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CEO FOREWORD
As an asset manager, we have a fiduciary duty to our clients to provide as much certainty as possible
in a highly uncertain world. Thus, for us, giving due consideration to the risks of environmental
degradation, societal inequalities, and corporate governance transgressions is just as important as
investing based on an issuer’s valuation.
Our systematic rules-based, rational, and data-driven investment approach is particularly wellplaced to seamlessly integrate environmental, social, and governance (ESG) considerations into our
investment process. It thus enables our investments in both the listed and unlisted assets to be made
with sustainability top of mind.

OUR ESG COMMITTEE IS ACTIVE,
PASSIONATE, AND DRIVEN IN
ITS EFFORTS TO ENSURE THAT
SUSTAINABILITY AND THE ASSOCIATED
ESG CONSIDERATIONS ARE CORE TO
OUR INVESTMENT PROCESS

More importantly, it enables us to adjust our methodology as new evidence comes to light – and
quantify what are, in essence, qualitative risk factors. For instance, this year, we adjusted our ESG
approach to state-owned enterprises by upweighting governance considerations.
Such is the importance that we attach to ESG that this year we developed an ESG Index. It offers
the return profile of the JSE Top 40 Index but with maximum ESG exposure within a tracking error
constraint. We created this innovative sustainability-focused investment vehicle by leveraging off our
in-house ESG risk analysis tool, which evaluates more than 60 underlying metrics per counter.
Another highlight during the year was the launch of our second clean energy and infrastructure debt
fund, which will focus primarily on investing in infrastructure projects aligned with the government’s
National Development Plan.
Through this fund, we aim to make a meaningful contribution to economic development in South Africa
without compromising returns. After all, if South Africa doesn’t thrive, investors and other stakeholders
will be adversely affected too.
It’s been a tough year for all of us. The Covid-19 risks and restrictions made it particularly challenging
to maintain the critical life improvement projects that our Foundation supports. For the projects that
encourage healthy physical activities and social interactions, we set up other possible activities during
lockdowns, such as virtual classes, providing kids in the Khayelitsha-based JumpIt programme with
skipping ropes and distributing food packages to families. We will continue to support our corporate
social investment projects as passionately and fervently as ever before because we genuinely believe
that together we really can make a difference.
The pandemic has highlighted now, more than ever, that we need to view investing through a
sustainability lens. At Prescient, our ESG Committee is active, passionate, and driven in its efforts to
ensure that sustainability and the associated ESG considerations are core to our investment process.

Cheree
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ABOUT PRESCIENT – THROUGH A SUSTAINABILITY AND
RESPONSIBLE INVESTING LENS

PRESCIENT HAS ADOPTED A HOLISTIC
AND INTEGRATIVE APPROACH TO
SUSTAINABLE INVESTING

a. Sustainable investing approach: Prescient has adopted a holistic and integrative approach to
sustainable investing, embedding ESG considerations into our corporate activities, product
development and security selection and portfolio construction processes.
b. In addition to R1.5bn invested in infrastructure funds, ESG considerations are embedded into the
rest of our funds under management.
c. United Nations Sustainable Development Goals: projects in which our infrastructure funds invest
actively contribute to advancing at least six of the United Nation’s Sustainable Development Goals
(SDGs), SDG Goal 7, which is to ensure access to affordable, reliable, sustainable and modern energy
for all.
d. We are a signatory to the United Nations Principles of Responsible Investing (UNPRI) and pledged
to the Codes of Responsible Investing in South Africa (CRISA).

Impact investing will
play a pivotal role in
the post-pandemic
recovery.

Engagements play
a critical role in
the uptake of ESG
in South Africa.

Quantifying ESG
risks can unlock an
additional source
of excess returns.
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DRIVING PRESCIENT’S RESPONSIBLE INVESTING –
THE ESG COMMITTEE
Supporting the company’s on-going commitment to ESG investing

Setting and driving
the Company’s
general strategy
relating to ESG
matters.

Overseeing
communications
with all
stakeholders of
the Company.

Cheree Dyers

Bastian Teichgreeber

Conway Williams

Seeiso Matlanyane

Chief Executive Officer

Chief Investment Officer

Head of Credit

Portfolio Manager & Analyst

Vanessa Mathebula

Michelle Green

Michael Temple

Quantitative Analyst

Credit Analyst

Quantitative Analyst

Monitoring and
anticipating
developments
relating to ESG
matters.

