

Sector sensitivity

Sectors with a direct exposure to the climate – such as agriculture
or forestry – are more obviously affected by climate change.
Already, there are more locations showing a depression in
agricultural yields that is attributable to climate change than those
that are showing enhancements. In many areas, and especially the
tropics, it is the rising temperature that is most deleterious, rather
than changes in rainfall.
Tree mortality is increasing worldwide for a variety of reasons,
many directly or indirectly linked to global warming. In some places
the mortality is sufficiently extensive to be visible as forest dieback,
which is often accompanied by pest outbreaks and fire.

Total carbon budget =
2 900bn
tonnes CO2
Current
cumulative carbon
emissions =
1 900bn
tonnes CO2

we have 1 000bn
tonnes CO2 left

This finding is particularly problematic for companies whose
valuation is implicitly based on the fossil fuel reserves they control.
In the long term, these assets are likely to be overvalued.
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insecurity during the 21st century, exacerbated by and interacting
with climate change, trigger large-scale social conflict. In this case,
Climate change brings investment opportunities as well. Companies
trade and financial markets will become highly vulnerable.
in the renewable energy or energy efficiency markets are likely to
The investment community worldwide is
benefit, including vehicle, aircraft and railway
“Asset managers would be carefully assessing the short- to mediummanufacturers with more efficient
term benefits they get from current
technologies.
failing in their duties if they investment in the sectors driving global
change against the long-term risks to their
did not pay attention
There will need to be infrastructural investment
entire portfolio associated with large global
for coastal protection, urban climate proofing,
to the issue.”
temperature increases. The trend is for a
flood control and water security. Some
rebalancing of the “voice of the business sector” in the climate
geographical locations will become relatively more favourable for
change negotiations; away from dominance by the energy majors,
agriculture and forestry than others. A worst-case scenario is that
to a more cautious position, largely led by the investment sector.
the triple challenges of growing food, water scarcity and energy

Investment opportunity

Cumulative total anthropogenic CO2 emissions from 1870 (GtCO2)

2100

SOME TERMS EXPLAINED
Carbon dioxide = CO2
Gigatonne of CO2 (GtCO2) = 1bn tonnes CO2

2100
2050
2050
2050
2050
2100
2030
2030
2010
2000
1950
1980
1890

2100

RCPs (Representative Concentration Pathways)
These are emission scenarios for greenhouse gases over
the 21st century. There are four, which lead to different
amounts of global warming by the end of the century.
– RCP8.5 assumes virtually no action to reduce emissions.
– RCP6.0 and RCP4.5 assume medium and strong
mitigation efforts, with a gradual start, and may just
keep the temperature below 2oC.
– RCP2.6 assumes immediate and radical emission
reductions to keep temperature rise below 1.6oC.
RCP2.6

Historical

RCP4.5

RCP range

RCP6.0

1%/yr CO2

RCP8.5

1%/yr CO2 range

This graph shows the relationship between cumulative carbon dioxide emitted through human activities since 1870 and the increase
in the global mean temperature since that time. The solid black line with dates up to 2010 represents observed historical data and the
coloured lines are various emission scenarios for the 21st century. The orange band is the uncertainty range. The thin grey line and grey
band are for hypothetical model runs assuming a 1% per year increase in CO2 emissions (lower than has been recorded since 2000),
showing simply that the near-linear relationship between CO2 emissions and temperature rise is robust to a wide range of emission
assumptions. [Source: IPCC 5th Assessment Report, Working Group 1 Summary for Policymakers, Figure SPM 10].
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We believe that South Africa needs investment-grade
climate policies
While understanding that science is not 100% conclusive, Old
Mutual Investment Group is supportive of the emerging scientific
consensus on human-induced climate change, and we believe that
it warrants the “precautionary principle” approach.
This means that, in the absence of certitude as to whether humanreleased greenhouse gasses (GHG) do not negatively impact climate
stability, society should limit GHG emissions until such time that
we can demonstrate that they absolutely do not.
Further, we think that, as the South African (SA) economy is
founded on low-cost, carbon-intensive energy, in order to remain
globally competitive, a strategy to decarbonise our economy is
needed, and that it should be in line with what science suggests,
which is close to zero carbon emissions by 2050.
In this light, SA needs climate-grade investment policies that
incentivise private sector participation that is conducted in a manner

