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BlueAlpha BCI Global Equity Fund – Quarter 2 2018

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

Equity Holdings by Geography

USA 75%

Europe 19%

Asia 6%

Performance Period BlueAlpha Return Benchmark*

1 Year 29.1% 15.1%

3 Years (annualised) 15.7% 11.7%

Since Inception (annualised) 17.9% 14.1%

MasterCard
Apple Inc.
Tencent
ServiceNow Inc.
Fiat Chrysler

Top 5 Global Holdings

Asset & Sector Allocation

Cash 13%

Total Net Equity 87%

Consumer Goods 11%

Consumer Services 19%

Financials 8%

Industrials 11%

Health Care 10%

Technology 25%

Other 3%Portfolio Manager: Richard Pitt / Gary Quinn
Commentary for the Quarter ended 30 June 2018

Performance
The fund returned 3.2% in USD (19.8% in ZAR) vs. the MSCI World Index’s 1.7% (18.4% in ZAR). For the 12 months ended June 2018, the fund again
outperformed, returning 22.6% in USD (29.1% in ZAR) vs. the MSCI World’s 11.1% (17.0% in ZAR).

Global Macro
The MSCI World Index managed to eke out a small gain for the second quarter. This was amidst generally strong economic and earnings data, versus
ever-increasing geopolitical tensions and growing momentum around Trump Tariffs, with the potential risk of escalation into a trade war.

Regionally, the US did all the heavy lifting over the quarter, gaining 5%, along with the unloved and likely underweighted UK, which managed 2%. All
other regions were negative for the quarter, with Europe and Japan down 3%, Asia ex Japan down 6%, and Emerging Markets down over 8%.

The US was driven by strong earnings momentum and positive economic data. The unemployment rate of 3.8% has now hit an 18-year low. As
expected, the Federal Reserve raised the target Fed Funds rate by a further 25 bps. Expectations are for a further 2 hikes this year, with 3 in 2019. On the
flip side, Emerging Markets were hit hard by the strength in the USD (+5% against a basket of major currencies) and an escalation of global trade
tensions. With the failure of US-China trade talks to reach any meaningful agreement, risk aversion increased, clearly to the detriment of EM’s. While
the noise of trade wars is obviously a concern at a macro level, it is less obvious at the individual company level. Global bond returns (government,
corporate and high yield) ranged from flat to mid- single digit declines. The US yield curve flattened, with the spread between 2- and 10-year notes at its
lowest since 2007. In the commodity space, oil continued to rally on supply concerns, industrial metals were mixed, and agricultural products declined
on global trade concerns.

Portfolio
At a sector level, Energy (+13.1%), Consumer Discretionary (+4.1%) and Info Tech (+6.4%) led returns. Energy is rebounding off a low earnings base, while
the earnings momentum in Technology remains resilient. Financials (-4.1%) and Industrials (-2.0%) were substantial under-performers, driven by a
flattening of the yield curve and the potential impact of a trade war respectively. For the portfolio, the strong performance of Info Tech and Consumer
Discretionary added to returns. The fund’s underweight position in Financials also added to performance. Detractors were Energy and Materials, to
which the fund had no exposure.

Top performing stocks were Mastercard (+12.4%), Facebook (+21.6%) and UnitedHealth (+15.1%). These are all long-standing investments and are
classic quality compounders with room for growth, continuing to generate high returns on invested capital.

The worst performers were Continental (-15.6%), Tencent (-3.6%) and Fiat Chrysler (-6.1%). Despite this, we view Fiat as well placed with its product
portfolio mix, as evidenced by its recently reported 11% gain in US sales vs. a flat US auto market. With margins increasing, net debt declining, a low
valuation and a management team that has delivered on its financial targets, we continue to believe that Fiat is an attractive opportunity. Continental is
a high-quality business, producing good returns and high cash conversion of earnings. Compared to peers, it also has the greatest exposure to
digitization in areas of automated driving, connectivity and electric vehicles. Tencent reported results, which exceeded expectations on both revenue
and earnings. While the social media and gaming giant remains dominant in its scope of business, it is nonetheless susceptible to swings in sentiment on
China.

We currently have a reasonable cash buffer and a hedge in place in the form of put options on the Nasdaq 100. Given the substantial decline in the ZAR
over the quarter (13.7% depreciation against the USD), a move which we consider to be more an EM proxy factor than a country-specific issue, we have
also hedged out some of the currency exposure to protect the portfolio in the case of a pullback.

Few changes were made to the fund, other than some re-balancing and increasing positions in both Apple and Facebook (after it sold off around privacy
fears). We remain focused on high quality businesses with opportunities to grow and reinvest at high rates of return.
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