The Environmental, Social, and Governance Committee (the “ESG Committee”) of Prescient Investment
Management is integral to the investment process. The purpose of the committee is to support the
Company’s ongoing commitment to ESG matters by assisting the senior management of the Company
in:
a. Setting the Company’s general strategy relating to ESG matters and developing, implementing, and
monitoring initiatives and policies at the Company based on that strategy.
b. Overseeing communications with employees, investors, and other stakeholders of the Company
concerning ESG matters
c. Monitoring and anticipating developments relating to ESG matters and improving the Company’s
understanding of these.

& Chair of ESG Committee

The ESG Committee consists of seven members, with representatives from all asset classes and
experiences. Both the CEO and CIO are members to ensure there is alignment from the business
strategy perspective. The committee is chaired by Vanessa Mathebula, who has over three years of
experience in the industry.
Processes deployed to drive sustainability initiatives
The core of our investment philosophy is capital preservation and the pragmatic management of funds
by systematically taking on only those risks that have proven to deliver commensurate returns over
time. Thus, we have adopted a holistic and integrated approach to our investment considerations,
thereby ensuring that we deploy our clients’ capital in a manner that promotes sustainability. To this
end, we have purposefully embedded ESG integration into our investment process, which is how we
consider and make investments, our product development, the suite of ESG-centric products we offer
and our corporate culture, which includes the structure of our organisation and the initiatives that we
undertake.
This three-pillared approach ensures that we deliberately and systematically include all material
ESG factors in our investment and corporate activities. Our approach to ESG goes beyond traditional
financial factors by considering overall sustainability and aligning all stakeholder interests in the
investments we make.
Prescient follows rules-based security selection and portfolio construction methods designed to
capture excess returns by investing in those factors that are proven to provide positive payoffs in the
long term.
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Thus, we have developed a systematic and data-driven in-house ESG risk-analysis tool that evaluates
and scores listed and unlisted securities based on their ESG risks and opportunities. The in-house
ESG scorecard consists of three pillars: Environmental, Social and Governance, and considers material
themes such as (but not limited to) diversity, board structure, emissions and energy consumption by
appropriately selecting and categorising over 60 underlying metrics. The process is fully automated
and is a rules-based scorecard that accounts for industry materiality and company size biases. It
further provides a granular and in-depth measure of the proficiency of the governance practices and
the environmental and social impact of our holdings.
At a product level, the Prescient Clean Energy and Infrastructure Debt Fund has been designed to
incorporate and drive our sustainable investing philosophy, which delivers on our ESG targets in a
meaningful manner. For example, the fund participates directly at a project level in the Renewable
Energy Independent Power Producer Procurement (REIPPP) Programme, supporting South Africa’s
Integrated Resource plan. Further to this, the projects in which the fund invests actively contribute to
advancing at least six of the United Nation’s Sustainable Development Goals (SDGs).
For more information on the fund, please refer to the Impact Investing section of the report.
Key takeaways from company-wide policies
Prescient has three key Responsible Investing Policies that drive our ESG philosophy these include
the ESG policy, the Engagement Policy, and the Proxy Voting Policy. It’s important to note that these
policies cover Prescient’s entire AUM.
1. ESG policy
This Policy stipulates our approach and guiding principles to address ESG-related matters within our
investment and corporate activities. These principles apply across the various asset classes and the
geographic investment universes to ensure the effective implementation of the firm’s Responsible
Investing Policy mandate.
For more information on our publicly available ESG Policy, please refer to our website- https://www.
prescient.co.za/who-we-are/sustainable-investing/
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2. Engagement Policy
This policy stipulates our approach and guiding principles to engaging with investees and stakeholders
on ESG matters. These principles apply across the various asset classes and the geographical
investment universes to ensure the effective implementation of the firm’s Responsible Investing Policy
mandate. We apply an integrated approach to responsible investing by systematically incorporating
engagement activities into our investment and corporate activities. This broader and holistic approach
supports our belief that the financial services industry has a responsibility to ensure that capital flows
are directed to promote positive environmental, social and governance change where needed.
Furthermore, the Prescient team has implemented an engagement register, which assists the team in
monitoring and actively engaging companies on ESG matters. As a result, the team can actively track
developments and key concerns on our internal portal, available to all Prescient staff.
