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The second quarter of 2020 was as eventful as the first three months of the year,
characterized by a fairly sharp market recovery after the initial shock to the global
economic slowdown caused by COVID-19 related lockdowns in most countries
around the world. The extent of the recovery varied markedly though as the rally
in the mega-cap tech stocks in the US drove that market to within a few percentage
points of its earlier highs, while the reversal in European markets was somewhat
less enthusiastic. On the local front, we’ve seen a strong rally initially led by
defensive, quality businesses, who were joined by some of the more cyclical
counters during the latter half of the quarter. The broader economic fundamental
picture however remains tenuous and as discussed in the previous
Perpetua Perspectives newsletter, the trajectory of the recovery in
economic activity in some markets and sectors remains uncertain.

In this edition of Perpetua Perspectives' CIO overview and global insights piece we
discuss the ever-increasing gap between the real economy and financial markets;
how we’re evaluating these risks and identifying opportunities and discuss our views
on the near-term outlook - both at a local and global level.

In our domestic equity sector focus, we discuss the hospital sector group companies
which may be of particular interest in the midst of the current pandemic. While
they have had a challenging period over the past two years, they present a
compelling investment proposition.

Prescribed assets are also in the news, with the discussion catalysed by the
infrastructure programme advocated by government as a means to boost
employment creation, growth and help to address inequality. We share our
thoughts on the topic of infrastructure investing, and address some of the misgivings
investors have had which has led to under-utilisation of this asset class.

In our Explained piece we explain one of the critical aspects of business management
which has been brought under the spotlight in this tight economic environment,
namely liquidity and cash management, and how evaluating this accurately can
uncover opportunities which may have been overlooked by the market.

Finally, in our new Getting to Know Perpetua feature, we cast the spotlight on some
of our team members in a discussion on how they’re managing in their work from
home (WFH) environments.

We hope that you enjoy these insights by our Perpetua team and that you find them
useful.

By Kevin Dantu

Kevin is Perpetua’s Head of Clients, who has been with the firm since
the beginning of 2020. Kevin has over |9 years’ experience in the
investment industry and holds a B Com degree.
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Today’s economic reality is far harsher than we expected it to be
a quarter ago

At the time of writing this, we as South Africans would have recorded over 125
days of lockdown of the critical elements pertaining to our lives as we knew them
pre-lockdown. In the same way that we have, over this time, experienced a real
roller-coaster of emotion in our everyday lives (whether anxiety, fear, optimism,
gratitude, frustration or hope), this similar loop has inevitably carried through to
our collective approach as we try to formulate our future views of life, the economy
and our investments in a post COVID-19 world.

Four months ago, we were still grappling with how to factor in what a month, or at
most two or three months of business disruption might mean for companies; as
well as determining the extent of the impact to household incomes from potentially
reduced pay. Today the reality that confronts us is far harsher than the scenarios
we initially envisaged just over a calendar quarter ago.

On the virus front, an explosion of infections has occurred, but South Africa has
been fortunate to record a very low official mortality rate in terms of COVID-19
related deaths and a high rate of recovery. We acknowledge that the loss of any
life is tragic. On the economic front, things have been very difficult. The full
economy is still not open, and this has meant that the reduction in economic activity
has been extreme. Unemployment levels have soared which is to be expected given
that the SARS Commissioner recently noted that over 30,000 small and medium
sized businesses had been materially impacted directly as a result of COVID-19,
leaving these businesses with no choice but to retrench staff and file for business
rescue or liquidation. BankservAfrica, the country’s automated clearing house to
service the full banking sector, indicated last week that they have seen a massive
slide in salaries processed through the country’s National Payment system, with the
number of monthly salaries paid in June showing an annual decline of 20.7%, implying
that one in five private sector employees did not receive a salary.

While the South African government and Reserve Bank have announced various
economic support and stimulus packages, as well as interventions to boost liquidity
in the market, unfortunately as a developing country South Africa simply lacks the
financial muscle to provide the level of monetary and income support at the scale
that is desperately necessary.