is sensitive to the
structure of
our economy
and likely impacts

that meets national objectives as outlined by broader economic
policy, such as the National Development Plan and the Strategic
Infrastructure Programme, amongst others. Currently, SA’s renewable
energy programme provides a good example of a Government
run initiative that has effectively leveraged private sector finance
towards low-carbon energy production.
Key to setting investment-grade climate policy is defining a National
Carbon Budget, or transition pathway, that is aligned with global
CO2 reduction efforts, while still recognising that, as a developing
country, we need sufficient “carbon headroom” to grow.
Along with this, finding a mechanism for introducing the price of
carbon into the economy will be important. One such approach
is the use of a carbon tax – however, this should be done in a
manner that:

is gradual,
with clearly
defined targets
and goals

appropriately
manages
electricity
price shocks
drives both
business
and consumer
behaviour

drives growth
of alternative
energy sector
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OLD MUTUAL INVESTMENT GROUP

INVESTING IN
TOMORROW

R1.5bn
Figures as at December 2014
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SA RANKS IN GLOBAL TOP 10

C

limate change is one of the most hotly debated topics
in the world, as policymakers and industry grapple
with the grave implications of a planetary fever. Some
deny that it is even an issue, while the scientific
community and environmentalists assert that global carbon emissions
must be reduced by 80% by 2050 if we are to avoid an atmospheric
o
temperature rise of more than 2 C.
Two degrees is the temperature that scientists have identified as the
ceiling for a “business-as-usual world”. With this maximum in mind,
countries around the world are increasingly turning to renewable
sources of energy to supplement and, eventually, replace fossil fuels,
namely solar, wind, hydro and biogas. And, while South Africa
(SA) is largely reliant on coal, it has ranked in the global top 10
countries for clean energy investment for two consecutive years
(2012 & 2013). This is thanks to the SA Government’s Renewable

Old Mutual is a prominent contributor

Energy Independent Power Producer Procurement Programme
(REIPPPP), which involves both the financing of and investment in
renewable energy plants by large financial services institutions,
private equity investors, big business and state-owned entities.
Bidding for the first round of tenders took place in 2011 and the
programme is now in its fourth year, and the results of the fourth
phase of tenders were announced on 16 April 2015, with more
pending in June 2015.
All projects have socio-economic development requirements, such
as job creation, local ownership and enterprise development. These
initiatives are intended to benefit communities located within a
50km radius of the project. The graphic overleaf highlights the
scope of the renewables programme and Old Mutual’s participation
in it.

What?
Watt vs watt hours:

League table

2013 Total Investors
1st Standard Bank Group Ltd
2nd Old Mutual plc
3rd Investec

$4,506m
$490m
$490m
$299m

s Watt (W) = the unit that measures instant power usage.
s Watt hour (Wh) = power usage over time.
E.g.: A 200 W light bulb will use 200 W when it is
turned on and 400 Wh of energy if it is left on for 2 hours.
s Kilowatt (KW) = 1 000 MW
s Megawatt (MW) = 1 million watts
s Gigawatt (GW) = 1 billion watts (1 000 MW)

Source: Bloomberg New Energy Finance

Prominent shareholders in renewables programme
Rounds 1-3
No. of projects per shareholder

18
16
14
12
10
8
6
4
2
Solar Reserve

Kurisani

Intikon

Scactec Solar

PIC

Innowind

Globaleg

Gestamp

Genesis

Evolution One

Bioterm/BTSA

ABF

Standard Bank

Thebe

Mulilo

Mainstream

Enel

FMO

DEG

Old Mutual

IDC

Note: This graph represents equity participation only, debt funding participation is not reflected.
Source: PPAIF South Africa’s REIPPPP Success Factors and Lessons 2014

