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"At the bottom, stocks will be cheap and no one will care."
Bob Farrell*

A bittersweet element of unloved equity markets is that good companies trading at
the wrong price, tend to delist. It is a sad reality, but merely part of the investment
cycle. The ClucasGray Asset Management investment process centres around the
interplay between earnings forecasts and valuation multiples, leading to our
estimates of prospective returns that companies could generate for investors.
Private capital and corporates are also constantly on the hunt for opportunities to
allocate capital, either into growth projects or investments where they can expect to

earn a high return on invested capital.



Over the last number of years, numerous portfolio holdings in the ClucasGray Equity
Prescient & ClucasGray Equilibrium Prescient Funds have been the subjects of buy-
out offers. These include Clover, Zeder (Pioneer), Long4Life, Distell and more
recently RB Plats has found itself as the object of a bidding war. In the course of the
last quarter, Walmart made an offer to Massmart minorities to delist the company at

what, on the face of it, appears a reasonable offer.

Whilst “beauty is in the eye of the beholder”, our analysis of the earnings prospects
and the appropriate multiple that each of the above deserved to trade on resulted in
a compelling investment case. We applaud the buyers for stepping in and committing
capital, and whilst we may have enjoyed the bounce in their share prices, the longer

term, more material upside will likely to accrue to the buyers — bittersweet indeed.

Our belief is that if numerous companies currently listed in South Africa do not enjoy
some kind of re-rating, or trade nearer their intrinsic value soon, we can expect the
above trend to continue. We are not explicitly positioning our funds to take advantage
of this trend — it is in the ordinary course of investing that we strive to own companies
that are likely to deliver attractive prospective returns — we would expect these
attractive returns to have broad appeal. The earlier quote seems to sum up large
parts of the South African market — undeniably attractive, but for myriad reasons, not

many seem to care!

The lost decade of US Equity Returns

Notwithstanding a difficult 2022 to date, US Equity markets have dominated global
equity returns for much of the last decade. As demonstrated in the table below,
between December 2011 and September 2022, the S&P 500 returned over 12% per
annum, compared with the pedestrian Dollar returns from Europe, the UK and South
Africa. Given this extraordinary period of outperformance, one is tempted to forget
about the “lost decade” of US Equity returns. Between June 2002 and December
2011, South African investors enjoyed a spectacular period of Dollar returns from

the JSE — over 18% per annum, materially outperforming major global indices.



Compound Returns - S

Jun ‘02 io Jun ‘02 to
Dec'Tl Sept’22
JSE All Share TR 18.68% 9.64% 2.23%
Euro Stoxx 50 TR 2.47% 3.01% 3.48%
MSCI WORLD INDEX TR 4.82% 6.89% 8.75%
FTSE 100 TR 5.78% 4.17% 2.77%
S&P 500 TR 4.62% 8.69% 12.42%

Source: Bloomberg, CGAM, October 2022

The two charts below highlight the similarities between where relative valuations,

using dividend yields, between South Africa and the US were in 2002 and today.

Dividend Yields of the South African Banks, as a proxy for South African companies,

or the much broader All Share Index, highlight that relative yields in South
Africa dwarf those available in the US — outside of the Covid crisis anomaly in 2020,

the last time the yield gap was as elevated was in 2002.
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As alluded to earlier, our assessment is that prospective returns for many South

African companies are extremely attractive. Given relative starting valuations, history

may suggest the next decade could well have more parallels with the 2002-2011

period, and not necessarily a repeat of the last decade of US Equity dominance.



ClucasGray Equity Prescient & ClucasGray Equilibrium Prescient Funds

The ClucasGray Equity Prescient Fund returned 2.6% in the quarter,
outperforming the JSE Swix and General Equity peer group, which declined 2.5%
and 1.4% respectively. Over the last 12 months the Fund has gained 10.8%, which
compares favourably to the Swix which declined 0.2%, and the peer group which
returned 1.8%. The Fund has just celebrated its 11" anniversary since its launch in
October 2011. Over the last 11 years, the Fund has delivered annualised net returns
of 11.2%, outperforming both the JSE Swix (9.9%) and the peer group (8.2%).