Performance of asset markets and our funds

Despite the significant upheaval we have experienced in all aspects of our lives and
as has been evident across asset markets for 2020 year-to-date, ironically if you
looked at the South African stock market at the start of 2020 and then only again
at the end of June 2020, the equity market (ALSI) is only 3.2% lower at the end of
June while the ALBI is flat. These index returns belie the reality that there has been
wide divergence in the performance of underlying sectors. The material
underperforming sectors have been small and midcap stocks (down between 21 -
26% year-to-date) as well as financial stocks, with the latter sector over 31% lower
between the beginning of the year until the end of June 2020. From an investment
style perspective, during the 2nd quarter of 2020, the MSCl World Value Index
delivered a 12.9% return which was effectively half of the return of the MSCI World
Growth Index, of 25.6% over a quarter ago.
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In South Africa too, the gap between the growth and value styles continues to
widen, with the MSCI SA Value index up 17.9% for the quarter and the MSCI| SA
Growth index up over 26% for the second quarter. (We do believe that the South
African style indices are less representative of the underlying styles vs the global
style indices,)

Despite the continued difficult environment for our value-oriented approach our
all-encompassing value philosophy meant that our unconstrained True Value South
African Equity mandate delivered 18.8% (as per our Perpetua SCI Equity Fund unit
trust); while our benchmark-cognisant Relative Value fund delivered a return of
21.7%. Our domestic multi-asset class fund achieved 13.8% return and our global
multi-asset class fund delivered a return of 14.2%. Finally, our Perpetua Global
Equity UCTIS Fund delivered a USD return of 23.1%.

When the circumstances change so do the research priorities and
focus

At the outset of the 24 quarter we had already commenced to adjust our research
priorities in light of the rapidly changing reality we had realized we were
experiencing. First, we performed an immediate assessment of our existing
portfolio positions, with a specific reference to a financial risk assessment in terms
of access to liquidity; possible covenant breaches; outlook for dividends and
rigorous scenario-based stress-testing. Our objective was to understand the extent
of revenue loss any specific company could endure until it might need further
capital, beyond bank-provided facilities.

Given the fast-changing environment, one of the actions we prioritized was
management engagement. As part of our integrated ESG approach, we developed
a specific COVID-based management engagement questionnaire and we prioritized
engagement with our top 25 holdings.

Over the past quarter we have continued this high level of engagement and in
several instances have now held our second or third engagement with the
management of certain of our holdings. In addition, we extended our stress-testing
particularly across the less defensive sectors. Unsurprising to us therefore has
been the spate of capital raises announced in the market over the past quarter
(this is covered in more detail in our “Explained” article of this edition).

The next step in our “crisis-adjusted” research approach was to nimbly identify new
opportunities which might offer better risk-adjusted returns in a dislocated market.
These companies are typically those that might have been previously trading at or
above our estimation of fair value, but due to the broad sell-off have now become
attractively priced. Examples of shares that fell into this category were the food
retailers.

At the same time that we conducted our deep portfolio review, which is a dynamic
process, we had to rapidly re-assess our macro-economic assumptions as an
important input into our scenario stress-testing. While the economic activity and
protracted business shutdown of the past few months has turned many of our near-
term assumptions more negative, given the deep cyclical downturn for the next
several months and even quarters, one of the key focus areas has also been on
assessing structural changes. This involves a fundamental assessment of pre-COVID
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assumptions and an acceptance that what “normal” means going forward might well
be different to what “normal” meant just 6 months ago.

The current quarter will see a spate of very poor earnings reports
For the current quarter we will see the first cohort of companies with June
reporting periods releasing financial results revealing a full quarter of extremely
depressed economic activity. At the same time these results will contain some
“noise” as for many companies this will include a period of hard shutdown (forced
closure); followed by some trading and then pent-up demand recovery. As the
slew of trading updates released over the past month already reveals, in the
majority, released company earnings are expected to be down anywhere between
20 - 70% on average; while in over 50% of cases dividends are expected to be cut
in an effort to preserve and maximise cash.

There are sectors of the market too which will not see a normalisation of activity
levels for a prolonged period (either due to extended forced shutdowns; the impact
of social distancing or permanent closures) such as tourism, travel, property,
selected retail, gaming etc. In these sectors equity capital raises have already been
announced especially where companies have some levels of existing debt and find
themselves in a tight liquidity bind, needing to shore up balance sheets.

In addition to the actual company performance, consumers too remain under
pressure. In addition to the high level of retrenchments discussed earlier, the level
of consumer confidence is at an all-time low. This implies it is hard to see
consumption resuming anywhere near what would have been pre-COVID levels for
at least the next 12 - 18 months at best.