For more information on our publicly available Engagement Policy, please refer to our website- https://
www.prescient.co.za/who-we-are/sustainable-investing/
3. Proxy Voting Policy
This policy stipulates our approach to developing and upholding good corporate governance principles
and business practices on voting on various resolutions on behalf of our clients responsibly and
sustainably. The principles outlined in this policy apply across the various geographical investment
universes and asset classes we invest in to ensure the effective implementation of the firm’s
Responsible Investing strategy. This policy should be read in conjunction with the Environmental, Social
& Governance (ESG) Policy and the Engagement Policy.
For more information on our publicly available Proxy Voting and Policies, please refer to our websitehttps://www.prescient.co.za/who-we-are/sustainable-investing/
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THE PRESCIENT FOUNDATION
Message from Executive Director, Nicole Wentzel
2020 was a challenging year, to say the least. Lives were lost, jobs were lost, sanity was lost. People had
to change their mindset and adopt a fresh outlook by finding a new normal, new way of doing things.
It was a year to either gather your thoughts and take the time to do something different or to dwell on
the challenges.
Amid all the anxiety and fear, however, there were green shoots of hope, and where there is hope,
there is a way forward, a way to survive, a way to achieve and excel and a way to break new ground.
At the Foundation, our priority was to keep that hope alive. Our beneficiaries were struggling – not
only financially but psychologically as well. Kids had to stay indoors with their parents and their
thoughts. They lacked social interaction, missed out on constant learning opportunities and didn’t have
anyone to push them. They had to learn how to be self-motivated and driven. They had to adjust to an
entirely new way of life.
We supported each of our beneficiaries where there was a need. With our scholars who needed to be
at home, we drew on the tremendous people working with us, who could mentor and keep up to date
with the scholars. They assisted them with setting up online learning, ensured they had sufficient data
and generally provided them with the support they needed. We are happy to say our beneficiaries
have all come out of 2020 stronger: ready to learn and appreciate what they have.
Sadly some of our community projects had to be placed on hold, but we set up other possible activities
in a Covid-19 environment. Khayelitsha-based JumpIt, which helps keep the kids off the street by
hosting jump rope classes, were not allowed to host physical classes. Instead, they were able to host
virtual classes, provide the kids with skipping ropes and distribute food packages to the families. Our
Graaf Reinet community program, which hosts chess, art and craft classes, was also placed on hold
and, instead, we put in place a host of other learning opportunities, such as leadership workshops and
food parcels for those in need.
Apart from that, the Employees within Prescient reached within themselves to provide support where
it was needed. They partnered with the Foundation to identify organisations that could use assistance
and donated funds as and where needed. Together with employees, we were able to contribute to 15
organisations during this challenging period.
Our leadership program, which has been running since 2015 and included an annual camp and four
summits a year, had to be postponed as well. We were only able to host the first one during February
before the lockdown. These programs have previously reached approximately 150 kids each year.
Instead, we had to think of different ways to reach our learners and the schools involved. On a bimonthly basis, the Foundation went to each school on the program and ran a motivational session with
all the grade 7s. By doing this, we expanded the reach of the leadership programme to 800 from 150
kids across the Retreat, Steenberg, Lavender Hill and Westlake communities. Topics included being
made for more, becoming an influencer, coping with peer pressure and bullying and making time for
self-reflection.
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All the above could only have been achieved with the help of all involved: Prescient company
donations, Prescient employees’ monetary and physical contributions, our champions who run the
program and our board that supports the initiatives. If last year taught us anything, it was that
together we really could make a difference.
About The Prescient Foundation
“We took the saying “charity begins at home” to heart, and this spirit lives by supporting our
communities.” Herman Steyn, Prescient Co-Founder and Group Chairman
Rooted in a desire to contribute to people’s lives, the Prescient Foundation houses the group’s
corporate social investment activities that are not motivated by profit. Its aspirations are focused on
lifestyle improvement projects.
Lifestyle improvement projects typically follow a cycle of three stages: initial financial support
to improve the conditions of the project; financial support to take a project to the next stage of
development; and assisting project leaders with a sustainability plan.
These can include land and housing, welfare and humanitarian, community development, and
educational projects.
The Foundation currently spends a large portion of its income on education and leadership
development. When selecting a project to support, we understand that ongoing support is a
requirement for long-term success.

