Collective Investment Schemes

Olumide Oyetan
CEQ, Stanbic IBTC Asset Management Limited

28 July 2011

Stanbic IBTC

Asset Management



Collective Investment schemes (“CIS”)

Definition

Collective Investment Schemes (“CIS”) are also known as Mutual funds and
they are simply financial instrument that allows a group of investors to
pool their monies with a predetermined investment objective.

The CIS will have a fund manager who is responsible for investing the
pooled money into specific securities (usually stocks or fixed income
securities) and a trustee to oversee the affairs on behalf of investors.

Stanbic IBTC 2

Asset Management



.
Collective Investment Schemes or Mutual Funds provide

investors with the most cost effective platform for actualizing
their investment objectives

Benefits of Collective Investment Schemes

e Collective Investment Schemes (“CIS”)
‘pool” investor’s funds to purchase a
variety of securities;

e Each investor owns units of the entire
investment portfolio

* The Fund is managed by a professional
portfolio manager in accordance with a
’ ) pre-determined objective.

 Different Mutual Funds exist to cater for
various risk appetites and objectives.

lSustainabIe returns

e Mutual Funds can be either Equity or
Fixed Income biased or Real Estate

biased, in which case they are called
REITS
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Collective Investment Schemes Vs Direct Investment

Professional management . ﬁequwe Knowledge of
nancial markets

Diversification across the various
asset classes e May be illiquid
Low Monitoring Cost e Concentration Risk
Can be used as a strategy for  High Monitoring Cost
achieving your financial goals e Might require a large amount
Asset allocation decision can be of money to adequately
varied with market conditions diversify

Excellent avenue for minors to
access the capital market
through their wards/parents
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Challenges with CIS in Nigeria: Utilization & Penetration still low for
a variety of Reasons

* Poor awareness and low financial literacy amongst retail investors (less than
100,000 people use CIS in Nigeria)

* Limited options available amongst operators and asset classes

* Aggressive return expectations from investors

e Safety of investment concerns since the global crisis

* Prevalence of unregistered and unregulated quacks, e. g. Wonder banks

* Cost of retail operation is high for operators due to infrastructural deficit so
operations concentrated around big cities, e.g. Lagos, Port Harcourt & Abuja

* Set up cost of a CIS still relatively high
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Getting Started: Investment objectives can be achieved using a
combination of these asset classes

A Aggressive
Moderate Risk Taker
Risk Takers

High Return Higher Return
Potential Potential

Real Estate

Low
Risk Takers Equities

Corporate Bonds
State
Bonds

Fixed Deposits Q
T-Bills
FGN Bonds

Qo

Savings Accounts

Cash/ Checking Accounts
Lower Return
Potential
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The 4 steps approach to Investing & Wealth Creation

Defining an investors objectives will provide
a clear road map for long-term wealth
creation.

Several critical questions that should be
considered are:

* What are the investment objectives of
the investor?

* What is the time horizon for achieving
the objectives?

* What is the investor’s risk tolerance?

* A portfolio consisting a basket of mutual funds can be used
* Consistent investing is the key to wealth creation
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Y 2 4

Your investment objective(s) is determined by your stage in the Investment
Life cycle

IncomJ

Spending/Gifting
. Retirement\
* Income declines
* Low risk tolerance
* Need for current
Consolidation income is high
* 30 — 54 years
 High Income
* Primary goal is saving
for retirement
* Medium risk tolerance
* Little need for current
income

Accumulation

* 18 — 30 years

» Assets are
accumulated for
immediate needs

* Minimal Networth

* Minimal Savings
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Investing regularly and periodically is the easiest route to wealth
creation

* A portfolio of CIS regularly
* It harnesses the power of compounding

* The direct debit model is best suited for keeping a savings discipline

Start saving early Save regularly Invest regularly via Create Wealth
a direct debit
instruction
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Discipline: If you invest N10,000.00 every month in a fixed income CIS
for 30 years at 10% return p.a., the future value of your investment
should be N22,604,879

10 Years 30 Years

Int. Rate 5% 10% 15% 5% 10% 15%
5,000 776,411 1,024,225 1,376,085 4,161,293 11,302,440 34,616,398
10,000 1,552,823 2,048,450 2,752,171 8,322,586 22,604,879 69,232,796
15,000 2,329,234 3,072,675 4,128,256 12,483,880 33,907,319 103,849,194
20,000 3,105,646 4,096,900 5,504,341 16,645,173 45,209,758 138,465,592
25,000 3,882,057 5,121,124 6,880,426 20,806,466 56,512,198 173,081,990
30,000 4,658,468 6,145,349 8,256,512 24,967,759 67,814,638 207,698,388
40,000 6,211,291 8,193,799 11,008,682 33,290,345 90,419,517 276,931,184
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How to choose a suitable Fund Manager

* Track Record - Consistency

* Financial Strength and Credibility
* Board of Directors

* Fund Management Experience

* Reliable Referrals

* Knowledge of the Terrain

* Credit rating assigned by credible and SEC registered Credit Rating Agencies

Do not invest in products you do not understand or cannot explain
Be skeptical of guarantees or spectacular profit
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