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Performance Period Fund Return Sector Average Benchmark*

1 Year 20.5% 12.6% 17.5%
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Top 5 Domestic Holdings

Asset & Sector Allocation

Cash 2%

Total Net Equity 98%

Basic Materials 8%

Consumer Goods 12%

Consumer Services 29%

Financials 17%

Health Care 2%

Industrials 1%

Offshore 24%

Other 5%

Top 5 Global Holdings

BlueAlpha BCI Equity Fund Quarter ended 31 December 2017

Portfolio Manager: Gary Quinn / Walter Jacobs
Commentary for the Quarter ended 31 December 2017

Performance
For the quarter, the fund returned 8.1% vs. the JSE Swix (9.7%). In USD terms, this translated to 18.0%, making it one of the strongest USD quarterly
returns during the last decade. For the year, the fund returned 20.5% vs. the benchmark’s 17.5%.

Domestic Equity
The most important feature in the quarter was the ANC elective conference’s result. This had positive implications for the Rand, which appreciated
16.2% against the USD from mid-November lows. While the fund went into the ANC election with an overweight position in Rand Hedges, post the
conference, we added more Banks and Domestic Cyclicals – the sectors which stand to benefit most from the outcome of the conference. The fund
further benefitted from a call option held on a basket of domestic cyclicals.

Specific stocks worth a mention were Mr. Price, FirstRand and Capitec – all large overweights in the fund – which collectively returned about 30% in the
quarter. Mondi and Aspen detracted from performance, given their Rand Hedge exposure. We have sold our position in Redefine International and
added Imperial.

The other notable feature of Q4 was Steinhoff, to which we had no exposure going into the announcement of their accounting irregularities. Our main 
reasons for not owning Steinhoff centred on 3 key issues. Firstly, Steinhoff has always had poor cash flow and low quality earnings – resulting in the 
company trying to raise money via rights issues, convertible bonds and suspect deals. Secondly, they couldn’t grow EPS in Euros, nor generate a 
sufficient ROE. Thirdly, was the suspicion of fraud. This is always difficult to prove and we may never know, but the change in year end in 2016 from June 
to September was highly suspicious, along with the sheer number of deals the company tried to execute in that quarter.

Due to the global economy’s strong positioning, we have maximised exposure to companies we believe will benefit from this going forward.
Domestically, it may take several months before the consumer feels more confident and we begin to see meaningful improvements in spending and
growth. Besides the delay, there remain two tricky hurdles to meaningful improvement. The first is how quickly the ANC either recalls Zuma or he steps
down. The second is the February Budget Speech. Despite these concerns, the expected growth trajectory for South Africa has certainly improved.
Therefore, despite the large increases in domestic asset prices, we will look to add to this sector.

Global Equity
The global portion of the portfolio returned 7.7% in USD, outperforming the MSCI World Index’s 5.6%. The ZAR return of -1.4% was due to the
appreciation of the currency mentioned above (9% after the ANC’s elective conference alone).

Sector exposure to consumer discretionary and technology added to performance (as did having no exposure to utilities), while healthcare detracted
from returns. At a stock level, our top contributors to performance were Tencent (+21%), Boeing (+17%) and Home Depot (+17%). Boeing and Home
Depot are longstanding investments and Tencent was added in early 2017. The worst detractors from performance were Blackstone, Bayer and Priceline
– though it should be noted that their returns were only marginally negative in the low single digit range.

The global portfolio was in fact the top performer in the Global Equity category for the year(31% in USD). Over the 3 years since launch, we remain in the
top 10% of funds. We believe this result bears testimony to the logic of our investment approach – namely to invest in high quality growers, or what we
would term “compounding machines”. This approach does naturally skew us towards high return industries and away from capital intensive, defensive
and highly regulated businesses. While this does create sectoral risk exposure, over time, we believe it is the most sensible way to invest. As such, we
will remain focused on investing in high quality businesses with good growth prospects.

*Benchmark: Composite of SWIX to 31/10/2017; 75% JSE Swix/ 25% MSCI All Country World Index from 01/11/2017
**Performance is reported for A Class, net of fees
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