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South Africa: Wide Open Savannah, Wide Open Perspective

By Alice Popescu, Portfolio Manager

Eatlier this spring, I traveled to South Africa (SA) to search for
new investment ideas, deepen our local network, and test our
investment theses across several companies and industries. Ten
days on the ground allowed me to visit numerous ports,
infrastructure sites, manufacturing and distribution facilities, and
retail assets from Durban in KZN' to Cape Town to
Johannesburg and surrounding areas. I also met with several
ministry officials and contacts at the South African Reserve Bank
(SARB — South Africa’s central bank) to further inform our views
on the policy and regulatory fronts. I rounded out the trip with
24 meetings with companies’ senior executives.
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conferences in the country, which has been running for 25 years.
We were one of only a handful of North American investors at the event, which draws less than 25% of its audience

from foreign countries. Our conclusion: South Africa continues to be ighored by many global investors.

Leading EM indices allocate less than 3% to South Africa. Why, then, is this an important destination for us (beyond
the beautiful nature and parks full of exotic wildlife)? Since the inception of the Altrinsic Emerging Markets
Opportunities strategy in April 2021, we have uncovered many highly productive yet undervalued companies (Charts
1 and 2). Currently, we are invested in six companies across industries, amounting to a 5.8% exposure — one of our
largest, most differentiated, and most contrarian exposures relative to the MSCI EM Index?.

Chart 1. South African Financial Productivity Has Dipped Chart 2. ...While Valuations are at a Historically
Relative to Historical Levels, Yet Remains Superior to EM... Large Discount to EM
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The trip reinforced many of our holdings’ investment theses, and four key takeaways stand out: a) encouraging
infrastructure trends; b) sustainable developments in renewable energy; c) early adoption of technology; and d) South
Africa’s strategic position as an African/frontier portal.

' KZN - KwaZulu-N atal, a coastal South African province, is known for its beaches, mountains and savannah populated by big game.
2 As of 31 Mar 2024, South Africa weight in MSCI EM Index was 2.8%.
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Encouraging Infrastructure Trends...But Still Work to be Done

The feedback from private players, including infrastructure development and construction materials companies,
logistics providers, freight companies, and port operators, suggests that engagement with the government on
private sector participation and investment is limited and not perfect...but moving along.

Over the last two quarters, there has been increased tendering activity and ongoing negotiations. In some cases,
contracts with the government are ready to be signed. Everyone I met was optimistic about the new Transnet3
CEO and the stability she should bring to government-backed infrastructure ecosystem. One of our holdings,
Bidvest (BVT), a South African-based conglomerate with a diversified portfolio of industrial service businesses, is
poised to benefit from such infrastructure improvements, which should unlock higher levels of growth and
profitability through better efficiency.

From multiple vantage points in Durban — the plane, my hotel, various locations around the city — you can see at
least fifteen ships waiting offshore for port slots to open so they can dock and unload. Durban is an important
port, not just for SA but also for the broader Southern Africa region. For example, copper and cobalt exports
from Congo and Zambia are also exported from here.

Unfortunately, the port facilities in Durban currently represent a missed opportunity for South Africa. The
geopolitical choke points created in the Red Sea and the resulting cargo/shipping diversion around Africa could
have been a pivotal moment for Durban, but the sub-par road networks and associated logistical inefficiencies
have added further complexity into an already-challenged supply chain, rather than serving as a release valve.
During this period, Durban benefitted from its ability to serve as a refueling location, but the potential benefits
could have been much more extensive had it been prepared to better manage a higher volume of activity. This
represents an opportunity for South Africa, as it is a critical piece of the country’s infrastructure and one that
would allow it to stand out among other EM regions.

Companies including Mr. Price, Vodacom, and Clicks, all of which source products or components from abroad,
have experienced extended working capital cycles and have been forced to manage their free cash flow more
tightly. The improved discipline around working capital management — a key driver of sustainable long-term
financial productivity — was apparent in conversations with company executives at all of these organizations. If
the government continues to take steps to improve infrastructure throughout the country, this will serve as a
further tailwind for these organizations.

