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This document describes our thinking behind selected recent portfolio management actions in our
portfolios and provides context to their current positioning against the backdrop of their investment
opportunity set. Our funds always consist of a diversified portfolio of opportunities and risks; please
bear that in mind when evaluating our commentary about individual positions.

Piet Viljoen
BORING IS BETTER
Clients of RECM would know that as an investment firm we have gone back to basics over the past year. Subsequent to our missteps in 2014/15 we have
gone through a period of introspection, and have emerged with a renewed commitment to the principles that made us successful in protecting and
growing our clients’ wealth during our first decade. To recap, they are: an unwavering commitment to value investing, applying a sensible investment
process based on what works in investing over the long term and working for a group of clients that understands what we are trying to do for them.
In the past, our investment philosophy and process typically led to what many people described as “a boring outcome”. Our funds never seemed to be
invested in the exciting stocks. When the market was strong, our funds tended to do relatively poorly - not losing money, just not making as much as the
high flyers. But when markets turned down – as they inevitably do from time to time - our clients did relatively well. Sometimes spectacularly so. We lost
a lot less – and sometimes even made money - during these periods of strain in the market. And in the early bull markets that followed, we were able to
put our excess cash to use to capitalize on the opportunities presented by falling prices.
Many factors played a role in this outcome, but the most important of these is that we concentrated on building a diversified portfolio of assets priced
well below their intrinsic value. This discount to intrinsic value, or “margin of safety”, is our primary risk management tool. Warren Buffett famously
quipped, when someone commented on Berkshire Hathaway’s significant lack of analyst manpower and disregard for conventional due diligences,
“Price is our due diligence”. At RECM, we concur.
For the past 12 months to end February, our local equity fund returned 0.7% after fees, compare to the 17.4% generated by the All Share Index. At face
value, our equity fund performed relatively poorly. Looking under the hood however, almost half of the return of the ALSI came from Naspers, with
another 5 stocks - Richemont, Anglos, BHP Billiton, Standard Bank and FirstRand contributing most of the remainder. Excluding these stocks, the market
returned 3.9%. It’s clear that the market has become increasingly narrow over the past few years with one stock (Naspers) dominating everything else.
Investors do not seem to care about its poor corporate governance, or management’s poor capital allocation and they certainly don’t seem to care too
much about the concentration risk it brings to the table. Today, Naspers makes up almost 20% of the All Share index. Effectively, diversity has broken
down, and the rush to indexing has accelerated this process.
As a result, at RECM we think the underlying riskiness of the market has increased dramatically, with big components like Naspers preventing investors
from getting a clear view of the risks that are bubbling under the surface. During good times, it’s more difficult to ascertain whether risk controls are
adequate. The absence of loss does not necessarily mean a portfolio is safely constructed. The cost of risk control – in the form of return foregone – can
seem excessive during the good years, but ultimately these controls pay off when risk collides with negative events and portfolios are protected against
permanent capital losses.
So, the past 12 months are familiar ground for longstanding clients of RECM. During so-called good times, RECM may underperform. We are comfortable
with this, because we are consciously managing risk that many investors may unwittingly be exposed to.
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However, over the three months ending February the market (and Naspers) has stopped going up in a linear fashion, and there have been some
significant negative surprises. The hand grenades included popular stocks like Steinhoff (-90%), Fortress REIT (-60%), Resilient REIT (-52%), NEPI
Rockcastle (-44%), EOH holdings (-38%), Brait (-33%), Ascendis Health (-33%), PSG (-25%), Reinet (-21%) and the very popular new listing African
Rainbow Capital (-18%).
Our “boring” portfolio has been a relatively comfortable place for our investors during this time. For the three month period our equity fund returned
3.4%, while the ALSI returned -2.2%. Volatility in the market has been our friend, allowing us to make unemotional decisions as to whether to increase
or decrease exposure, depending on price movements relative to our calculations of underlying value.
Putting everything together, since early 2016, when we re-committed ourselves to our brand of value investing, our funds have done well in absolute
and relative terms. Our local equity fund has returned 48.1% after fees since the start of 2016 to the end of February this year - compared to the All
Share Index which returned 21.8%. This time period is of course far too short to draw too many conclusions from, but it contains good and bad times,
and importantly, our funds have performed as expected in both types of times, as well as over the whole period. We are happy with this pattern of
returns – it signifies to us that we are back to protecting and growing our client’s wealth, and we hope this serves as a source of comfort for those who
entrust their wealth to us.