Our job as professional investment managers, however, is to look beneath the
surface of what is well known and the consensus view, more especially when it
comes to company-specific determinations. We know there will be a very small
number of companies that can escape 2020 in any sort of unscathed way in terms
of their financial performance. Therefore, while we look to assess financial risk to
understand short-term liquidity and solvency pressure, for the majority of listed
companies that we expect to persist through this deeply negative cycle, we also
know it would be very short-sighted to value the long-term earnings power of these
companies on deeply depressed 2020 earnings.

The value of a company is the sum of all future cash flows and in that context, we
understand that while one or two terrible years affects near term sentiment, its
effect on longer-term value is far less. Naturally it is essential that any companies
being considered for investment are believed to be resilient and financially sound
enough to make it through the “one or two terrible years”.

Our portfolio positioning remains differentiated

As genuinely active, authentic, value-based investment managers, Perpetua’s
portfolios remain steadfastly committed to our stated investment approach. Our
contrarian approach has not ever been to be different for the sake of it but when
we are rewarded for the risk of doing so. We are deeply mindful that there are
many overshadowing factors at play (such as the money printing happening around
the world) which is dislocating the cost of money and driving down equity risk
premiums and therefore severely distorting “normal” valuation multiples.
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In addition, the systemic and structural challenges within the South African
economy are deep-rooted and concerning. We know these factors surely do not
bode well for the optimal performance of businesses. Notwithstanding our
acknowledgement of these realities we also know that the fundamental bottom-up
valuations for several companies is compelling if you are willing to look out beyond
2021. Across our domestic equity portfolio, close to 50% of holdings are trading
at a discount to our estimates of the ‘bear case’ values.

In a sea of unknowns, diversification is key. Therefore, while we have conviction
to include sharply undervalued, higher quality domestic mid-capitalization shares in
our portfolio, we also see the benefit of including attractively priced counters
geared to offshore or non-SA catalysts, whether they are non-resource or resource
counters. We believe this balance reflects the correct blend of risk versus return
as we look through the next several quarters.

Wallace Weitz, Co-ClO of Weitz Investment Management recently stated in a
client note, "There are some new challenges to the investment puzzle today, but
our philosophy does not change."

Similarly, at Perpetua, while we understand first-hand like all of you how much has
indeed changed over the past few months, we also understand the importance of
remaining steady, anchored and unemotional in our decision-making. We have
explained above that being committed to a philosophy does not imply we are unable
to be adaptive in our approach as circumstances require. For example, we believe
it is necessary to place an increasing emphasis on correctly assessing ESG risks
within the companies we earmark for investment. It is essential that as investors
we are careful to not let the benefit of size or liquidity of an investment diminish
our estimation of ESG risks or weaknesses.

By Delphine Govender

Delphine is Perpetua’s Chief Investment Officer. Delphine is co-founder
of the firm and has been CIO since it started in 2012. She has over 22
year’s investment management experience and is a CA (SA) and CFA
charterholder.
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The market recovery belies underlying fundamental concerns

A post-WW?2 record 33% annualised contraction in US GDP in the second quarter
(see Figure 1). Twenty million jobs lost in a matter of a few months. An 1%
Unemployment rate last seen during the Great Depression. More than 150,000
COVID-19 related fatalities. Massive income and wealth inequality, and racial
tensions, driving widespread civil unrest and rising populism throughout the US.

Figure |: US GDP percentage growth quarter on quarter annualised
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Yet at the time of writing the Nasdaq is at an all-time high, up 17% year-to-date.
The S&P 500 (the index) is less than 5% away from its all-time high of 3,393. Since
the peak on February |19, investors have experienced the fastest ever bear market
in history, with the S&P 500 dropping 34% in 23 trading days. If that didn’t make
your head spin, the S&P 500 then saw the fastest ever 50 days recovery up more
than 40% (see Figure 2).

Figure 2: Year to date price returns (based to 100 at start)
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However, the markets are not the economy and vice versa. Firstly, indices such as
the S&P 500 and Nasdaq are market-capitalisation weighted. The five largest stocks
— Apple, Microsoft, Amazon, Alphabet and Facebook — account for 20% of the S&P
500 and more than 40% of the Nasdaq Composite. Collectively, these stocks have
a market capitalisation of roughly $6.5tn, and have risen on average more than 36%
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this year. Contrast this to the “average” S&P 500 stock that is down more than | 1%
and the S&P 500 ex-FAANGM down 7% this year (see Figure 3).

Chart 3: U.S. and global stock market performance (31Dec’l12 - 31 Jul’ 20)
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Secondly, stock markets are forward looking discounting machines. The markets
try to anticipate the economy and price forward expectations — although not always
accurately. Our crystal ball is hazy at best and we will only know in the fullness of
time whether the markets are correct. What we do know, however, is that we are
witnessing the largest divergence between financial markets and the real economy
in history.