Sustainable Developments in Renewable Energy

Almost a year ago, we wrote about the electricity shortage in

South Africa and how much we believed the market was
overlooking the progress being made. During this latest trip, we
experienced a two-to-three-hour load-shedding window while in
Durban, but less than 15% of our conversations touched on the
energy topic — a stark departure from last year when it was very
top of mind. Most of our conversations this time centered
around alternative energy plans and the contingencies that most
private businesses have put into place.

During our discussion with Bidvest executives, we learned that

Rooftops in Gauteng province with solar panels.
Photo Credit: Alice Popescn

retail volumes continue to be strong, driven by installations of
solar panels on rooftops, but the key demand driver is emerging
from commercial and industrial projects. BVT operates a commercial product line in renewables, and its order

3 Transnet — the leading state-owned rail, port, and pipeline company.



book has been growing, with future growth prospects also looking very compelling. Power generation by
independent producers doubled over the last three years, and it is expected to double again over the next seven to
ten years. Associated repair and maintenance cycles should also provide more visible and profitable cash flows.

Overall, the broadening and maturing renewable sector presents a more sustainable operating model for South
African corporates, underpinning the ability to grow and operate despite foggy and limited improvements at the

key state-owned electricity generator, ESKOM.

3. Early Adoption of Advanced Technologies
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adoption of advanced technologies and, in many cases, AI. As an
operations enhancer, Al can be used to optimize cost management
practices and make smarter (and faster) business decisions. We
observed several instances of Al being used in ways that make
standard developed markets practices look quite outdated.

In the retail sector, Al is used to control operating costs
(electricity, energy) in pharmacies (Clicks) and to identify popular
trends in apparel fashion and adjust supply chain and working
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Hammersdale Distribution Center, the only one of its kind in Africa.

In the health care sector, hospital operators are using Al to enhance their super app, engage customers, and draw
traffic into their facilities, therefore addressing asset turns. And in the education sector, companies are using Al
to track and benchmark the productivity of teachers and the progress of students across schools, allowing for
targeted improvement plans. Despite being tucked into one of the world’s most remote corners, it was exciting to
see first-hand that South African companies are relatively agile and advanced in applying many of the latest
technologies. This rapid adoption ultimately supports better efficiency and drives margins, which are key
components of the financial productivity story in SA.

4. South Africa Cements its Role as an African/Frontier Portal

South Africa’s geographic position and numerous ports make it an attractive option as an international trade and
transit hub for businesses based in nearby countries. While all our SA holdings are driven by strong internal,
hyper-regional demand, they also stand to benefit from important and impactful earnings drivers linked to the
Greater African regions — frontier markets. Two key examples are Standard Bank and Clicks.

a. Standard Bank is Africa’s largest continental lender, present in over eighteen countries from the Sub-
Saharan region to both the East and West Coasts of Africa. More than 40% of the bank’s earnings are
generated by its ex-SA business. Standard Bank’s historic presence and local know-how across many
countries allow it to maintain its leading market share, superior risk standards, and pattern of generating
accretive returns. Major South African corporates with increasing aspirations to expand their business across
the continent frequently look to established institutions (including Standard Bank) to fund their efforts.
These dynamics provide ample growth opportunities for the banks.

b. Clicks is a leading health and beauty-focused retail and supply group in South Africa that operates

pharmacies and is the leading national pharmaceutical wholesaler/distributor. In a meeting with the
company’s CEO and CFO, they re-emphasized the accretive growth offered by Botswana, Namibia, and



Eswatini. While not a main business driver, profitability in these countries is typically better than in SA, and
much of the difference is lower operating costs — lower minimum wages, less expensive pharmacists, and
other favorable elements, including less theft, better rent arrangements, and FX support.

Throughout our visit, the idea of South Africa serving as a great portal to additional frontiers in Africa was
reinforced. Investors in SA can access those fast-growing regions and benefit from a series of dynamic underlying
growth trends in a risk-controlled and liquid manner via some of the continent’s largest, strongest, and highest-
quality private companies.

Risks

We returned from SA feeling excited about growth and margin improvement opportunities for many businesses, but

we must remain mindful of key risks in the country. Our experience investing in emerging markets over the last few

decades has taught us that if you are investing in strong franchises that have a proven ability to generate strong cash
flows despite adverse economic backdrops, the risks tend to be less micro and more macro-driven: politics, the

economy, and the global cycle.

a.