1

Project

Beneficiaries

Amount Spent

Area affected

Scholarship Students

13 students

R309 401

Brackenfell
Ocean View
Capricorn
Strandfontein
Stellenbosch

2

Laerskool Paul Greyling

40 students

R450 000

Ocean View
Fish Hoek
Capricorn

3

Trinity Care Centre

2 students

R50 000

Mitchells Plain

4

JumpIt

2 coaches, several kids

R50 000

Khayelitsha

5

Sakhikamva

450 students and
12 teaches

R85 000

Vredenburg

6

Get Ready Start

53 students

R25 600

Constantia

7

School talks

800 plus students

-

Lavender Hill
Steenberg
Retreat

8

Graaf Reinet

2 teacher/trainers

R275 000

Graaf Reinet

15 students at school
85 student’s workshop
9

Covid relief projects

15 organisations

R284 824

10

Christmas Gift Box

25 boxes

R6 500

Khayelitsha

11

12

Prescient Sustainability Report

Prescient Sustainability Report

13

RESPONSIBLE INVESTING
Message from Conway Williams, Head of Credit
As a fiduciary asset manager charged with taking care of retirement savings, our investment process is
premised on proper due diligence and care. This, in our view, is in line with the key tenet of Regulation
28, which talks to exercising of proper diligence and care by those charged with pension fund capital,
and importantly, on the proposed changes, which note that “before making an investment in and
while invested in an asset consider any factor which may materially affect the sustainable long-term
performance of the asset, including those of an environmental, social and governance character and
those related to infrastructure investment, taking into account the necessary due diligence and riskadjusted returns, acting in the best interest of the fund and its members and avoiding conflicts of
interests.”
Prescient Investment Management (PIM) strongly supports the continued improvement of the
investment industry and the care we believe needs to be taken by investment professionals in
the discharge of our duties. In particular, PIM feels improvement is needed in terms of investment
diligence, especially in acutely complex investment areas, and furthermore, where assets are long-term
in nature. This places the onus on the custodian, or asset manager, to consider the relevant factors
that could affect a project’s or asset class’s long-term performance, namely ESG factors, and not
just rely on point-in-time financial data or second-hand data. In noting this, we believe that the right
decision-making forum must support the right team with the appropriate mix of skills and experience.

WE BELIEVE THAT IF YOU ARE
TASKED WITH MAKING DECISIONS
ON BEHALF OF PENSION FUND
MEMBERS, YOU HAVE TO
INVEST RESPONSIBLY

We believe that if you are tasked with making decisions on behalf of pension fund members, you have
to invest responsibly. It’s not sufficient to only look at the financial impact and return in isolation, but
investment managers need to carefully consider risk and fully incorporate ESG into an investment
assessment. Satisfying these responsibilities will ensure that investments are appropriately considered.
Our investment process is purely systematic. We incorporate bottom-up elements as well as top-down
factors. All inputs are checked continuously for their statistical significance as well as their predictive
power.
We believe that the inclusion of ESG is not a nice-to-have but integral to our process, given our longterm approach to investing. In addition, the assessment and incorporation of ESG factors in investment
decision making has been shown to offer material benefits over the long term.
Our internally developed ESG scorecard continues to show positive results, both from a screening and
a post-investment monitoring perspective. While this is encouraging, we continue to refine our process
to ensure that we can appropriately quantify what are, in essence, qualitative risk factors.
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ESG INTEGRATION INTO OUR INVESTMENT APPROACH