The answer lies in central bank liquidity and investor sentiment

The market’s sharp drop and subsequent recovery has confounded most market
participants and even legendary investors such as Stan Druckenmiller, Seth Klarman,
David Tepper and Leon Cooperman. Druckenmiller said in a recent CNBC
interview in June 2020 that he was “humbled” by the market’s massive recovery
from the March 23rd lows, and that he underestimated the magnitude and speed of
The Fed’s response. This from an investor with arguably the best track record ever
assembled managing outside capital with a 30% p.a. return over 30 years and not a
single down year over the entire period that he has managed money professionally.

Figure 4: The Fed’s Balance Sheet (LHS) compared to the S&P 500 index (RHS)
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So why are stock prices up, despite the dreadful economic news and massive
uncertainty we’re facing today?

In our opinion, stock markets have for some time been driven by:

central bank liquidity (see Figure 4)
near zero interest rates

rising market concentration

I

2.

3. corporate share buybacks
4

5. trend to passive investing

At each sign of market volatility (read asset price declines), the Fed has stepped in
and backstopped asset prices, essentially removing a vital market function of price
discovery. This has been exacerbated by the rise of passive investing flows into a
more heavily concentrated market built around a handful of mega-cap technology
and SaaS (software-as-a-service) stocks.

These factors reflect the structure of the market today and not necessarily
economic reality. As long as there is excess liquidity in the market through central
bank support, and passive funds continue to take market share, markets can
continue to trend upward defying fundamentals and economic reality. Add in some
human (mis)behaviour, the pied piper of retail investors — Dave Portnoy! — some
stimulus cheques, and you have the makings of a bubble.

Divergences can be found everywhere

It’s not only the divergence between the real economy and stock markets but also
within equity sectors, styles, size and the high yield bond market that is concerning.
Despite record corporate bond defaults in the US and Rest of the World, high yield
bond spreads have fallen, and new issuance has exploded. Prior to the pandemic we
had a corporate debt bubble with debt as a percentage of GDP at 75%, the highest
on record in the US. This has been exacerbated by the collapse in revenue and
profits while corporates have drawn down their credit facilities to fill the enormous
gap. The path of the virus worldwide will dictate the path of openings in the
economy.

This does not bode well for zombie? companies which today are at their highest
levels in the US in more than twenty years. This only exists today because the Fed
has turned on its printing press and publicly announced they would backstop these
bonds. Once again price discovery has disappeared. Existing investors have been
provided a ‘free lunch’ while new investors have front-run the Fed (see Figure 5).

“...the Fed has turned on its printing press...”

" Dave Portnoy is the founder of the sport blog Barstool Sports. When COVID-19 shut most sports and bars, he turned to day trading and founded Davey
Day Trader (a collection of blog and videos with 950k followers) where he provides daily updates on his $3 million day-trading portfolio

2 Zombie companies are highly indebted businesses that only generate enough cash, after deducting all expenses, to pay the interest on their loans but not the
debt itself. These companies are dependent on the capital markets and banks for their survival. The percentage of zombie companies stands at 20% in the U.S.

today.
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Figure 4: Investment Grade (LQD) and High Yield (HYG) Debt ETF Price Indices
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Probably the largest divergence in the market today is the performance difference
between growth and value stocks, and small and large caps (see Figure 6). This has
been the longest and deepest period of underperformance of value investing
compared to growth investing in nearly 100 years. The underperformance of small
caps was only worse in the run-up to the 2000 tech bubble. Conditions for growth
stocks are probably as good as they get — plenty of liquidity; near zero interest
rates; low growth and inflation; lack of diversity of opinion. But what if all the central
bank money printing and deficit spending leads to some inflation down the road?
With US 10 years treasuries trading at 60bps and German |0-year bunds at negative
55bps, the market is convinced that the threat of deflation is much greater the
inflation. This is firmly reflected in the performance and valuation disparity between
growth and value stocks, small and large caps, and US and European stocks (see
Figure 7).

Figure 5: Rolling 10-year return difference between Fama-French HML and SMB factors
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Could this be the height of irrational exuberance?