Politics — Glass Half Full

Jacob Zuma, a previously indicted president of SA, had just launched a new political party a few months before
our visit, resulting in a heightened level of volatility and uncertainty surrounding the upcoming national elections
on May 29%. Rather than a major risk, we view the current electoral cycle as an opportunity. Local political
analysts in Johannesburg and Praetoria underscored the themes emanating from our interactions on the ground in
Durban and Cape Town — namely, the advent of a coalition that can seemingly hold the leading political party’s
(ANC) feet to the fire regarding growth targets, corruption measures, and more.

Locals we spoke with — from drivers to baggage handlers to tour guides — seemed disappointed by the ANC’s
actions and policies and therefore favored the new coalition. Interestingly, this sentiment runs contrary to
Western media coverage, which has been painting the idea of a coalition in the worst possible light. Locals
recognize that long-standing issues with government corruption have impeded the country’s growth and
development and impacted living standards, and it seems there is an appetite for change. Beyond the coalition’s
potential impact, ANC’s power will likely continue to be diluted given a populous younger generation that does
not have the same affiliation with the Mandela days. These changes, while still unknown in terms of timing and
scope, could present important opportunities for SA corporates.

Economy — Economic Mismanagement is a Well-Known Achilles Heel
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* The median age in SA is 28 years old — South Africa Government 2022 Census (https://www.gov.za/about-sa/south-afticas-people).



African rand is expensive but also do not foresee notably lower interest rates, leading to minimal opportunity for
substantial monetary stimulus.

Despite these negative top-down trends persisting for the better part of the last decade, plenty of local companies
have delivered superior financial productivity and resilient earnings results relative to the broader emerging
markets universe. Higher financial returns have been supported by operational prowess, as businesses have
managed their asset turns well at consistently superior levels to broad emerging markets (Chart 3).

c. Global Cycle — A Slowdown Could Create Real Headaches

As a key commodity and materials exporter, the global cycle is important for South Africa. Not only is it critical to
see continued production growth across its mining industry, which supports the current account, but also the
country must focus on improving its infrastructure and eliminating bottlenecks. Why? First, if global demand
dips, SA needs to ensure that its local operations are not creating additional pressure. Delivering what has been
sold is vital to success during global slowdowns. Second, greater efficiency within SA’s infrastructure will enable
the country to capitalize on long-term economic growth trends and recovering macro tailwinds (particularly
related to globally priced mining materials including gold, platinum, etc.).

Conclusion — Maintaining Perspective in the Savannah

The investment landscape in South Africa is one of the most mature in EM, as it has been developing and growing for
decades. That said, it is also a very dynamic market that deserves careful observation and analysis, ideally informed by
first-hand experiences and deep conversations with local leaders.

In conversations involving local investors, we encountered frequent bias against, and a smaller appetite for, investing
in certain SA companies. Those closest in proximity to local businesses sometimes miss the broader opportunity we
see. Investing in SA companies that are pursuing growth in large yet complicated places (including Nigeria on one
end or Australia on the other) requires a broad perspective to understand key drivers and market dynamics. Without a
global lens and nuanced understanding of different regions, some companies might appear, on the surface, to be less
appealing. We see this as an opportunity to find underappreciated value by leveraging our global EM perspective,
decades of experience, and time spent understanding complex emerging markets to identify quality companies with
long-term drivers of sustainable growth.

Slmllarly, mn evaluatmg Chart 4. Discount Rates - Level of Risk Implied by Current Valuations
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of risk is misaligned
with the reality of the situation. For example, a solid track record of financial productivity could contribute to lofty
domestic expectations, informed by comparisons to developed markets including the UK or Australia;

5 Grey listing — South Aftrica has been grey listed by global financial ctime watchdog the Financial Action Task Force (FATF) for not fully complying with
international standards around the prevention of money laundering, terrorist financing and proliferation financing. As of 1 Mar 2023.



underperforming these standards could lead to an overly inflated Table 1: Statistics — Altrinsic v. Indices

risk profile, driving valuations to unjustifiably low levels as AGA EMSA MSCIEMSA MSCI EM

compared to similar quality businesses in other emerging markets.