INCORPORATING ESG PRINCIPLES
INTO OUR PROCESS PERFECTLY
COMPLEMENTS OUR ALREADY
TRUSTED AND WELL-TESTED PROCESS

Long-term ESG integration goals for the investment process
Integrating ESG factors is core to our investment process. Not only does it enable us to play a pivotal
role in shaping the ESG landscape in our country, but it also ties in with our core objective of being an
investment house that prioritises sustainability. Our main value proposition to our clients consists of
delivering long-term sustainable returns on a risk-adjusted basis. Incorporating ESG principles into our
process perfectly complements our already trusted and well-tested process and allows us to be active
participants in advancing broader sustainable finance goals.
Central to our investment process is our inhouse ESG scoring tool, and we will continue to extend
the scope of its coverage. One of the greatest challenges when it comes to effectively integrating
ESG is data constraints, especially in the local market, which significantly lags developed market
counterparties. To date, we have only been able to get access to data that encapsulates listed counters
and a few unlisted counters. Ideally, the universe should cover a broader range of unlisted counters,
state-owned entities and global counters. We, therefore, continue to search for data sources from
reliable providers that will bridge this gap.
Our ability to create ESG-centric products that offer favourable returns over the long term will also
continue to be a key focus. Furthermore, we will also continue to search for greener assets such as
Green Bonds from the broader market.
Although we have invested ample resources in creating a solid foundation for our integrative approach
to responsible investing, we still have a long way to go. Not only do we continuously invest in producing
quality research within the space, but we also continuously enhance the analytical power of our
existing tools. We are firm believers in the existence of an optimal equilibrium state where the overall
outperformance of our products balances the overall sustainability of our initiatives. Until we reach
that point, we will always look for new ways to extend our reach and the positive impact we have within
the ESG space.
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ESG Integration in the context of the overall sustainability strategy

Prescient ESG Scorecard and scope of ESG issues addressed by it

PIM has adopted a holistic and integrative approach to responsible investing by understanding the
triple pillars of society, the environment, and the economy in which we operate. Our approach fosters a
symbiotic relationship amongst these various pillars of sustainable finance and embeds them at three
levels, namely Corporate, Product Development and the Investment Process.

Prescient is an evidence-based investment house with a solid foundation of a well-tested, robust
process. One of the main contributing reasons to our success is our heavy reliance on risk
management. Like many other risks, ESG risks need to be properly assessed and managed. For this
reason, we created our proprietary ESG risk assessment tool – the Prescient ESG Scorecard.

Our ability to achieve our sustainability goals rests in how effective we are in engaging and acting dayto-day through the investment process. Through idea generation, security selection, proxy voting and
overall portfolio construction, the broader investment team aims to take smaller strides each day to
attain the greater long-term goal of overall sustainability.

The ESG scorecard abides by the trifecta of finance in that each derived score for each counter has an
environmental, social and governance component. In line with our philosophy, the scorecard is 100%
quantitative and free from human biases. We have a system in place that translates qualitative data
to quantitative scores. The main idea behind the derivation of the scores is to refrain from overstating
any given metric’s power but rather focus on the interaction of various metrics. In line with this, we
track over 60 metrics that cover various broader themes. The scorecard is dynamic, and, as such, we
can broaden its scope by including new factors and adjusting weights when needed and subject to our
assessment of the factors that impact a given sector.

As a fiduciary asset manager that is a signatory to UNPRI/CRISA, the products we invest in aligns with
our beliefs, attitudes towards and overall philosophy surrounding sustainability. Through product
development, we create ESG centric products that are channelled at advancing various ESG-related
goals. One of our ESG-centric products is the Prescient Clean Energy and Infrastructure debt fund,
which invests in various clean energy projects across the country. Through this product, we contribute
to the advance of numerous developmental and sustainable finance goals. The projects we invest
in contribute to the United Nation’s Sustainable Development Goals, in particular SDG 7, which is to
ensure access to affordable, reliable, sustainable and modern energy for all, and furthermore, the Paris
Agreement. We have also recently structured an ESG-friendly equity index that maximises the ESG
quality of the index and minimises tracking error, thereby offering clients a return profile of the FTSE/
JSE Africa Top 40 index.
The Corporate level is mainly concerned with various corporate activities that range from how we
empower our people, the broader community in which we operate and the various organisations with
which we are associated. Not only do we care about the development of our people, but we also firmly
believe that it is through empowering the broader community we operate in that we are genuinely able
to have an impact. The Prescient Foundation is the organisation through which the business advances
its developmental goals. We contribute a portion of our profits to the organisation on an annual basis,
which is then channelled towards various developmental initiatives, such as education.
In line with the concept of ‘growth by association’, we believe that we must partner with’ like-minded’
organisations to enhance our reach and influence within the sustainable finance space. That way, we
can play an active role in advancing our organisational goals and the goals of the broader economy.
Since 2007, we have been signatories of the United Nation’s Principles for Responsible Investing
(UNPRI). Furthermore, we are members of the Association for Savings and Investment South Africa
(ASISA), and we abide by the codes of the Code of Responsible Investing in South Africa (CRISA). Lastly,
overall transformation is a vital goal for our country, and we are a proud BBBEE Level 1 contributor.
This integrative process offers a solid foundation that we will continue to build on to strengthen our
overall impact further.

