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20 October 2022
Dear Investor

Bateleur Equity Fund (“the fund”) — 2022 third quarter report back to investors

The fund returned 1.2% year to date - compared to the JSE Capped shareholder weighted Index
(CAPI) return of -7.0%.

During the reporting period, the fund benefitted from positioning in the resources sector
(overweight diversified miners and energy relative to underweight PGM and gold miners), a large
absolute position in RMI Holdings (RMI) and underweight exposure to MTN. The fund’s stock specific
investments in Mpact, AECI, Spar and Italtile detracted a combined 2.5%.

A summary of the top contributors and detractors is illustrated in Table 1 below.

Table 1: Top relative individual contributors and detractors year to date

Contributors (relative) Under/Overweight YTD 2022 Detractors (relative) Under/Overweight YTD 2022
MTN Uuw 1.5% Mpact ow -1.0%
RMI ow 1.4% AECI ow -0.7%
African Rainbow Minerals ow 0.5% Thungela uw -0.4%
Richemont Uuw 0.8% Spar ow -0.4%
Sasol ow 0.8% Italtile ow -0.4%

Source: Bateleur

Global capital markets lost significant value as investors incorporated more restrictive monetary and
fiscal policies into their valuations. Equity markets recorded their worst nine-month start since 2002,
with the MSCI world equity index declining 25.4% and the technology heavy Nasdag down 32.0%
(Chart 1). Similarly, bond markets suffered their largest decline in decades as the FTSE world
government bond index (WGBI) lost 21.3% year to date (Chart 2).

Chart 1: Select equity indices YTD returns (USD) Chart 2: Global bond index annual return (USD)
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Central banks are raising interest rates at the fastest pace in more than 40 years, with the US Federal
Reserve (Fed) leading the charge. In addition, policymakers are moving from a period of loose
monetary policy (quantitative easing) to quantitative tightening, albeit at a more measured pace.

These actions aim to slow economic and asset price growth and, more importantly, inflation that has
remained stubbornly high. The impact of these policy changes is visible in the decline of global GDP
growth forecasts accompanied by an increased risk of recession in developed market (DM)
economies (Charts 3 & 4). Central banks were slow to react to inflation and now run the risk of
overshooting on interest rates — leading to negative economic repercussions.

Chart 3: GDP growth forecasts (%) Chart 4: Probability of a DM recession (%)
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Inflation has likely peaked in the US but it is expected to remain elevated due to historically tight
labour market conditions characterised by low levels of unemployment and a record number of job
openings (Chart 5). As illustrated in Chart 6, the pace of wage growth has historically led services
inflation and will need to moderate from currently elevated levels, to tame inflation.

Concerningly, there are increasing signs that inflation is becoming entrenched - for example, US
railroads and unions reached a tentative wage agreement during September which includes a 24%
salary increase over 5 years including 14.1% effective immediately. This points to an environment
where wage growth, and possibly inflation, could remain above the Fed’s desired levels for longer
than expected.

Chart 5: US job openings elevated Chart 6: Wage growth leads services inflation
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Consensus forecasts are for the S&P 500 to grow earnings by 8.2% and 8.5% in 2023 and 2024
respectively. These growth rates are unrealistic given: 1) slowing demand (and therefore revenue) as
interest rate increases take effect; 2) an expected decline in operating profit margins from rising
input costs (especially wages, transport, packaging & distribution); and 3) an increase in corporate
finance charges due to higher interest rates on new debt issuances.

S&P 500 earnings have historically declined on average by 17% during a recession (Chart 7). If the US
does enter a recession in 2023 and the average earnings decline holds, then earnings estimates
could be overstated by up to 25%. Under this scenario, the 2023 forward P/E multiple of the S&P
500 is no longer the projected 15.6 times (Chart 8) but rather 19.6 times — well above the long-term
average.

Our expectations are for a slowdown in US and global corporate earnings and volatile equity markets
in the foreseeable future with the likelihood of further capital losses.

Chart 7: S&P EPS decline during recessions Chart 8: S&P 2023 P/E on differing EPS profiles
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Under the circumstances, SA capital markets held up reasonably well, with the JSE All Share Index
declining 10.1% in Rands over the review period, while a basket of SA government bonds (ALBI)
declined 1.3%. At the start of the year, SA companies already traded at low valuation multiples and
investor sentiment has been weak for an extended period.

Furthermore, the JSE earnings base is low as it has not been inflated by any stimulus induced
benefits like developed markets (Chart 9). Corporates are confident, executing well and growing
market share. Balance sheets are generally strong, and leverage is limited. Importantly, valuations
remain attractive in absolute terms and are currently at the lowest level since the financial crisis of
2008 (Chart 10).



Chart 9: SA EBIT margins below trend (%) Chart 10: SA P/E multiple at multi year low
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Fund positioning

The fund’s positioning remains anchored across five key investment themes.

1.

Resource exposure is premised on a constructive view of the outlook for energy (coal, oil &
gas) and future facing metals which enable a green transition (copper, nickel, manganese,
zinc & aluminium). Capital underinvestment by major miners over the last 5 years suggests
that certain commodities could move into a structural deficit as demand for future facing
commaodities increases without a timely supply response. Furthermore, to date management
teams have been disciplined, prioritising capital returns over volume growth to the benefit
of shareholders via share buybacks and dividends.

