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History of Bubbles (O BLUEALPHA
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Source: Bloomberg, Apollo Chief Economist. Note: Nikkei for Japan’s real estate crisis of 1989; 1998 Moscow large-cap index; NVIDIA as a proxy for Al; 2005-07 China property bubble;
and stock price of US homebuilders.



Greater fool theory
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Source: CNBC

Warren Buffett on why
bubbles happen: People
see neighbors 'dumber than
they are' getting rich

Tae Kim
cnBG CNBC September 12, 2018, 11:51 AM GMT

o Warren Buffett was asked by CNBC's Andrew
Ross Sorkin if he is worried another financial
crisis will happen again.

o “Well there will be one sometime," he said in
an interview for CNBC'’s "Crisis on Wall Street:
The Week That Shook the World"
documentary. "People start being interested in
something because it’s going up, not because
they understand it or anything else."

e The Oracle of Omaha says the human
behavior and jealously that leads to crises will
forever be a part of the financial system.




What's this got to do with Value Investing? BLUEALPHA
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Is Quality different? BLUEALPHA

Quality's Return Composition
Highest ROIC
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Comparing Value to Quality BLUEALPHA

Summed Composite Returns
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S&P500 Winners and Losers BLUEALPHA

P/E Ratio 42,02 17,58 2,39 X

Price — book ratio 9,44 3,51 2,7 X

Dividend yield 0,82% 2,33% 29X

Trend Growth 65% -0,30%

Result Best Market Worst
Return (%) 2144 212 -26

Source: Bloomberg, BlueAlpha 7



Should we start with Growth?

Revenue growth
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Quality Remains

ROIC in 2003
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Moats are sticky

Transition rate, 1990-2022

Ending Quintile

(Best) 5 4 3 2 (Worst) 1
(Best) 5 48% 10% 11% 8% 15%
4 2920 31% 21% 14% 12%
Beginning 3 11% 23% 20% 239 13%
Quintile
2 8% 15% 250 33% 19%
(Worst) 1 120 11% 14% 220 41%

Good companies (high return on Capital) tend to remain so (over a 3-year period)

Converse also true

Source: Counterpoint Global, Russell 3000 1990 to 2022, June 23
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First Quality then Growth (/) BLUEALPHA
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Source: McKinsey 11



Why Quality ? Earnings Power Over 5 Years Starting at $10 @ BLUEALPHA
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EV / EBIT Multiples at Purchase to Get Identical Return BLUEALPHA

Multiple Comparison 0% Return 10% Return 15% Return 20% Return
Great Business 38 22 17 12
Good Business 21 12 9 7
Growth 13 8 6 4
No Growth 10 6 4 3
Value Trap 1 0 0 0

Good companies tend to be “expensive” and cheap companies tend to be....
“cheap” for a reason

Source: BlueAlpha 13



Economic Profit

What is Value ? "CHEAP” or “Low Quality” ) BLUEALPHA
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Looking back
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Disclaimer & Contact

Boutique Collective Investments (RF) (Pty) Ltd (“BCI”) is a registered Manager of the Boutique Collective
Investments Scheme, approved in terms of the Collective Investments Schemes Control Act, No 45 of 2002 and is a
full member of the Association for Savings and Investment SA.

BlueAlpha Investment Management (Pty) Ltd is an authorised Financial Service Provider FSP number 118.

Collective Investment Schemes in securities are generally medium to long term investments. The value of
participatory interests may go up or down and past performance is not necessarily an indication of future
performance. The Manager does not guarantee the capital or the return of a portfolio. Collective Investments are
traded at ruling prices and can engage in borrowing and scrip lending. A schedule of fees, charges and maximum
commissions is available on request. BCI reserves the right to close the portfolio to new investors and reopen
certain portfolios from time to time in order to manage them more efficiently. Additional information, including
application forms, annual or quarterly reports can be obtained from BCI, free of charge.

Performance figures quoted for the portfolio is from Morningstar, as at the date of this document for a lump sum
investment, using NAV-NAV with income reinvested and do not take any upfront manager’s charge into account.
Income distributions are declared on the ex-dividend date. Actual investment performance will differ based on the
initial fees charge applicable, the actual investment date, the date of reinvestment and dividend withholding tax.
Annualized return is the weighted compound growth rate over the period measured. Actual annual figures are
available to the investor on request. Performance is reported net of fees. Investments in foreign securities may
include additional risks such as potential constraints on liquidity and repatriation of funds, macroeconomic risk,
political risk, foreign exchange risk, tax risk, settlement risk as well as potential limitations on the availability of
market information.

Boutique Collective Investments (RF) Pty Ltd retains full legal responsibility for the third party named portfolio.
Although reasonable steps have been taken to ensure the validity and accuracy of the information in this document,
BCI does not accept any responsibility for any claim, damages, loss or expense, however it arises, out of or in
connection with the information in this document, whether by a client, investor or intermediary. This document
should not be seen as an offer to purchase any specific product and is not to be construed as advice or guidance in
any form whatsoever. Investors are encouraged to obtain independent professional investment and taxation advice
before investing with or in any of BCl/the Manager’s products.
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Thank You

BlueAlpha Investment Management

Tel +27 21 409 7100
Fax +27 21 425 6560

Email us
clients@bluealphafunds.com

Nkanyezi@bluealphafunds.com
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