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What we are looking for
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Sustained risk-on appetite globally
Resumption of EM versus DM outperformance
Coherent plan on how to deal with Eskom and other SOEs - we need a strong message on how
expenditure will be controlled. The current situation is unsustainable

No more load-shedding from Eskom — this was a major constraint to growth in the first quarter
More clarity with regards to policy from the ANC

Interest cut — other central banks (including EM) are cutting rates. Our real interest rate is
extremely high in this context and we have ample room to cut. SA risk assets typically perform
very well in a downward interest rate environment

Improvement in business confidence — unlikely to see job creation unless this improves
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Interesting times
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Putting the current market shock in context
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» .Post the market recovery in the US, it is still one of the biggest 3m declines in the history of the S&P 500 G} ln tec
veste
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An absolute shocker for the UK market so far



ALSI has not escaped

The worst 3m decline since the EM crisis
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SA equity call has little to do with SA
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Performance in USD
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Can’t rely on bottom up consensus forecasts at this point

Consensus 12m forward earnings growth
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Expected 12m earnings growth (USD%)
MSClI ACWI MSCI USA MSCI Europe MSCIEM
30/03/2020 7.18 6.48 4.47 13.38

Lots of revisions to come...
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Same with dividend forecasts

Consensus 12m forward dividend growth
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Expected 12m dividend growth (USD%)
MSClI ACW MSCI USA MSCI Euro MSCI EM
30/03/2020 4.70 6.11 3.33 4.91
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Maybe we should have less faith in the sell side in
any event “ Investec
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Equity sales, trading and research jobs at top 12 global investment banks
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Fewer recommendations per stock in SA

Median number of analyst recommendations per S&P 500

Source: Bloomberg and Investec Wealth and Investment

Portfolio Management | Stockbroking | Wealth Managament

16
14
12
10

O M B Oy 00

Out of the Ordinary®

& Investec

Wealth & Investment

Median number of analyst recommendations per top 40 stock

Source: Bloomberg and Investec Wealth and Investment
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What is priced in?

Dividend growth in the US priced to be worse than that seen in the GFC.
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What's priced in v2.0
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CFROI 1998 - 2019 and expected for next 5 years
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Key indicators for SA
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BER business confidence survey
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SACCI business confidenceindex
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* However you measure it business confidence remains depressed.

Business confidence depressed
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Nominal wage growth
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Mominal growth in compensation

Source: Thomson Reuters. Investec Wealth and Investment

* As of Q4 19 total growth in compensation in the SA economy is running at 4% yoy according to the

GDP stats.

* Inflation over the same period was 4% yoy...
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Post junk for SA
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Reforms in SA?
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» “When | spoke to the president before Moody’s announced their decision he said to me, ‘We now need to move more ea ISR

boldly on the structural reforms programme.’ I said, ‘Hallelujah’. I've been preaching that agenda for a long time,”
Mboweni said.

* Mboweni later elaborated that a unit would be established in the Finance Ministry — but not the National Treasury —
called “Vulindlela”, Zulu for “Lead the way,” also the title of a popular song by the late Brenda Fassie.

» According to Mboweni, “The president said, ‘let’s do things for ourselves. We need to lead the way.’ And | was
encouraged by that. And | will be creating a unit in the Ministry of Finance, not the National Treasury, called the
Vulindlela unit who are going to look throughout the government system and the private sector about whether we have
proceeded in pushing these structural reforms. So, they will become the front soldiers of structural reforms in the
South African economy. And | know that we are going to succeed.”

But on the other hand:
« Government now wants to hike salaries for employees on level one to eight by 4.4%

» Public service unions have, however, rejected the proposal outright, insisting that the wage increases be implemented
as stated in the 2018 agreement.

* Their expectation is that workers in salary levels one to seven receive 5.4%, salary level eight to 10 receive 4.9%,
while those on 11 and 12 should receive 4.4%.

Portfolio Management | Stockbroking | Wealth Managament 20




Electricity ® Eskom

MEDIA STATEMENT

Energy availability factor is still a problem but... e e s o

Wednesday, 01 April 2020: With the COVID-19 national lockdown in full effect, Eskom

has experienced a significant reduction in demand for electricity. Electricity usage has
POWER ALERT 1 dropped by between 7 500MW and 9 000MW since the lockdown came into effect last
Date: 30 March 2020 week. This has allowed Eskom to operate without the need to implement loadshedding.