Fund exposure to resources is held through diversified miners - African Rainbow Minerals,
Anglo American, Glencore and South32 while energy exposure is via Sasol.

The fund is invested in quality industrials that are displaying operational resilience and
producing credible financial results. These companies continue to gain market share through
deliberate management actions and have aligned themselves to areas of the economy that
are expected to grow. Holdings include AVI, Bidcorp, Bidvest, Mr Price and Shoprite.

Continued corporate activity within the mid-capitalisation sector should not be overlooked
and exemplifies the value on offer on the JSE. The fund continues to hold exposure to
Adcock, AECI, Hudaco, Italtile and Mpact — all of which have a lengthy track record of
successful operational and financial execution. We remain patient investors.

SA banks present an attractive investment opportunity with supportive medium-term
earnings drivers. It is expected that banks will release earnings (from provisions) as credit
loss ratios normalise. In addition, higher interest rates are supportive of earnings via the
endowment effect. A third tailwind to earnings is the moderate acceleration of loan growth
seen year to date, albeit from a low base.



The fund has maintained exposure to FirstRand and Standard Bank - and initiated a new
position in Absa based on its compelling valuation and the removal of the overhang caused
by Barclays sale of its remaining shares in Absa.

5. The fund is invested in Naspers and Remgro which can be acquired at substantial discounts
to net asset value. In both instances, there are numerous permutations that could unlock
substantial value for shareholders. We will continue to engage management and press their
leadership to follow sensible strategies to create value for shareholders.

The fund invested 89% of assets across the 5 key themes explained above. The portfolio trades at an
average forward P/E multiple of 8.6 times and is expected to grow earnings 9% in the year ahead.

Conclusion

The fund has been active over the quarter, adding to existing positions in Growthpoint, Mr Price and
Truworths whilst reducing exposure in African Rainbow Minerals. New positions in ABSA and Bidcorp
were initiated.

Elevated market volatility is expected to continue until developed market inflation meaningfully
declines from current levels. In addition, the change in the interest rate regime is yet to be felt in the
real economy and is not fully priced into global valuations and earnings prospects.

Valuations of South African equities remain very attractive on an absolute and relative basis. The
fund is invested in quality companies, trading at low valuation metrics with solid earnings growth
prospects that are expected to produce pleasing returns. We are encouraged by the wide
opportunity set available.

Kind regards

— (7 ; /7
e U Ry St
Charl Gous Warren Riley Bheki Mthethwa

Co-Fund managers

Use of information:

This communication provides general information for the benefit of the present investors in Bateleur Funds. The information contained
herein has been derived from sources believed to be accurate and reliable, however, Bateleur gives no representation or warranty as to the
reliability, completeness or accuracy of the information and disclaims liability for any errors or omissions that may be contained in the
information provided. Bateleur does not undertake to update, modify or amend the information on a frequent basis, accordingly, it may not
be complete and up to date. Opinions expressed in this document may be changed without notice at any time after publication. Any
representation or opinion is for information purposes only and is not intended as financial advice or as an offer, solicitation or
recommendation of securities or other financial products.
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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. All documents, notifications of deposit, investment, redemption and switch applica-
tions must be received by the Manager by or before 13:00 (SA), to be transacted at the net asset value price for that day. Where all required documentation is not received before the stated cut off time the
Manager shall not be obliged to transact at the net asset value price as agreed to. Fluctuations and movements in exchange rates may also cause the value of underlying international investments to go up or
down. Forward pricing is used. The Fund’s Total Expense Ratio (TER) reflects the percentage of the average Net Asset Value (NAV) of the portfolio that was incurred as charges, levies and fees related to the
management of the portfolio. A higher TER does not necessarily imply a poor return, nor does a low TER imply a good return. The current TER cannot be regarded as an indication of future TER’s. During the
phase in period TER’s do not include information gathered over a full year. A Money Market portfolio is not a bank deposit account and the price is targeted at a constant value. The total return is made up of
interest received and any gain or loss made on any particular instrument; and in most cases the return will have the effect of increasing or decreasing the daily yield, but in the case of abnormal losses it can
have the effect of reducing the capital value of the portfolio. The yield is calculated as a weighted average yield of each underlying instrument in the portfolio. Excessive withdrawals from the portfolio may
place the portfolio under liquidity pressures and a process of ring-fencing of withdrawal instructions and managed pay-outs over time may be followed A Fund of Funds is a portfolio that invests in portfolios

of collective investment schemes, which levy their own charges, which could result in a higher fee structure for these portfolios. A Feeder Fund is a portfolio that invests in a single portfolio of a collective
investment scheme which levies its own charges and which could resultin a higher fee structure for the feeder fund. The Manager retains full legal responsibility for any third-party-named portfolio. Where for-
eign securities are included in a portfolio there may be potential constraints on liquidity and the repatriation of funds, macroeconomic risks, political risks, foreign exchange risks, tax risks, settlement risks; and
potential limitations on the availability of market information. The investor acknowledges the inherent risk associated with the selected investments and that there are no guarantees. Prescient is a member of
the Association for Savings and Investments SA. Bateleur Capital Pty Ltd, an AFSP; is the investment manager of the Funds.

Prescient Management Company (RF) Limited, Prescient House, Westlake Business Park, Otto Close, Westlake, Cape Town, 7966

Copyright disclaimer:
This commentary and its contents are the intellectual property of Bateleur Capital (Pty) Lt ermits you to make use of this solely for information purposes.