We track five themes within the environmental pillar, including emissions, energy consumption, water
usage, waste management, and policies disclosures. Each theme comprises various metrics. For
instance, we would consider GHG Scope 1,2 and 3, Direct CO2 and Indirect CO2 under the emissions
theme. Of course, a larger counter would produce higher emissions in comparison to smaller-sized
peers. To ensure we do not unfairly penalise larger counters, we strip market size biases by adjusting
the reported metric’s performance by the market cap of the given counter.
In total, six governance themes are covered by the scorecard. These include Board Structure, Board
Responsiveness, Audit Committee, Nomination Committee, Compensation Committee and Diversity.
Lastly, the themes explored within the social pillar include Employee Diversity and Investment, Safety
and Policies. Employee Diversity and Investment includes metrics such as the percentage of minority
employees and the percentage of minorities in mid-management. A point to note here is that there are
various global definitions of ‘minority’. We, therefore, assess the performance of these metrics as per
the definition of the South African-specific definition.
The idea behind the scorecard is to enable a multi-tiered level of granularity when assessing ESG risks
and opportunities. Not only are we able to see the industry-wide trends when it comes to ESG risks and
opportunities, but we are also able to identify the leaders and laggards in relation to their peers at a
sector level. Given the intricacies at play in the various sectors, it’s vital that we treat each sector as a
standalone and assess the prevalent fundamentals in each of these accordingly. In line with this, we
conduct a materiality assessment to gauge which factors are the key drivers of sustainability in that
sector.
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For instance, companies in the Basic Materials sector have a substantial impact on the environment.
When assessing these counters, we, therefore, weight the derived environmental pillar score higher
(40%) than the social and governance pillar, which are both assigned a weight of 30% each. However,
when it comes to Financials, which are notably far removed from the environment, the environmental
pillar is weighted lower (20%), while the social and governance scores are weighted 35% and 45%,
respectively. Lastly, we can get a clear understanding of the critical drivers of a given company through
a granular analysis of the drivers of that company’s derived scores for each pillar. Not only does the
Prescient ESG Scorecard enable us to continuously and effectively identify and manage ESG risks, but
it also allows us to identify ESG opportunities. In line with our evidence-based philosophy, the derived
scores for the various counters have been backtested. We are, therefore, able to rely on the derived
scores as a key input in our day-to-day decision-making process.
Prescient Clean Energy and Infrastructure Debt Fund
•

