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"It is during our darkest moments that we must focus to see

the light." Aristotle Onassis

It has been a tough start to 2024 for South African focussed investors. In stark
contrast to global equity markets, where the MSCI World Index gained nearly 9% in
US Dollars (US$) in the quarter, the JSE Swix declined by over 2% in Rands, and
nearly 6% in US$. As all readers are no doubt aware, it has now been a sustained
period of outperformance by the MSCI World over the JSE Swix, in US$. The chart



below shows that for over 13 years the MSCI World has materially outperformed
the JSE. As an aside, and somewhat against the narrative of the day, over the last
20 years the JSE has still performed better than the MSCI World in US$ - cold

comfort today, but we believe a fact worth reflecting on.
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Source: Bloomberg, CGAM. April 2024

Our Alpha Thesis, the corner stone of the ClucasGray Asset Management
investment process, assesses the interplay between earnings and valuation
multiples for all companies and sectors that we analyse. A recent note by GMO

alluded to very similar issues, namely that to outperform, companies need to:

Grow faster
Generate higher FCF yield

See valuation multiples rise faster than the market.

Over the last number of years its been well documented that South African
companies have experienced challenging operating conditions, most notably
infrastructure (electricity) and logistical (rail and ports) constraints, a weak currency,
and elevated interest rates. The net effect has been sluggish earnings growth,
coupled with a de-rating of valuation multiples — in short, the complete antithesis of

what is required to outperform.

The relative underperformance of South African equities over the last decade in
general, and the last year in particular, is a statement of historical fact. What happens

from here is naturally of relevance and importance. We wrote extensively in 2023



about the anomalies that had befallen companies operating in the South African
economy, and their potential once off nature. The 450bp increase in interest rates
that begun in 2022 were starting to bite in 2023, hurting consumers and businesses
alike. The sudden and sustained increase in Loadshedding to previously
unfathomable levels similarly had an adverse impact on activity levels across the

economy. So why would 2024 and 2025 be any different?

The direction of interest rates is notoriously difficult to call. We do hold the view that
inflation continues to moderate resulting in the interest rate environment becoming
more accommodative. Any reductions in interest rates will alleviate consumer stress

— we believe we are through the point of maximum consumer pain.

Whilst it is hard to lend much credence to comments from Eskom that power
generation is going to increase as more generating units come on line, these have
been verified by independent industry experts. In addition, the significant increase in
alternative sources of energy has meant that households and businesses are more
resilient during loadshedding. The additional costs required to stay open for business
in 2023 are not likely to recur to the same extent in 2024 & 2025. Similarly even
modest interest rate declines will result in a more constructive environment within
which to operate. Notwithstanding all the negativity that abounds, we believe the
earnings bases of many South African facing companies are suppressed, and are

expecting growth off the 2023 levels.

There is an obvious link between higher bond yields and the valuations at which
companies trade. The chart below shows the South African 10 year Government
Bond and the Earnings Yield of the South African Banks index over the last 24 years
- higher bond yields generally equate to higher earnings yields (lower PE’s). The
steady and unfortunate rise in the 10 year yield to over 12% has seen a steady de-
rating of many domestic oriented companies. We are not of the view that these yields

are structurally higher.



Why Bond Yields need to fall
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For what it is worth, our macro view remains that South African inflation will subside,
bond yields will fall from current elevated levels, and valuation multiples should rise.

The valuation argument becomes even more compelling at an individual company

level.
“Holy Cr&p”

In the course of the year, the investment industry gets the chance to engage with
company management post the release of their results. The lament from many local
management teams is currently uniform — disbelief in the valuations at which their
companies trade. Yet, with few exceptions, there remains a reluctance to do
anything about it. One nameless executive issued the above expletive when asked
for their thoughts on the valuation of the fairly large industrial company they head
up. Yet in the very next breath they eloquently articulated their plans to expand the
group via acquisitions of global peers at relatively expensive valuations - it beggars
belief.

In our view management teams and boards need to accept low valuations and
embrace them as opportunities. There is not much point in being listed if the value
of your currency is so low — your implicit cost of capital is just too high. A recent
comment directed at South African companies resonated with our way of thinking:

“There is no point complaining about your valuation. No one is coming to buy your
shares — just accept it. Control that which you can you control — reduce expensive

debt, buy back shares and, if possible, delist.”

It is very currently difficult for many companies to derive a better return on their

capital than investing in their own shares.

During the quarter, Canal+ made an offer to buy out minority shareholders of



MultiChoice at a price of R125 per share — a healthy premium to where it had been
trading in 2023. Our portfolios had built up a decent position in the company during
the 3 quarter of 2023, on the back of a precipitous fall in their share price.
MultiChoice had highlighted a myriad of operating difficulties, not least of which was
loadshedding and the impact it was having on their client base — no power meant no
TV, and no need to subscribe to DSTV. It reminded us a little of investing in the
Covid era, where the immediate operating environment was incredibly tough, and
share prices were pricing in no improvement, no “normalisation” of earnings for good

companies.