Community benefits: a case study
One of our larger projects is the Cookhouse Wind Farm located
in the Eastern Cape.
s Environmental impact: It has a generation capacity
of up to 138.6 megawatts (MW) of renewable electricity,
enough to power 150 943 low-income homes and an
implied carbon offset of 379 776 tonnes a year.
s Social commitment: Local content expenditure through
procurement from local suppliers = R168 million to date.
The communities are also shareholders in our projects,
with community trusts benefiting from income generated
over the lifespan of each project (20 - 30 years).

How many homes can the
programme power?
This varies according to the average energy production of an
energy plant and average household consumption.
s An energy plant’s output depends on the availability
of its source, e.g. wind or solar, and therefore it will
not operate at maximum capacity 100% of the time.
s Household consumption varies according to socioeconomic (house size; appliances used) and
environmental factors (temperatures). Let us say that
the “average” household uses around 600 kW
(0.6 MW) per month, or 7 200 kWh (7.2 MW) per annum.
The ±4 322 MW* of the first three rounds of the programme
will produce ± 5.5 million MWh a year, which could power
around 1.3 million average households.
*Calculation: 4 322 MW x 365 days x 24 hours x 25% capacity
factor/7.2 MW *Department of Energy press release 16 April 2014
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SOUTH AFRICA’S RENEWABLE
ENERGY INITIATIVE
ROUNDS 1-4 TOTAL NATIONAL MW: 5 243 MW
PROJECTS ROUNDS 1 – 3
OLD MUTUAL PARTICIPATION: 2 461 MW*

ROUND 4
(NOT STARTED YET)

TOTAL
PLANTS

OF WHICH
OLD MUTUAL*

WIND FARMS

22

15

5

SOLAR POWER

40

20

6

2
1
1

1

1

N/A

N/A

N/A

1

ENERGY TYPE

SMALL HYDRO
LANDFILL GAS
BIOMASS

NORTHERN CAPE

Map:
in key symbol = Old Mutual participation;
black symbol = round 4 project
*Old Mutual contracted capacity MW participation with partners

WHAT HAPPENS AFTER 2OC?
At a global level, research suggests that the frequency
of the following phenomena is likely to increase:
s
s
s
s
s
s
s

Extreme weather – wild fires, hurricanes
Rising sea levels
Desertification
Failing crops
Water shortages
Human migration
Ultimately, mass extinctions

This will create significant challenges, given the risks
of food and water security, and habitat viability.
Sources:
s Total rounds 1-4 MW: Minister of Energy’s 2015/16 Policy and Budget Speech
19 May 2015
s Old Mutual Investment Group participation: in-house and AIIM
s Project locations: illustrative only and derived from SA Renewable Energy IPP Procurement
Programme: Success Factors and Lessons. May 2014. Prepared by University of Cape
Town, the World Bank Institute and the Private Infrastructure Development Group
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WESTERN CAPE

LIMPOPO

Carbon offsetting is an
activity whereby an entity
(e.g. a country or company)
reduces or offsets its carbon
emissions through funding
programmes that reduce its
overall emissions.

MPUMALANGA
NORTH WEST

GAUTENG

FREE STATE

KWAZULU-NATAL
LESOTHO

EASTERN CAPE

Our Managers: Old Mutual Investment Group participates in the programme via three of its investment boutiques, namely
Old Mutual Alternative Investments, Old Mutual Specialised Finance and Futuregrowth Asset Management, as well as via
African Infrastructure Investment Managers (AIIM), a joint venture with the Macquarie Group.
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SOUTH AFRICA THE ISLAMIC FINANCE
GATEWAY INTO AFRICA
Saliegh Salaam, Portfolio Manager, Customised Solutions

IN A NUTSHELL
s The appetite for South Africa (SA)’s first sukuk was massive and the book was oversubscribed.
s Sukuks are a bond substitute for Islamic investment funds.
s The SA government’s sukuk enables capital from the Middle East to invest in SA – providing welcome
foreign inflows.