Furthermore, we are making=use=ef #he oppomMemity=e! the IQw demand to carmry out
Power generation system able to meet low lockdown demand 'm@"'ﬁm"” maintenance of our generation infrastructure. =~ - -

'fe have increased planned maintenance to 9 032MW, while unplanned outages on

Monday, 30 March 2020: Eskom does not expect to implement loadshedding for the / hisakdomns have bean feduced 10,8 5725M s ot 18:90 on Wadn y. This comperes \

duration of the COVID.19 gatioaal loskdows as=dermand Lo e&ctriﬁy has dropped by

more than 7-680NTT since the start of the lockdown. — to planned maintenance of 4 256MW and unplanned outages or breakdowns of
o o ~ o 12 175MW on 25 March 2020, the last day before the national lockdown. _ 7/
“In order to protect the integrity of the system, Eskom has taken some generation units off N ~ ~— -

the grid. These units are available to return to service at short notice should the need \ Ep—

\ arise. We are also taking advantage of this downturn to carry out critical repairs and

\ﬁlmamter;asn:: d iaht;:rmp::f:; ds:‘t::;s and other infrastructure. Eskom will communicate In order to protect the integrity of the system, Eskom has taken some generation units
e — ' - offline. From midnight on Friday, 03 April 2020, we will add Koeberg Unit 2 to these units,

; — s ; — i which are all available to return to service at short notice should the need arise. Koeber
Our country, and indeed all"07 hBMarmy |§gonr'l§'thgh_r-eally difficult times. Eskom Uniit 2 is scheduled 1o return to service by 30 April 2020, if not called before then 9
would like to pay tribute to the dedicated essential and critical services workers and our v ;
contractors who are all putting their own lives at risk while keeping the lights on during this

unprecedented COVID-19 disaster.

o
Managing excess generation Capatity== == ==

As part of protecting the integrity of the power system, Eskom has also issued force
majeure notices to the wind independent power producers. These notices serve to alert
the wind IPPs of the possibility that Eskom may from time to time cunail their supply to the

It is on this kind of selfless professionalism and dedication to service that we all rely on to grid during the national lockdown. Should this remote possibility happen, the IPPs will be
emerge intact from these difficult times. From our side at Eskom, we are doing all that is afforded one day of relief for every day, or part thereof, of lost production. This will ensure
necessary to keep the lights on. none of the wind IPPs are worse off than before the force majeure.
ENDS

ENDS

Source: ESKOM 21
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12 SA spread over the US 13 10yr local currency bond yields
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SA vs peers
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» Slope in SA is extraordinarily high.

» Spreads relative to peers are at 15 year highs.
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Margin of safety in bonds
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SAGB 8 01/31/30 #2030 Cor BN E T [STel=Tat-1g (o1 97) Settings ~ Scenario Analysis
95 Buy 96) Sell
1 Load CIX D _
Swap Type Settlement 0AS Financing
Security B/S Amt (M) Date Price Yield W Risk Rate
SAGB 8 01/31/30 #2030 1,000| 04/03/20|= 78.807350 11.678000(W [Bs 4.90
<Add Security #2>
<Add Security #3>

Scenario Results
Reinvestment Rate [JJEEEDN] %
Horizon Date Multiple Flelar<e B0 O3 /31 /2021 =]
Scenario Name Total Return % HPR % Horizon Yield Net P&L (ZAR)
B Target Horizon Yields
+200 bps
100 bps
0 bps
=100 bps
-200 bps
Historical Yield
= Curve Shifts (I90)
Implied Fwd Curve
My Custom Scenarios

10.678 14 3.5
0.678 194,510

Q

) E

W

it Benchmark Curves

M 7. 12.32 63,670

Source: Bloomberg
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Downgrade risk priced in
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* SA debt priced for junk status
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SA equities
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What is priced In
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Historical and market implied CFROI Wealth & Investment
18
16 -
14
*
12 R - ®
10 - .
3 v L "y
° :
4 &
2 .
0 =
-2
Global plays Commodity Precious SA plays
price plays metal plays

& 10yr average # 5yr average # Latest A Market implied over 5yrs =-1s.d. =+1 s.d.
Source:

» Global consumer plays are pricing in a slight deterioration relative to past 5 yrs. Commodity price plays are pricing in companies losing discipline.
Precious metal plays are pricing in returns better than the past 5 or 10 yrs. SA inc is pricing in a deterioration from the last 5 years...
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Yield in abundance

& Investec
% of market with DY above 4%
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* 57% of ALSI constituents have a DY of 4% or higher.