Launched in September 2015

•

R1.7bn capital deployed via the Fund, with the current Fund reported at R1.3bn

•

Current yield: 9.32% in comparison to its benchmark of CPI+4.5%

•

An actively managed fund, currently housing 16 projects

•

Fund investments include wind, solar and water assets

•

All assets in the Fund have migrated from construction to operational status

Fund overview:
The Fund has and continues to make investments that facilitate infrastructural, environmental, and
socio-economic impact and development within Southern Africa. As a result, the Fund is a Socially
Responsible Investment Vehicle IV.
While the Fund can invest under a broad infrastructure mandate, investments have focused on clean
energy projects, with its most recent asset supporting South Africa’s water needs. In addition to
offering clients access to real assets that are not generally available in the market, the investments
made via this Fund have all had a positive social and environmental impact. Benefits include improved
infrastructure, job creation, environmental benefits, housing, access to basic services, water and
improved healthcare.
The team responsible for the management of the Fund has significant transaction structuring and
execution experience and is supported by a wider business that has the appropriate pricing, active
interest rate management and risk assessment expertise.
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Launch of Fund 2:
Infrastructure development and the provision of power, water, sanitation and housing, to name but
a few, is critical for the further development of South Africa and in narrowing the equality gap. The
South African government adopted the National Development Plan as a blueprint for the country’s
future economic and socio-economic development strategy. The National Development Plan offers a
long-term vision for the country until 2030 and aims to ensure that all South Africans attain a decent
standard of living through the elimination of poverty and the reduction of inequality.
Government has indicated that it would welcome, and in fact prefer, participation from South African
retirement funds and institutional investors in this national strategic imperative. The Fund aims to
catalyse further growth in the infrastructure sectors by supporting appropriate infrastructure projects.
A key focus for the Fund will be investing in infrastructure projects, including renewable energy.
Given the volume of capital required to realise the government’s ambitious infrastructure drive, it is
our view that the asset management industry will be required to play a much more active role in the
infrastructure ecosystem, and, given our track record in this space, we believe that, as a collective,
asset managers will be able to make a meaningful contribution to the economic development of South
Africa, without compromising client returns.
Further to the above, we view the asset class or the types of assets to be funded as appropriate for
retirement savers. Infrastructure investments via the Fund will offer investors a vehicle to access
projects that have not been readily available, offer positive real returns, and are proven to be less
correlated to general listed equity and bond markets. The cash flow returns from these projects are
generally highly predictable and stable over long periods of time (20 years or longer), making returns
attractive to the long-term liability profiles of the life and retirement funding industries. In addition
to the financial rationale behind these investments, the Fund will also allow investors to contribute
to society by investing in infrastructure projects that stimulate growth and economic activity around
South Africa.
Prescient has established relationships with the leading banks as a source of liquidity for syndication of
unlisted opportunities, with access to a pipeline of investments. The Trust will also provide structured,
subordinated CPI-based project debt to project companies, where the risks are deemed acceptable
to the Trust. This type of subordinated paper is attractive to many project companies’ shareholders
because it is a source of liquidity, and funding is linked to inflation, thereby matching the revenue
receipts of the project company.
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ESG Index Fund
Prescient created a specific ESG investment fund because we recognise how important it is to factor
environmental, social and governance (ESG) issues into the way in which we invest.
As guardians of our clients’ savings, we are responsible for ensuring that our investment process
contributes to the betterment of the economy, environment and society, without compromising on
returns. With this in mind, we embarked on a journey to structure an investment vehicle that offers
clients the return profile of the FTSE/JSE Africa Top 40 Index while simultaneously maximising its ESG
exposure and minimising the tracking error.
Leveraging off Prescient’s in-house ESG risk-analysis tool, which evaluates over 60 underlying metrics
per counter, we can calculate a baseline ESG assessment for the Top 40 Index. We implement a robust
random sampling optimisation approach, wherein we evaluate one million potential portfolios, each one
implementing a unique set of tilts around the index constituent weights. For each candidate portfolio,
we calculate two metrics: ESG score and tracking error relative to the index.
Taking cues from Harry Markowitz’s well-established Modern Portfolio Theory, we plot each portfolio
on the risk-return spectrum, where we define risk as the tracking error and return as the ESG score.
Guided by these points, we can infer an efficient frontier from candidate portfolios offering the highest
ESG score per unit of expected tracking error.
Further, we plot the index portfolio on the y-axis, representing zero tracking error and hence the “riskfree” ESG score. Analogous to the capital market line, we construct a line passing through the riskfree index and tangential to the efficient frontier, where the portfolio at the point of tangency is the
optimal “risky” portfolio.
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Investors seeking lower tracking error than this portfolio could construct a portfolio comprising a linear
combination of the risk-free index portfolio and this optimal portfolio. However, given that we aim
to maximise the ESG score of the final portfolio, we fully allocate capital to the optimal portfolio. This
process is carried out at each month-end to determine the Fund’s positioning.
Striving for certainty is an essential part of the Prescient brand. Hence we have carried out extensive
back-testing and analysis to ensure that this strategy meets our goals of both maximising ESG score
and offering a return profile similar to that of the index. Looking back over a six-year period, we
achieve a weighted average ESG score improvement of 5.15%, with a peak improvement of well over
11%. The resulting realised tracking error remains close to expectations, at an average of 2.58%, and we
find no permanent dislocations from the return profile of the index. Thus, the portfolio remains close
to the benchmark over the six-year period and offers a modest amount of positive alpha if held from
inception.
Given Prescient’s excellent track record as a systematic, data-driven investment manager, we are
confident that this product would be suitable for investors who would like to achieve index-like returns
while also being ESG cognisant.
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STEWARDSHIP
Engagement Strategy
Prescient’s engagement strategy is governed by the Prescient Engagement Policy, which stipulates the
firm’s approach and guiding principles on engaging with investees and stakeholders on ESG matters.
We have various types of engagements with investee companies, policymakers and other stakeholders.
Our engagement strategy is target-oriented, and we focus on the following:
1) Improving ESG Awareness
a. By seeking to communicate clear ESG expectations to investees
b. Promoting transparent disclosures
2) Probing Change