Weights 5.8 2.8 -
South Africa is a vibrant emerging market country with a PERYL 128 132 130
significant demographic dividend and a highly attractive set of EV/EBITDA FY1 73 6.6 12.5
cash flow generative businesses. Watching some of these PBV 3.7 2.4 18
businesses operate in the worst of times — the post-pandemic ROE 24.0 15.8 11.8
period — has been informative and impressive. Our current EPS Growth 10.9 17.6 16.4
overweight exposure is differentiated versus the .benchmark Olv Yield 5.2 3.7 25
(Table 1) and contrarian versus the consensus view. The future

CFROI (3-Yr Median) 13.7 7.0 8.7

remains exciting; a tumultuous year of elections, a deeply
discounted market (in historical and relative terms), and hesitation
among foreign investors contribute to numerous compelling
investment opportunities with attractive risk-reward profiles
across the South African savannah.

View over the African savannah in Pilanesberg National Park. Photo Credit: Alice Popescu

By the Way...

While most of my time was spent in meetings, I did manage to fit in a surprisingly challenging hike up Table
Mountain via the India Venster Trail (photo on the first page). If you find yourself in Cape Town with time to kill
and an appetite for a good workout, I highly recommend it. The views are amazing — just make sure you are prepared!




IMPORTANT CONSIDERATIONS & ASSUMPTIONS

This document has been prepared solely for informational purposes and nothing in this material may be relied on in any manner as
investment, legal, medical, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate to
your individual circumstances, or otherwise constitutes a personal recommendation to you. All information is to be treated as
confidential and may not be reproduced or redistributed in whole or in part in any manner without the prior written consent of
Altrinsic Global Advisors, LLC (“Altrinsic”). The information contained herein shall not be relied upon as a primary basis for any
investment decision, including, without limitation, the purchase of any Altrinsic products or engagement of Altrinsic investment
management services; there is no and will be no agreement, arrangement, or understanding to the contrary. This material has been
prepared by Altrinsic on the basis of publicly available information, internally developed data and other third patty sources believed
to be reliable. No assurances or representations are provided regarding the reliability, accuracy or completeness of such information
and Altrinsic has not sought to independently verify information taken from public and third party sources. Altrinsic does not
accept liability for any loss arising from the use hereof. Any projections, market outlooks, opportunities or estimates in this
document are forward-looking statements and are based upon certain assumptions and are subject to change. Due to various risks
and uncertainties, actual events or results, or the actual performance of any investment or strategy may differ materially from those
reflected or contemplated in such forward-looking statements. Except where otherwise indicated, the information provided,
including any investment views and matket opinions/analyses expressed, constitute judgments as of the date of this document and
not as of any future date. This information will not be updated or otherwise revised to reflect information that subsequently becomes
available, or changes in circumstances or events occurring after the date hereof. The data and information presented is based on
representative accounts and is for informational and illustrative purposes only. Individual client data and information may vary
based on different objectives for different clients. This material, including any specific security or strategy references, does not
constitute investment advice and should not be viewed as current or past recommendations or a solicitation of an offer to buy or
sell any securities or to adopt any investment strategy. Any specific investments referenced may or may not be held by accounts
managed by Altrinsic and do not represent all of the investments purchases, sold, or recommended for client accounts. Readers
should not assume that any investments in securities or strategies referenced were or will be profitable. Investing entails risks,
including possible loss of principal. Past performance is not a guide to or otherwise indicative of future results. Any investment
results and portfolio compositions are provided for illustrative purposes only and may not be indicative of the future investment
results or portfolio composition of any account, investment or strategy managed by Altrinsic.

Disclosure of Risk Factors

An investment in any account, investment or strategy is speculative and involves a significant degree of risk, which each prospective
investor must carefully consider. Returns generated from an investment in any account, investment or strategy may not adequately
compensate investors for the business and financial risks assumed. An investor in any account, investment or strategy could lose all
or a substantial amount of his or her investment. Before making an investment, prospective investors are advised to thoroughly and
carefully review any disclosure documents with their financial, legal and tax advisors to determine whether and investment is suitable
for them.

Additional Performance Disclosure — Use of Benchmarks

Benchmarks are provided for illustrative purposes only. Comparisons to benchmarks have limitations because benchmarks have
volatility and other material characteristics that may differ from the accounts, investments or strategies managed by Altrinsic.
Because of these differences, benchmarks should not be relied upon as an accurate measure of comparison.

This document is not intended for public use or distribution.