Shari’ah principles

Islamic investment funds may not invest in or be exposed to:
s interest-based money lending transactions, e.g. the activities of banks and lending institutions. This means that no conventional
money market or bond investments may be used.
s the shares of companies whose core business constitutes non-permissible activities such as:
s conventional insurance business in any form in terms of insurance legislation, including intermediaries and brokers connected
therewith
s embryonic or stem cell research and cloning
s the manufacture, sale and distribution of alcoholic beverages at all levels of trade
s nightclubs, pornography and gambling, including companies with interests in casinos
s the sale of non-Halaal food stuffs.

Photography of Midrand Mosque, courtesy of Naeem Mayet.
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E

thical investing is an investment style that aims to align the
SA is a gateway to Africa
investment philosophy of a fund with the investor’s ethical
The previous SA Finance Ministry, as well as current Government,
beliefs, while at the same time delivering appropriate riskhas been very clear about their intention to establish SA as the
adjusted returns. This generally includes a screening process
gateway for Islamic finance into Africa. The reason for this is that
that excludes, or includes, certain types of instruments.
SA has the best financial infrastructure across the continent. Global
Islamic investment funds invest according to Shari’ah principles,
investors can therefore be assured that the Islamic finance
which provide a spiritual and an ethical framework. These investments
infrastructure will be as reliable as traditional finance structures.
are overseen by a Shari’ah Board that comprises Islamic clerics
As such, there is a general push by the SA Government to leverage
and ensures that each investment decision complies with Islamic
SA’s sophisticated financial and regulatory
principles. One of the key challenges
to access the African opportunity,
“Shari’ah principles are a infrastructure
a Shari’ah fund manager faces is the
with a continent whose population is almost
generation of income in the low-risk
spiritual and an ethical
50% Muslim. Therefore, there is a natural
space, as interest income is not
demand for Shari’ah-compliant products across
framework.”
permitted in a Shari’ah-compliant fund.
the entire continent and the expectation is for
And this is where sukuks come into play. Essentially, they are a
this to increase. Given the abovementioned factors, SA is perfectly
bond substitute because, instead of paying investors a debt-based
positioned to play a meaningful role in this regard.
interest income, they offer partial ownership of a real asset, e.g.
infrastructure, and the investor collects distributions as a rental
Small, yet powerful
income, which is permitted.
Looking closer to home, SA’s own Muslim population, as the
naysayers have pointed out, is rather small. However, despite being
a minority, it is an economically powerful group. Shari’ah-compliant
SA’s first sukuk: an economic issue
banking deposits are valued at around R7 billion alone, while there
The South African (SA) Treasury issued a US$500 million Islamic
are R18 billion worth of funds in Shari’ah-compliant unit trusts. The
sukuk in 2014, which prompted much debate in the global financial
country has thus seen definitive growth in institutions offering these
sector, with some asking whether it was a relevant move for SA to
ethical products and SA has established itself as one of the pioneers
make. Questions were focused on SA’s lack of strong Islamic ties,
in Shari’ah-compliant offerings in Muslim minority regions.
its Islamic finance ambitions and the issue of pricing. Notwithstanding