With a market capitalisation of $280bn, Tesla is now the most valuable auto
manufacturer in the world, surpassing Toyota’s $170bn market value recently.
Tesla’s share price has gone parabolic, rising 255% this year. It is arguably the poster
child for the ‘value versus growth’ and ‘new versus old’ economy divergence. The
market has firmly placed their bets and over the years the stock has developed a
cult-like following. To put things in perspective, Tesla produces less than 400,000
cars and makes no money. Toyota produces |10 million cars and generates $21bn
in operating earnings.

Another way of providing a valuation sense-check, consider that for the market
capitalisation of Tesla, you can purchase all of Volkswagen + BMW + Daimler +
Ford and General Motors, and still have $50bn leftover! Collectively, these five auto
giants generate over $275bn in sales and $59bn in profits. This reminds us of the
Keynesian beauty contest where investors in Tesla are pricing the shares not on
the fundamentals but, rather on what they think everyone else thinks the value is,
or what the consensus predicts it to be. This is an extremely dangerous game when
the liquidity punch bowl is removed or not refilled. As Citigroup’s ex-CEO Chuck
Prince said in 2007, “When the music stops in terms of liquidity, things will get
complicated. But as long as the music is playing, you’ve got to get up and dance”.

Figure 6: Percentage relative price return between the S&P 500 and Stoxx Europe 50
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“Caveat Emptor” — Buyer Beware

With a globally co-ordinated monetary and fiscal response from all major advanced
economies, the world is awash with liquidity and interest rates are likely to stay
near zero for a long time. Conditions are near perfect for growth stock valuations
and are unlikely to get better. Sovereign bond yields are implying that growth and
inflation is going to remain low for the foreseeable future. But high yield bonds are
pricing a strong economic recovery and continued backstopping from the Fed
should conditions worsen. These are dangerous areas of the market today; they are
entirely dependent on central banks responding with liquidity every time volatility
spikes. This is a risky strategy.
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On the other hand, we have a bunch of ‘old’ economy stocks that have been written
off and considered dinosaurs ready for extinction. These include energy, metals &
mining, industrials, banks and consumer discretionary stocks (autos, retailers). Many
of these stocks are listed in Europe; have underperformed the technology heavy
S&P 500 (see Figure 7) materially since the 2007 - 2008 financial crisis; and are
trading at all-time lows. Small caps are also primed for a strong recovery at they
have significantly lagged large caps; were heavily sold-off in March; and have yet to
recover their values at the start of this year.

Perpetua’s Global Equity UCITS Fund is largely positioned in the latter camp; in
stocks that have been neglected and even written off; trading near all-time lows; or
simply out of favour as the market chases the large-cap tech growth darlings.
History suggests that extreme valuation dispersions such as we have today often
coincided with prior lows for cyclical sectors within market indices. As the market
begins to see light at the end of the economic tunnel, there has historically been a
sharp narrowing of these valuation spreads and a rotation from defensive into more
cyclical sectors. The time to buy, however, is when things are most uncertain as
prices are more likely to be cheap. Post the 2000 tech bubble, value stocks
generated very attractive absolute (8.4% annualised from 2000 - 2006) and relative
returns (more than 7% annualised excess return). While it is difficult to see the
catalyst when the narrative is overwhelmingly negative and the recent trend
unfavourable, markets are fickle, and perceptions change quickly. Given the large
price-to-value gap in the cyclical sectors, any change in fortunes will likely be met
with a sharp valuation reappraisal as the herd is overwhelmingly long the ‘new
economy’ winners and short the ‘old economy’ losers. Mind the gap!

By Graeme Ronné

Graeme is one of Perpetua’s global equity co-portfolio managers.

Graeme has 14 years’ direct experience in investment management,
holds a B. Econ (Hons) and is a CFA charterholder.
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Hospital groups have lagged - but offer low risk opportunity

The listed South African hospital groups are currently trading at attractive valuation
multiples of 8-10x normal earnings. This de-rating is largely due to the impact of
COVID-19 related prohibitions on elective procedures which resulted in less
hospital utilization in 2020. We expect that the critical nature of the sector’s
services will result in a relatively stronger revenue recovery. The hospital group
management teams are actively taking steps to improve profitability.

Hospital groups share prices have performed poorly.

The share prices of listed hospital groups, Mediclinic ("MEI"), Netcare ("NTC") and
Life Healthcare ("LHC”) are down close to 25% this year. Over the past three years
the sector has fared poorly as well (see Figure 1).