MultiChoice now joins a growing list of companies that our funds have been invested
in that have been the subject of a buy-out in the last few years. Recent examples of
these include Clover, Long4Life, Distell, Massmart and RB Plats. Well managed
larger companies and private capital will always seek out opportunities to deploy
capital accretively — with the valuations on offer across numerous companies and
sectors on the JSE, it is hard to believe that MultiChoice will be the last takeover
target. An intriguing, and dare we say exciting, time for current South African equity

investors.

The Quest for Alpha

The ClucasGray Equity Prescient Fund has an objective of delivering Alpha (returns

in excess of the JSE Indices) over long periods of time. We do believe that our
relative size and hence ability to invest in a wider spectrum of opportunities is a
competitive advantage, over time. The asymmetrical nature of potential returns has
for some time favored medium and smaller companies that have fallen off the radar
of larger institutional investors. As GMO stated in a recent note, this phenomenon is
not unique to South Africa. They wrote, principally in reference to US equity markets:
“For most of history, biasing portfolios against the very largest stocks has been
lucrative. Yet over the last decade, and particularly the last year, it has been a

relative disaster.”

When we look back on the last 12 V2 year history of the fund, the fund has delivered
Alpha over most periods. In all prior periods of underperformance, we have stuck to
our investment process and beliefs, and opted to take advantage of opportunities,
not to run from them. The end result has been a generation of Alpha over time, just

not necessarily all the time.



Conclusion

Renowned investor and author Guy Spier of the Aquamarine Fund recently stated,
“Over the last 25 years | have learnt again and again, that extreme patience is the
name of the game”. We have no real sense of what the catalyst will be to unlock
value — it could be any number of events, including an election outcome not as bad
as feared, a recovery in global commodity prices and the Rand, or lower interest
rates. As the Aristotle Onassis quote alluded to earlier, it feels particularly dark in
South Africa at present. The light to which he refers is streaming through the window
of opportunity — history has taught us that valuations seldom stay this low for long.
We continue to believe, as Guy Spier alluded to, that patience is going to be

handsomely rewarded.

Regards
Andrew, Grant and the CGAM team

ClucasGray Equity Prescient Fund | Net Annualised Performance Figures to 31 March 2024

Since Inception™

1 Year 3 Years 5 Years 10 Years (Annualised)

Fund® -2.2% 10.4% 7.4% 7.4% 10.5%
Class A2™ -3.0% 9.5% 6.5% 6.6% 9.8%
SWIX TR 2.7% 5.3% 7.0% 6.6% 10.1%
SA Equity General Peer Group 3.1% 7.0% 7.5% 5.6% 8.6%
* Inception 1 October 2011 Source: Prescient Fund Services March 2024
** Highest Fee Class Highest Rolling 1 Year Return * 55.3%

Lowest Rolling 1 Year Return * -30.7%

ClucasGray Equilibrium Prescient Fund | Net Annualised Performance Figures to 31 March 2024

Since Inception™

3 Years 5 Years (Annualised)
Fund®
Class C* 5.9% 10.0% 8.0% 8.2%
SA Multi Asset High Equity Peer Group 9.5% 8.6% 8.3% 6.4%
* Inception 16 January 2015 Source: Prescient Fund Services March 2024
** Highest Fee Class Highest Rolling 1 Year Return * 34.2%
Lowest Rolling 1 Year Return * -17.6%

Click Here to view the March 2024 ClucasGray Equilibrium Prescient Fund MDD

Click Here to view the March 2024 ClucasGray Equity Prescient Fund MDD




Click Here to visit our Website

Our funds are available on the following platforms:

AIMS | Allan Gray | Glacier | Momentum
NinetyOne | Multilect | Old Mutual | Prescient | Prime | Stanlib
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DISCLAIMER

Collective Investment Schemes in Securities (CIS) should be considered as medium to long-term
investments. The value may go up as well as down and past performance is not necessarily a guide to
future performance. CIS’s are traded at the ruling price and can engage in scrip lending and borrowing. A
schedule of fees, charges and maximum commissions is available on request from the Manager. There is
no guarantee in respect of capital or returns in a portfolio. A CIS may be closed to new investors in order
for it to be managed more efficiently in accordance with its mandate. Prescient Management Company (RF)
(Pty) Ltd is registered and approved under the Collective Investment Schemes Control Act (No.45 of 2002).
For any additional information such as fund prices, brochures and application forms please go to
www.prescient.co.za. Performance has been calculated using net NAV to NAV numbers with income
reinvested. The performance for each period shown reflects the return for investors who have been fully
invested for that period. Individual investor performance may differ as a result of initial fees, the actual
investment date, the date of reinvestments and dividend withholding tax. Full performance calculations are
available from the manager on request.

ClucasGray Asset Management (Pty) Ltd is an independent investment management company registered
in South Africa, company registration number 2019/060149/07 and authorised financial services provider
under the Financial Sector Conduct Authority (FSCA) registration number 50733. The main business of
ClucasGray is the provision of investment management services to private and institutional clients.

Annualised performance: Annualised performance shows longer term performance rescaled to a 1-year
period. Annualised performance is the average return per year over the period. Actual annual figures are
available to the investor on request.

Highest and Lowest Returns: The highest and lowest returns for any 1 year over the period since inception
have been shown.

NAV: The net asset value represents the assets of a Fund less its liabilities.
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