the debate surrounding the issue, SA’s maiden sukuk was well
Another important point to consider is that Shari’ah products are
received. It was oversubscribed by four times, clearly indicating
not confined to Muslims alone. You only need to look at the current
there was demand – and potential – for an instrument of this kind
offerings extended by mainstream retailers to see that there is a
in SA and probably on the broader continent too.
growing trend towards ethical consumption, led by demand from
a more socially and environmentally aware consumer. As a result,
When you unpack the criticism levelled at SA’s decision, as a nonthe ethical framework of Shari’ah investment products is gaining
Muslim country, to issue a Shari’ah investment vehicle of this size,
an increasingly broader appeal, as investors start to look beyond
it is important to note that issuance was not motivated by the
pure financial value metrics to include noncountry’s Islamic ties but rather its
quantifiable measures, such as ethics, as an
economic rationale. As a cash-flush
region, the Middle East and Gulf countries “The issuance of the first SA additional layer to performance. For the global
are considered among the wealthiest
sukuk has an economic investor, the SA-issued government sukuk offers
diversified funding sources. In addition, given
regions in the world, with some of the
imperative.”
the asset-backed nature of these products, together
largest sovereign wealth funds and some
with their distinctive structuring, sukuks tend to
of the highest gross domestic product
have relatively low correlations to other asset classes, offering
(GDP) per capita figures in the world. In addition, the economic
diversification benefits for investors.
outlook for these regions is promising given low population growth
relative to huge oil and energy reserve surpluses. As a result, global
Together, this all makes for a powerful case in favour of coming
investors believe there are significant opportunities in the region
to market with appropriately structured products for the investors
and are keen to tap into the surplus liquidity of the region.
in this region – irrespective of a country’s Muslim ties or status as
a developed or an emerging market.
With this in mind, Islamic finance is increasingly becoming a
“condition” of doing business in the Middle East, and creating a
What is a sukuk?
Shari’ah investment vehicle – in this case a sukuk – as a means of
In a Shari’ah-compliant investment portfolio, a sukuk serves
gaining access to the surplus liquidity in the region by offering a
the same purpose as a bond, but does not entail debt ownership
product that adheres to the Islamic finance principles of the region’s
or the payment of interest income. And while sukuks can vary
Muslim investor base.
in structure and application, simply put, a sukuk is a special
purpose vehicle that, just like a bond, has an issuer, in this
The issuance of the sukuk took place at a critical time for SA, with
case SA Treasury, and investors who buy portions of the sukuk.
the Treasury needing to refinance $14.4 billion of debt over the
The pool of investor funds is then used by the issuer to invest
next three years. By 2017, SA’s debt is expected to be at 48.3%
in real assets such as infrastructure projects, and investors
of the country’s GDP. The sukuk issue thus enabled Treasury to tap
share in the cash flows and risks associated with the underlying
into a region that has excess capital and thus externally fund a
investments.
portion of SA’s debt, diversifying the country’s sources of funding.
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CONTACT DETAILS
JANINA SLAWSKI
Head of Institutional Distribution
jslawski@oldmutualinvest.com