Figure |: Hospital groups share prices perform poorly

Netcare Limited
140

120
» A
100 A0 vwh"'* MM Jn

80
60
40

20

2 a a a a a o N
NN S S S S S >
OV O U N L U U O VA VOO A AL
\ \ Q \ W O S \Y o Q \ \ S N
AR ) N N R OBEN DN N R
—— (INDEX) Life Healthcare Group Holdings Limited - Price
~——— (INDEX) Mediclinic International Plc - Price

——— (INDEX) Netcare Limited - Price

Source: FactSet

There are various concerns affecting the hospital sector

At present one could summarise the sector concerns into short-term and long-
term ones.

Short-term concerns:

o Elective procedures were initially disallowed for the duration of the COVID-
|9 related regulations. These restrictions ended in April 2020. At the time
NTC reported a 50% decline in activity levels.

e Due to the impact of the pandemic on revenue, balance sheets could potentially
breach debt covenants'. Whilst all the groups have largely concluded liquidity
and solvency discussions with funders, this has created uncertainty for the
market.

e COVID-19 may result in even weaker economic growth going forward. This
may impact upon patients’ ability to afford private medical insurance.

"For an explanation of debt covenants, refer to the “Explained” article in this edition.
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Long-term concerns:

Medical insurers and governments have the balance of power when it comes
to tariff negotiations with hospital companies. Consequently, tariffs have come
under pressure in recent history. This has resulted in margin pressure across
the three hospital groups’ geographies.

In addition, medical insurers and governments have become more focused on
value for money. This has resulted in reduced utilization.

National Health Insurance is very topical in South Africa. This creates additional
uncertainty for the market with respect to the sustainability of the business
model.

Despite these concerns, we see positive catalysts on the horizon.

The

sector is currently trading between 8 - 10x our assessment of normal earnings.

This is attractively priced versus the 12 - 14 price to earnings ratio (P/E ratio) that
we believe the sector should trade at given its intrinsic attributes. Ve believe that
the following factors will act as a catalyst for a re-rating in the respective companies:

In the short-term volumes have started to improve and we believe will
continue to do so. MEl recently confirmed that volumes in markets outside
South Africa are back to normal whilst in South Africa they are only 12% behind
the comparative. We are of the view that procedures delayed due to COVID-
19 will result in catch-up demand in the year ahead.

We believe that the COVID-19 crisis will have a long-lasting economic impact.
This will ultimately impact on medical aid affordability, especially as job losses
mount. However, due to the vital nature of medical insurance, we expect that
it will be among the most defensive categories. During the Global Financial
Crisis, South Africa's medical aid population only declined by 1%. In response
to the risk of contracting COVID-19, consumers are likely to prioritize their
ability to access health services. We expect that the membership base will
again prove to be relatively more defensive. Notwithstanding pressure on
utilization and tariffs, the population is ageing across the geographies that the
hospital groups operate in. Figure 2 shows an example how this has evolved in
South Africa.

Figure 2: Ageing insured ageing population
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Whilst it may not seem material, utilization increases exponentially as a result
of ageing. This cohort typically needs more complex medical procedures that
can cost up to 10x the cost of a normal procedure and have longer in-patient
recovery periods.

Hospital groups have high fixed costs. We estimate that almost half of the cost
base relates to staff and property costs and these are largely fixed. We believe
that as the above-mentioned revenue drivers materialize, they result in
revenue growth that is in excess of costs.

Allied to point 3, the hospital groups were caught off-guard by the pressure on
tariffs and utilization from the funders. Consequently, operating costs and
capital expenditure have been suboptimal. The companies have subsequently
responded and are cutting costs; increasing digitization and reducing gratuitous
capex. As an example, even in Switzerland where tariff pressure was most
acute, MEI’s margins have stabilized. As capital allocation across the sector
improves, we expect that the free cash margin which has averaged 5% over the
past decade will increase over our investment horizon. This will allow the
hospital groups to reduce debt and increase shareholder payouts.

Like other commentators we question the affordability of NHI for South Africa.
In addition, we are of the view that the country’s insured population of 9m
people will remain sceptical of the Government’s plans given its’ reputation for
a lack of successful execution. The state currently spends a similar amount of
money providing healthcare for 41m people as the medical schemes spend for
the other 9m people. The insured population will perceive the risk of service
deflation and likely still pursue private insurance options. They would still
continue to access medical services privately. In addition to this the hospital
groups stand to benefit if they could start treating more state patients as they
have done during the COVID-19 crisis. This provides optionality to our
investment thesis for the sector-.