The ClucasGray Equilibrium Prescient Fund gained 1.7% in the quarter, and is
now up 4.1% over the last year. Whilst these returns are modest relative to our longer
term objectives, they compare favourably against the peer group returns, which were
down 0.1% over both the quarter and the last year. We strive to deliver industry
leading Real returns over time — over the last 3 years, the Fund has delivered
annualised returns of 9%, against the peer group of 6.5% and inflation of 5%, and
since inception over 7 years ago in January 2015, the fund has gained over 8% per

annum, versus the peer group and inflation of 5.2%.

We have for some time expressed a constructive view on the domestic equity
opportunity set that has been presented to investors. We continue to believe that
numerous large, medium and smaller companies trade at valuations which in an
historical context would be deemed extremely attractive, and in our estimates offer
enticing prospective returns. We have positioned the portfolio to benefit from these

opportunities.

None of us have any foresight into when value will be unlocked in the companies in
which we have invested, but history has taught us that buying good companies at
great prices is a strategy that over time delivers good outcomes. We believe patience

will be well rewarded.

We have outlined more detail on portfolio positioning and recent changes to the

funds in the attached factsheets.



If there is any interest to engage on a Zoom call or the like, please don’t hesitate to

get in touch with us.

Kind Regards

Andrew and Grant

*as tweeted by Karin Richards

ClucasGray Equity Prescient Fund | Net Annualised Performance Figures to 30 September 2022

3 Years 5 Years 10 Years  Since Inception
Fund* 10.8% 12.0% 8.0% 9.7% 11.2%
Class A2** 9.9% 11.1% 7.2% 8.9% 10.4%
SWIX TR -0.2% 6.2% 3.9% 8.3% 9.9%
SA Equity General Peer Group 1.8% 7.8% 4.6% 7.0% 8.2%

ClucasGray Equilibrium Prescient Fund | Net Annualised Performance Figures to 30 September 2022

Since

1 Year 3 Years 5 Years Inception
Fund* 41% 9.0% 76% 8.1%
Class C** 3.5% 8.3% 7.0% 7.5%
SA Multi Asset High Equity Peer Group -0.1% 6.5% 4.8% 5.2%

* Fund performance is the net weighted average fee return for the Fund
** Highest Fee Class

ClucasGray Equity Prescient Fund ClucasGray Equilibrium Prescient
Funds
ROLLING 12 MONTH RETURN ROLLING 12 MONTH RETURN
Highest Average Lowest Highest Average Lowest
Fund Class A2 | 55.3% | 1.2% I -30.7% Eund Glass C 34.2% 7.9% -17.6%

Click Here to view the September 2022 ClucasGray Equilibrium Prescient Fund MDD

Click Here to view the September 2022 ClucasGray Equity Prescient Fund MDD

Click Here to visit our Website



https://protect-za.mimecast.com/s/em9gCVmWYoIMBk0sG1g27?domain=cgam.co.za
https://protect-za.mimecast.com/s/7qlACWn1ZpU03XzixAGmP?domain=cgam.co.za
https://protect-za.mimecast.com/s/8_vxCX6P1qfmADBFD4c-2?domain=cgam.co.za

Our funds are available on the following platforms:

AIMS | Allan Gray | Glacier | Momentum
NinetyOne | Multilect | Old Mutual | Prescient | Prime | Stanlib
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® © 0

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. CIS prices are calculated on a net
asset basis, which is the total value of all the assets in the portfolio including any income accruals and less
any permissible deductions (brokerage, STT, VAT, auditor’s fees, bank charges, trustee and custodian fees
and the annual management fee) from the portfolio divided by the number of participatory interests (units)
in issue. Forward pricing is used. 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


mailto:Megan@clucasgray.co.za?subject=Please%20subscribe%20me%20to%20the%20Mailing%20List&body=Hi%20Megan%0A%0APlease%20will%20you%20subscribe%20me%20to%20the%20mailing%20list.%0A%0AMany%20thanks%0A
https://protect-za.mimecast.com/s/a0BIC1jM2EC8gBnH1GirT?domain=prescient.co.za
https://protect-za.mimecast.com/s/Qs2GCY6Z2rf5YpksVp4Nr?domain=clucasgray.co.za
mailto:nikki@clucasgray.co.za
https://protect-za.mimecast.com/s/qF5VCZ4g3vizv8PSxiUI1?domain=linkedin.com

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.

ClucasGray Asset Management
Telephone: +27 11 771 1960 | Email: Megan@ClucasGray.co.za
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