PRESCIENT’S ENGAGEMENT
STRATEGY IS GOVERNED BY THE
PRESCIENT ENGAGEMENT POLICY

a. Exercising shareholder activism
b. Facilitating change within investee companies
3) Influencing public policy
a. Building sustainable financial markets
b. Establishing industry best practise
This year, we had various engagements with investee companies that covered the following themes:
•

Diversity at a management and board level

•

Dealing with irregular expenditure

•

Consequence management

•

Governance structures – particularly the role of the board, board recruitment/nomination process,
and also board terms

•

Incorporating ESG standards as an organisational practice

From an industry and policymaking perspective, we continue to have engagements through the
following channels:
1) ASISA
a. As members of ASISA, we continuously take part in various engagement initiatives and working
groups to influence public policy and other ESG-related issues in our region.
b. We are members of the ASISA Infrastructure Working committee. Through this channel, we
actively participate in discussions that seek to improve market standards.
2) UNPRI
a. We have been signatories of the UNPRI since 2007 and continuously take part in the initiatives
organised by the organisation for signatories.
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We further exercise our stewardship via proxy voting. The Prescient Proxy Voting Policy stipulates
the firm’s approach to developing and upholding good corporate governance principles and business
practices on voting on various resolutions on behalf of our clients responsibly and sustainably. In line
with this, we ensure that we take advantage of every opportunity to cast our votes, as we believe this
is the core of stewardship. We cast our proxy votes via the ISS system, and we believe this platform
efficiently supports our proxy voting process. On a quarterly basis, we collect records of our proxy
votes from ISS to make them publicly available on our website thereafter. In the past quarter (quarter
2 2021), we had the opportunity to vote on 46 resolutions, and we voted on all accounts. We, therefore,
actively played our part in ensuring that we look after the interests of our clients.
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LOOKING AHEAD
The Prescient philosophy is premised on delivering consistent out-performance for our investors via
our systematic investment approach. We are ardent believers in systematic investing, an approach that
is rational, rules-based, data-driven, and supported by clear processes. As highlighted throughout this
report, it does not only extend to the analysis of financial data – our systematic approach to investing
has been successfully applied to our ESG analysis.
As an example, we have recently reconsidered the methodology underpinning our State-Owned
Enterprise (SOE) investment process. Given the deteriorating financial performance (and position) of
South Africa’s SOEs, our research efforts considered whether ESG, specifically the “Governance” pillar,
has an associated default probability, or whether our notching approach remained appropriate. The
outcome of this analysis proved the former, resulting in a material “up-weighting” of the ESG impact
on our default assessment for these counterparties. With this change, we believe that our approach to
SOEs is appropriately robust in terms of how we consider their associated risk profile, and ultimately
talks to if, and how, we should deploy capital within this sector.
In conclusion, and importantly, systematic investing is not static. Instead, it is robust and we
continuously test our assumptions and pivot where needed. Our research efforts therefore focussed
on the continuous improvement and refinement of our processes. Testing our assumptions allows us
to evolve, which ensures that our approach remains relevant across economic and business cycles.
Furthermore, embedding ESG and sustainability practices into our process is aligned with our holistic
and integrated systematic investment approach, and the improvement being key to deliver our
fiduciary responsibility to clients in the best possible manner.

Disclaimer
This document is for information purposes only and does not constitute or form part of any offer to issue or sell or any
solicitation of any offer to subscribe for or purchase any particular investments. Opinions expressed in this document may
be changed without notice at any time after publication. We therefore disclaim any liability for any loss, liability, damage
(whether direct or consequential) or expense of any nature whatsoever which may be suffered as a result of or which may
be attributable directly or indirectly to the use of or reliance upon the information. There are risks involved in buying or
selling any financial product.
Prescient Investment Management (Pty) Ltd is an authorised financial services provider (FSP 612).
Please note that there are representatives acting under supervision.