JON DUNCAN
Head of Sustainability Research and Engagement
jduncan@oldmutualinvest.com

www.oldmutualinvest.com

Arjowiggins Cocoon Silk. Inspired by Green Technology.
Cocoon Silk 100% recycled (PCW) coated papers are FSC 100%. Recycled certified, endorsed by Forest Ethics, NAPM – National Association of Paper
Merchants, The European Ecolabel, ISO 14001 – International Environmental Management Standard, ISO9001 Quality Management System and ISO 9706
Age Resistant Standard suitable for archives certified. It is PCF (Process Chlorine Free) made without Chlorine. Arjowiggins has pioneered a unique process of
producing high quality de-inked pulp. The recycled pulp undergoes three separate cleaning loops specially designed to effectively de-ink the paper without the
use of chlorine, resulting in an extremely environmentally friendly process. This reduces CO2 emissions by 55% in comparison to incinerating the paper or
sending it to landfills. Recycling paper ensures that the life span of the waste paper can be extended and energy saved as we fight global warming and reduce
and delay the impact of carbon emissions. Local communities have benefited through job creation by means of collecting the 191 000t of waste paper every
year from the surrounding areas. 650kg of recycled paper is produced from one ton of waste paper and the residual is used in the construction industry.

Old Mutual Investment Group (Pty) Limited
Physical Address: Mutualpark, Jan Smuts Drive, Pinelands 7405
Telephone number: +27 21 509 5022
Regulatory information
Old Mutual Investment Group (Pty) Limited (Reg No 1993/003023/07) is a licensed financial services provider, FSP 604, approved by the Registrar of Financial Services
Providers (www.fsb.co.za) to provide intermediary services and advice in terms of the Financial Advisory and Intermediary Services Act 37 of 2002 (FAIS). Market fluctuations
and changes in rates of exchange or taxation may have an effect on the value, price or income of investments. Since the performance of financial markets fluctuates, an investor
may not get back the full amount invested. Past performance is not necessarily a guide to future investment performance. The investment portfolios may be market-linked or
policy based. Investors’ rights and obligations are set out in the relevant contracts. Unlisted investments have short-term to long-term liquidity risks and there are no guarantees
on the investment capital nor on performance. It should be noted that investments within the fund may not be readily marketable. It may therefore be difficult for an investor to
withdraw from the fund or to obtain reliable information about its value and the extent of the risks to which it is exposed. The value of the investment may fluctuate as the
value of the underlying investments change. In respect of pooled, life wrapped products, the underlying assets are owned by Old Mutual Life Assurance Company (South Africa)
Limited, who may elect to exercise any votes on these underlying assets independently of Old Mutual Investment Group. In respect of these products, no fees or charges will
be deducted if the policy is terminated within the first 30 days. Returns on these products depend on the performance of the underlying assets. Disclosures: Personal trading
by staff is restricted to ensure that there is no conflict of interest. All directors and those staff who are likely to have access to price sensitive and unpublished information in
relation to the Old Mutual Group are further restricted in their dealings in Old Mutual shares. All employees of the Old Mutual Investment Group are remunerated with salaries
and standard incentives. Unless disclosed to the client, no commission or incentives are paid by the Old Mutual Investment Group to any persons other than its representatives.
All inter-group transactions are done on an arm’s length basis. We outsource investment administration of our local funds to Curo Fund Services (Pty) Ltd, 50% of which is
owned by the Old Mutual Investment Group.
Disclaimer: The contents of this document and, to the extent applicable, the comments by presenters do not constitute advice as defined in FAIS. Although due care has
been taken in compiling this document, Old Mutual Investment Group does not warrant the accuracy of the information contained herein and therefore does not accept any
liability in respect of any loss you may suffer as a result of your reliance thereon. The processes, policies and business practices described may change from time to time and
Old Mutual Investment Group specifically excludes any obligation to communicate such changes to the recipient of this document. This document is not an advertisement and
it is not intended for general public distribution. The information herein does not constitute an offer to sell or a solicitation of an offer to buy any securities. Old Mutual Investment
Group has comprehensive crime and professional indemnity insurance. For more detail, as well as for information on how to contact us and on how to access information,
please visit www.oldmutualinvest.com
Financial Services Providers (FSPs) within the Old Mutual Investment Group
The following entities are licensed Financial Services Providers (FSPs) within the Old Mutual Investment Group approved by the Registrar of Financial Services Providers
(www.fsb.co.za) to provide advisory and/or intermediary services in terms of the Financial Advisory and Intermediary Services Act 37 of 2002:
s
Old Mutual Alternative Investments (Pty) Ltd (Reg No 2013/113833/07), FSP No 45255.
s
African Infrastructure Investment Managers (AIIM) (Pty) Ltd (Reg No 2005/028675/07), FSP No 4307. AIIM is a 50/50 partnership between
Old Mutual Investment Group (Pty) Limited and Macquarie Group.
s
Futuregrowth Asset Management (Pty) Ltd (Futuregrowth) (Reg No 1996/18222/07), FSP No 520.
s
Marriott Asset Management (Reg No 1987/03316/07), FSP No 592.
s
Old Mutual Property (Pty) Ltd (Reg No 1996/011259/07), FSP No 817.