Disclosure
Collective Investment Schemes are generally medium to long term investments. The value of participatory interests or investments may go down as well as up and fluctuations or movements in exchange rates may
also cause the value of underlying international investments to go up or down. Returns are calculated on a lump sum investment, NAV-NAV, net of fees, with net distributions reinvested. Annualised returns are the
weighted average compound growth rate earned each year over the given time period. Individual investor performance may differ as result of initial fees, the actual investment date, the date of reinvestment and
dividend withholding tax. Past performance is not necessarily a guide to the future. The manager does not provide any guarantees either with respect to a funds’ capital or investment returns. Collective investments
are traded at ruling prices and can engage in borrowing and scrip lending. The manager may borrow up to 10% of the market value of the portfolio where insufficient liquidity exists. A schedule of fees and charges and
maximum commissions is available on request from the manager. Commission and incentives may be paid and if so, would be included in the overall costs. The quantifiable deduction is the annual management fee
(and performance fee where applicable), whilst non-quantifiable fees included in the net asset value price may comprise brokerage, auditor’s fees, bank charges, taxes, trustee and custodian fees. Collective investment
prices are calculated on a net asset value basis, which is the total value of all assets in the portfolio including any income accrual and less any permissible deductions from the portfolio. Forward pricing is used. Where
a fund is exposed to foreign securities, investors should consider the (a) potential constraints on liquidity and repatriations of funds, (b) global macro-economic risks, (c) political risks, (d) foreign exchange risks, (e) tax
risks, (f ) settlement risks and (g) potential limitations on the availability of market information. Funds may be closed. Prior to investing, please read the Minimum Disclosure Document for your chosen fund/s available
at www.recm.co.za.
This document contains objective factual information about our products; does not constitute advice and the reader should approach a financial adviser to determine suitability before investing. No warranty is given
as to the accuracy or completeness of the information and no liability is accepted for reliance upon the information.
The Manager of the RECM Funds is RECM Collective Investments (Pty) Ltd, Company Registration Number: 2004/027540/07, registered under the Collective Investment Schemes Control Act of 2002 and is a member of
the Association for Savings and Investment SA (ASISA). The Investment Manager is Regarding Capital Management (Pty) Ltd, FSP No 18834 and the Trustees, the Standard Bank of SA Limited, PO Box 54, Cape Town,
8000. Cut off times for processing instructions are noted on the unit trust forms available on www.recm.co.za and must be adhered to.
The Prescient RECM Global Feeder Fund is a portfolio that invests in a single collective investment scheme, which levies its own charges which could result in a higher fee structure for the feeder fund. . The Manager
is Prescient Management Company (RF) (Pty) ltd, Company Registration Number: 2002/022560/07, registered under the Collective Investment Schemes Control Act of 2002. The Investment Manager is Regarding Capital
Management (Pty) Ltd, FSP No 18834 and the Trustees, Nedbank Investor Services Limited, 2nd floor, 16 Constantia Boulevard, Constantia Kloof, Roodepoort, 1709 Cut off times for processing instructions are noted on
the unit trust forms available on www.recm.co.za and must be adhered to.
The RECM Money Market Fund is not a bank deposit account. The price of each unit in the Fund is targeted at a constant value. Investors’ total returns are made up of interest received and any gain or loss made on
any particular instrument; and that in most cases the return will merely have the effect of increasing or decreasing the daily yield, but in cases of abnormal losses it can have the effect of reducing the capital value of
the Fund.
The Fund’s yield quoted on an annual effective rate (NACA) basis. The NACA is the effective interest rate an investor can expect to earn over a 12 month period based on the nominal yield of the fund at a point in time.
The nominal yield is simply the net interest accrual of all the instruments in the fund divided by the number of units in the fund (the fund NAV). The quoted NACA is always higher than the nominal yield because the
calculation is based on an investor re-investing the monthly income distribution back into the fund at the nominal yield. (i.e. The NACA is the compounded annual 12-month rate). Excessive withdrawals from the Fund
may place the Fund under liquidity pressures; and in such circumstances a process of ring fencing of withdrawal instructions and managed pay-outs over time may be followed.
The RECM Global Fund is regulated in Guernsey and is an approved foreign collective investment scheme in South Africa. The Management Company is RECM Global Management Limited. The Custodian is Northern
Trust (Guernsey) Limited; the Investment Advisor is Regarding Capital Management (Pty) Ltd, FSP No 18834 and the Administrators are JTC Fund Solutions (Guernsey) Limited. Please read the Offering Memorandum
in conjunction with the Minimum Disclosure Document and “Schedule of Similarities and Differences” available on www.recm.co.zaCut off times for processing instructions are noted on the unit trust application forms
available on www.recm.co.za and must be adhered to.