Whilst the sector is currently attractive, there are additional catalysts for each
company:

e LHC stands to benefit from the growing high margin positron emission
tomography and computed tomography (“PET-CT”) scan market in the
UK where it is a market leader. The UK’s PET-CT scan market is
underpenetrated relative to other developed markets and is growing at
12% per year.

e NTC’s occupancies are currently 5 to 6% below industry average. This is
partly due to a newer hospital base. In the long-term as these hospitals
grow in utilization, profitability will increase. NTC is also taking steps to
digitize the front and back offices. We expect that these efficiencies will
further improve profitability.

e MElis in the process of growing its Middle East operations. As the roll out
gains scale, profitability will grow. In addition, the market scrutiny of MEl’s
capital allocation has increased. We expect that as management improves
capital allocation, MEI’s debt will reduce.
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The COVID-19 crisis has certainly impacted hospital groups in 2020. However,
unlike other sectors which might experience structural shifts in a post COVID-19
world, we believe the medium and long-term demand drivers for this sector remain
intact. Valuations are attractive and management teams are under pressure to
deliver profitability and/or improve capital allocation. We consider the hospital
sector to be one of the lowest assumption risk investment propositions in our
portfolios.

By Lonwabo Maqubela

Lonwabo is Perpetua’s domestic equity head of research and is also one
of Perpetua’s equity and balanced portfolio managers. Lonwabo has
over |3 years’ investment management experience and is a CA (SA)
and CFA charterholder.
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The addition of infrastructure as an asset class is currently topical
There has been significant discussion around prescribed assets, to facilitate
infrastructure development as an enabler for growth and reconstruction in South
Africa. Perpetua believes that this intention to facilitate growth can be implemented
in a different manner than prescribed assets while still achieving the investment
objective for investors and providing the social and economic benefits for South
Africans. In fact, there are many reasons why long-term investors should consider
including infrastructure assets as an essential part of an overall portfolio, alongside
listed investments, with which most are more familiar.

Infrastructure assets have been neglected
The investment in infrastructure assets by institutional investors has been hindered
by several factors:

*  The relative lack of familiarity with unlisted investments compared to listed
equivalents such as shares, bonds and property, and the perception that
information is less visible

*  The regulatory framework which restricts exposure in private equity funds to
0% and other assets not referred to in Regulation 28 of the Pensions Funds
Act to 2.5%

*  The nature of the underlying infrastructure projects is very long-term in nature

*  The nominal return profile of the underlying projects tends to be higher in the
later years

* The perceived credit risk associated with the infrastructure projects,
particularly in a future scenario where the South African government may not
provide the guarantees

*  The lack of liquidity of the investment instruments in the project companies
*  The ability of investors or their advisors to assess:
= the managers who specialise in building infrastructure funds;

= the investment structures and investment instruments in order to provide
the investor with the exposure within acceptable risk parameters

There is much to be gained by investing in infrastructure
The constraints above need to be considered against the significant benefits of
investing in infrastructure assets being:

* Long term stable returns with resilience to economic fluctuations. This
provides a good match against long term liabilities.

*  Diversification benefits: Due to low usage volatility, economic insensitivity, and
inflation-protection characteristics, a portfolio of infrastructure assets has low
correlation to other major asset classes which should enhance an investor’s
overall portfolio’s risk-adjusted returns. (See Figure 1)

*  Attractive long-term returns: The basic services provided by infrastructure
assets (see Table | for type of infrastructure assets) are essential for the
functioning of a society. These assets generally have economically resilient
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positions and provide essential services in the areas in which they operate. As
a result, demand for these services is relatively insensitive to economic
weakness and price increases. Additionally, regulators usually allow private
owners of infrastructure to earn fair real returns in order to incentivize them
to provide adequate service to the public— regardless of the economic or
inflationary environment. The regulation of tariffs allows infrastructure owners
to charge fair prices to earn returns to incentivize them to keep facilities in
good working order and invest for future growth and modernization.

Figure |: Alternatives: Performance Leaders
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Table I: Classification of infrastructure assets

Classificat of infrastructure asse
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Source: Deutsche Asset and Wealth Management, January 2015
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* Inflation protection: Earnings yielded by infrastructure assets are determined
by regulators, concession agreements with governments and long-term
contracts. Owners of infrastructure, especially the types of infrastructure
assets listed above, have the ability to increase nominal returns at a level linked
to inflation and/or the economy over time. See below for an example in a
European context:

Figure 3: Indices of annual cash flows for EU-15 infrastructure sub-sectors against average high
income OECD CPI, 1986 to 2013 (1986=100)
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Source: J.P. Morgan Asset Management, as of November 2014

Could infrastructure investments finally become more
mainstream?