+ There has been a greater proportion in only the GFC and 2003.
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Rarely have so many stocks been so cheap
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 The median P/E of ALSI constituents is 7.9 (lowest ever is 7.1 in 2003).
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The mighty ZAR
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* The ZAR is roughly 20% below fair value at this point. We have only seen it weaker in 2001 and the GFC.
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Positioning

Global Asset Allocation
Offshare Equity
Offshare Fixed Income
Offshore Cash
Offshaore Property

Offshore Alternatives

SA Asset Allocation

SA Equity

SA Fixed Income

SA Cash

SA Listed Property
Preference Shares

5/R (+ for ZAR strength)
Physical Gold

- = N + ++

0

- = N + ++

ik

- = N + ++

Sectoral/Thematic Positioning

Global Plays
Commodities
Precious Metals
SA Plays
Small/Midcap
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Comment

Global backdrop remains supportive of risk assets over "insurance” assets.

Low expected total returns from these valuations especially in core developed market government bonds.
Provides aptionality to increase risk should we see an opportunity.

Valuations reasonable relative to long term averages.

Offers attractive risk-adjusted returns relative to traditional long only assets classes. Variations include return enhanced, capital protected and low correlation products.

Comment

We have drifeted underweight, we will increase the equity allocation at a later point, at the moment we are allocating more to bonds.
Both ILB and nomnal bonds offer compentation for risk that is extraordinarily large
We see better total return opportunities in risk assets.

Deep concern about distribution growth over the coming 12 manths. | .l
Attractive for investars looking for after-tax income.

ZAR looks deeply undervalued by our estimate.

Allocation to physical gold offers protection against SA and global risks.

Comment

GI5G risk score is positive. Prefer 5A risk through domestic bonds

Overweight commaodity plays although upweight in quality and lower beta. Prefer diversified miners versus single commodity producers.

Do not own any geld or platinum preducers given our equity investment philosphy. Continue to own physical gold in balanced portfolios as a geopolitical hedge.
Neutral SA interest rate plays (includes retailers and banks)

Valuations are very attractive but appetite extremely low which may provide opportunity for patient investors
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Disclaimer
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This document has been compiled by Investec Wealth & Investment, a division of Investec Securities Pty Ltd (“Investec”). All information and opinions provided are of a general nature and are not intended to address the l n 7 e S t e C
circumstances of any particular individual or entity. We are not acting and do not purport to act in any way as an advisor. Any decision to invest must be made by the individual entity solely on the basis of their own independent Wealth & Investment
Jjudgment and research, and subject to the terms and conditions governing applications to any relevant investment. No one should act upon such information or opinion without appropriate professional advice after a thorough

examination of a particular situation.

Nothing in this document consfitutes a representation that any investment strategy or recommendation is suitable or appropniate to an investor's individual circumstances or otherwise constitutes a personal recommendation.
Readers should not rely on such information as advice in relation to a specific issue without taking financial, banking, investment or other professional advice. Investments involve nisks, among others, market risk, counterparty
default risk and liquidity risk, and investors should exercise prudence and their own judgment in making their investment decisions. No security, financial instrument or derivative is suitable for all investors. In some cases, securities
and other financial instruments may be difficult to value or sell. The price or value of such securities and instruments may rise or fall and, in some cases, investors may lose their entire principal investment. Past performance is not
necessarily a guide to future performance. Retumns and benefits are dependent on the performance of underlying assets and other variable market factors and are not guaranteed. Levels and basis for taxation may change.

Exchange rate fluctuations may have an adverse effect on the value of certain investments. Investec and/or its employees may hold a position in any securities or financial instruments mentioned herein.

Investec Wealth & Investment will not be held liable or responsible for any direct or consequential loss or damage suffered by any party as a result of that party acting on or failing to act on the basis of the information provided in this
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