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Analyst:
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Gershwyn Benjamin

Fund suitability

This ETF

is suitable for investors who would like

to gain exposure to equities through
fundamental analysis using an ETF.

Fees

The fund’s total investment charge is 0.57%.

Alternative funds

None

“Financial statements, which are at
the core of fundamental investing,

are used to calculate key

profitability, solvency and cash-flow

Sector allocation —top 5 (%)

ratios”
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The equity market is driven purely by
fundamentals — something that’s ideal
for non-technical investors. Fundamental
investing, specifically within equities,
involves analysing and researching as
much publicly available information
about companies as possible when

deciding to buy or sell their shares.

Financial statements are at the core of
fundamental investing, as financial
analysis includes the calculation and
forecasting of key variables such as
profitability (gross and operating),
solvency (debt:equity) and cash flow
(free-cash flow yield) ratios. While many
investors pour over financial statements
and non-financial information as part of
their fundamental equity research,

others employ technical analysis.

While not the focus of this week’s ETF
pick, technical analysis is a solid method
in its own right. Investors analyse trading
and volume patterns of share prices for
trends to inform buy or sell decisions
when using this approach to investing.
Resistance and support levels are some
of the many concepts in the toolkit of a
technical investor — the former refers to
a point on a price chart where the
prospect of a share price increasing is
limited by investors or the market’s

inclination to start selling. The latter is
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he top five sectors - mining, banking,

life insurance, mobile

t

elecommunications and real estate

investment trusts (REITs).

Steyn found that financial ratios had a

statistically significant relationship with

t
f

he movement in share prices across the

ive sectors. For example, return on

equity, dividend yield and debt:assets

were three of the six ratios found to

influence share prices in the mining

sector.

Of course, no study is without limitations

as the author rightly points to the fact

t

hat fundamentals cannot be used in

isolation in equity investing. From a

broader market perspective, unexpected

company scandals (who will ever forget

Steinhoff), macroeconomic, or

geopolitical factors often trump the

f

undamentals, resulting in high volatility

which may lead to periods of

underperformance. Russia’s intensifying

and cynical invasion of Ukraine is a case

in point and the resultant volatility in

equity markets is a test of investors’

r

esolve.

The explanatory power of fundamentals

informs the week’s ETF pick. The Satrix
FTSE Rafi 40 ETF tracks the performance
of the FTSE/JSE Rafi 40 Total Return

Index. The index assigns weights to
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While past performance is not indicative
of future performance, we believe that
an allocation to a fundamentally-
weighted ETF is useful. It can potentially
identify the best performing companies
for ETF investors without the higher cost
of active management which also seeks

to find potential outperformers.

However, it is important to note two key
differences: the ETF relies on historical
information to include its constituents
and basic fundamentals. An active
manager uses historical information to
forecast estimates of the fundamentals,

which is forward-looking.

In addition, the financial research is
typically more sophisticated. Calculating
free cashflow is a useful example.
According to Research Affiliates, the
patent owner of the Rafi methodology
for this ETF, cash flow is calculated by
adding depreciation and amortisation to

operating income.

While useful, this measure does not
capture the highly important effect of
the day-to-day funding of a business,
known as working capital. It also
excludes another important drain on
cash - capital expenditure. These two
factors form part of a more sophisticated
measure of free cash flow used in active

management.

= Basic materials the opposite, a short term price level .
shares using fundamentals such as sales,

where the market is inclined to start The ETF has an estimated total

cash flow, book value and dividends. This

= Financials investment cost of 0.57%, which is

stocking up on the share price as it is . . .
gup P results in a portfolio which includes the

deemed relatively attractive at such slightly expensive in our view. Again,

= Consumer highest ranking companies through

discretionary

levels. investors may be able to counter this by

fundamentals.
adding it to an overall ETF portfolio with

But do fundamentals drive share prices?
Telecoms. P Investors would have been rewarded for the potential of decent returns when
Yes, but the results are mixed across . . . . .
c following this strategy in the last year, as fundamentals are driving equity market
onsumer lobal equity markets. Research by Steyn
staples & aurty yotey the fund returned 39% to end-January returns.

2019 | the JSE 20-
( ) analyses the overa year 2022 relative to its Top 40 counterpart

iod f 1997-2018 using data f
periodirom using data trom managed by Satrix that returned 23%.

Investment approach and portfolio composition Performance

The Satrix Rafi 40 ETF tracks the performance of the FTSE/JSE Rafi 40 Total Return Index ETF and index performance to end-January 2022
(annualised for periods longer than one year;

with dividends reinvested).

before fees and expenses.

Top holdings (%)
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B Fund B Index

Market data: 17 March 2022

Fund information: 31 January 2022

Launched on 16 October 2008 Spot price R21.52
Trading symbol (JSE) STXRAF One-year high R22.46
Weighted average market cap. R1.2bn One-year low R15.65
Total investment charge 0.57% Ave monthly volume 846,660
Risk rating High Dividend yield (estimated) 2.7%
Benchmark FTSE/JSE Rafi 40 Total Return Index

Source: www.etfsecurities.com.au, yahoo finance

Intellidex Disclaimer:

This research report was issued by Intellidex (Pty) Ltd. Intellidex aims to deliver impartial and objective assessments of securities, companies or other subjects. This document is issued for information
purposes only and is not an offer to purchase or sell investments or related financial instruments. Nor is it a ratings product or ratings advice.

Individuals should undertake their own analysis and/or seek professional advice based on their specific needs before purchasing or selling investments. The information contained in this report is based on
sources that Intellidex believes to be reliable, but Intellidex makes no representations or warranties regarding the completeness, accuracy or reliability of any information, facts, estimates, forecasts or
opinions contained in this document. The information, opinions, estimates, assumptions, target prices and forecasts could change at any time without prior notice. Intellidex is under no obligation to inform
any recipient of this document of any such changes. Intellidex, its directors, officers, staff, agents or associates shall have no liability for any loss or damage of any nature arising from the use of this
document.

Remuneration:

The opinions or recommendations contained in this report represent the true views of the analyst(s) responsible for preparing the report. The analyst’s remuneration is not affected by the opinions or
recommendations contained in this report, although his/her remuneration may be affected by the overall quality of their research, feedback from clients and the financial performance of Intellidex (Pty) Ltd.
Intellidex staff may hold positions in financial instruments or derivatives thereof which are discussed in this document. Trades by staff are subject to Intellidex’s code of conduct which can be obtained by
emailing mail@intellidex.co.za. Intellidex may also have, or be seeking to have, a consulting or other professional relationship with the companies mentioned in this report.

Guide to recommendations:

A buy recommendation is made where the target price is 10% above the current price, a sell when it is 10% below the current price, and a hold recommendation when it is within 10% of the current price.
The risk measure is a subjective determination guided by the beta of the share price. We also examine the financial and operating leverage of the business. ©This document is copyrighted by Intellidex (save
for information contained in this document provided by third parties which may be copyrighted to them) and may not be distributed in any form without the express prior written permission of Intellidex.

Analyst declaration:

The research analyst who prepared this report (or a member of his/her household) has no financial interest in the securities, or derivatives thereof, issued by this company.



