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Commentary for the Quarter ended 31 December 2017

Global Macro
A year ago, the Fed had just started with its rate hiking cycle, which caused much investor angst at the time. We viewed this change in policy positively, as it
confirmed a robust economic climate. This indeed, seems to have been the case, given the 3 rate hikes enacted thus far. Politically, the year proved to be quite
volatile – with European political tensions, both in Germany (collapse of coalition talks) & Spain (Catalonian independence referendum); a US president whose
intelligence, temperament and even sanity have been publicly questioned, with frequent calls for impeachment; and perhaps most importantly, the imminent risk
of a nuclear event on the Korean Peninsula. Notwithstanding this risky backdrop, an acceleration of synchronized global growth proved to be the key force driving
company earnings revisions upward, which in turn, led to strong price performance in global equities.

Regional performance in USD terms, largely followed the same pattern for the year, with Asia ex-Japan ending up 38% and Emerging Markets up 34% - significantly
ahead of the World Index and the clustered returns of Europe, the US and Japan. In terms of industry performance, Software (+41.9%), Tech Hardware (+36.1%) and
Materials (+26.7%) were the best performing sectors in 2017, while Energy (+3.4%) and Telecoms (+4.2%) performed the worst. A key feature of last year’s returns,
particularly in the US, is not simply the strength of performance but also the consistency of returns and lack of volatility. Not since 1958, have US equities posted a
positive return every single month of any year until now. The market was also benign, from a drawdown perspective, the largest decline in the index being 3% -
compared to an average intra-year drawdown of 14%. We have argued in the past that low volatility is perhaps less a sign of complacency, as is often argued - but
rather a sign of managers underweight position in equities. This view seems to be supported by the lack of significant drawdowns during the year.

Looking ahead, while valuations appear to be on the upper end of historical ranges, we do not necessarily view them as stretched, given the strength and breadth
of earnings revisions across the world. Growth is strong, monetary policy is benign and political risk in the form of US tax cuts has surprised on the upside.
Importantly, strong returns for risk assets in the mature phase of a bull market are the norm and not the exception. Given these factors we remain constructive on
global equities, notwithstanding the strong market performance over the last year.

Portfolio
For the year, the fund returned 31.3% in USD (18.4% in ZAR) and was the top performing fund in the Global Equity category. The fund returned 7.7% in USD over
the quarter, ahead of the world index return of 5.6%. The ZAR quarterly return of -1.4% was as a result of a 9% appreciation in the currency following the ANC
elective conference. Sector exposure to consumer discretionary and technology added to performance (as did having no exposure to utilities), while healthcare
detracted from returns. Regional exposure did not benefit returns, with no exposure to Japan (+8.7%) and only limited emerging market exposure (+7.5%). As such
excess returns were largely a function of specific stock picks. 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. Bayer was sold during the
quarter. One of the attractions for us was the hidden value of the Pharma business, however with a huge focus on closing the Monsanto deal, and a decline in
earnings expectations, the risk-reward no longer appeared attractive to us. The single biggest detractor from performance was the loss on hedging through owning
PUT options on the S&P500. This is no great tragedy and is tantamount to the “loss” one feels on a no-claim risk insurance. As useful as it is to have insurance,
ideally it is better not to have to collect on it.

While we remain constructive on equities we have bought more downside protection via options on the Nasdaq 100. Our reasoning remains identical to last
quarter - strong fund returns, almost uninterrupted gains in shares prices, and very low levels of volatility – provide an opportunity to buy “cheap” protection, and
it seems pragmatic to do so.

As mentioned, the fund is the top performer in the Global Equity category for the year, and delivered double the return of the average fund. 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.
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Top 5 Holdings

Asset allocation

Cash 6%

Total Net Equity 94%

Consumer Goods 15%

Consumer Services 18%

Financials 8%

Industrials 13%

Health Care 12%

Technology 27%

Other 1%

BlueAlpha BCI Global Equity Fund Quarter ended 30 June 2017

Equity Holdings by Geography

USA 71%

Europe 23%

Asia 6%
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*Benchmark: 80% MSCI World Index, 20% USD Libor Rolling 1yr
**Performance is reported for A Class, net of fees
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