For South African investors there have been limited opportunities to invest in
infrastructure and these investments remain a minor holding in most funds. The
current regulatory framework needs to be examined to specifically provide for an
investment of 5% to 10% in infrastructure, rather than aggregate infrastructure with
all other unlisted private equity investments. This increase will stimulate the
required focus from institutions and their consultants to spend a greater amount of
time and effort in understanding the benefits and risks of investing in infrastructure
assets.

We are all aware that the prescribed asset debate has been raging for the past few
years, with some in government viewing pension funds as a source of accessing
capital for much needed investment into developmental projects. We believe that
there are sufficient reasons for long-term institutional investors to consider these
investments solely on their investment merits. Several large funds, notably in a
global context, have already begun incorporating them into their portfolios, and are
enjoying the benefits thereof. Recently we’'ve experienced heightened volatility in
listed equity markets, and in developed markets fixed income yields are at historic
lows. This has led many investors to search elsewhere for yield and risk
diversification. With the local growth outlook looking anemic, and economic
uncertainty weighing heavily on the minds of market participants, investments into
projects with defined regular cashflow streams, enticing yields, and real economic



“In current
extremely volatile
markets, institutional
investors should
consider greater
allocations to

infrastructure.”

PERPETUA PERSPECTIVES
Winter Edition 2020

benefits present as a necessary additional asset class for serious consideration and
inclusion.

How can South African institutional investors access
infrastructure assets?

Currently there are a few listed opportunities (listed equities in Hulusani Limited
and GAIA Limited, and Green Bonds issued by Nedbank) that afford institutional
investor participation in this sector through their investment managers in the public
markets.

Certain large pension funds have recently been vocal in expressing how they have
or intend to incorporate alternatives, and in particular infrastructure assets, into
their portfolios as they aim to gain the diversification benefits afforded by them and
seek the yields which they offer. As these funds interact with private market
vehicles, they support the viability of these projects and this enables other fund
participants to co-invest and share the risks.

These institutional investors and their investment consultants are beginning to
spend more time assessing investment managers and investment structures which
provide access to these projects.

The fundamental and important considerations in assessing these opportunities
include:

. The track record of members of the investment team, particularly
experience in sourcing, executing and monitoring investment in
infrastructure projects. Expertise in project finance and skills in technical
assessment of the projects is necessary. This will enable the investment
manager to assess the credit and technical risks of the investments.

. The investment structures. Traditionally infrastructure investments have
been implemented through en-commandite partnerships (ECP)' and trusts.
These structures have tended to be closed-ended from a duration
perspective and did not facilitate liquidity nor match the lifespan of the
underlying assets. There is an opportunity for more innovation in this space
through listed open-ended funds, to afford institutions access to transactions
without compelling the fund to dispose of the investments after a pre-
determined period, combined with enhanced liquidity.

. Governance over the investment structures. As it is preferable for the
owner of the infrastructure assets to operate as special purpose vehicles,
generally under the control of the investment manager, there needs to be
due corporate governance and oversight over the actions of the investment
manager to protect investors. A duly appointed Board, comprising executive
and non-executive directors, as well as an advisory board with oversight into
the investment structures ensures that there are no conflicts of interest of
the investment manager.

'An ECP contributes an agreed sum of money to the partnership on condition that it receives an agreed share of the profits, but in the event of a loss it is
only liable to its co-partners to the extent of the fixed amount of its agreed capital contribution to the partnership. ECPs are therefore not liable for the
partnership debts to creditors of the partnership and it is thus limited liability protection that is one of the main reasons why investment funds are frequently
structured as ECP. Similar principles are applicable to the trust structures.
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. Reasonable investment management fees. The investment management fees
should be reasonable to reflect the expertise and access to transactions
provided by the investment manager, but still provide the investor with
superior investment returns after fees.

Infrastructure assets are an ideal component in institutional
portfolios

In current extremely volatile markets, institutional investors should consider
greater allocations to infrastructure through qualified fund managers since it
provides:

»  Stable, predictable and growing returns that provide an inflation hedge by
being linked to price levels.

*  Low correlation to other major asset classes. These assets provide investors
with an attractive diversification opportunity and the possibility to materially
improve a portfolio’s risk-adjusted return.

*  The ideal match for fund liabilities.

By Logan Govender and Mike Brooks

Logan is a director and co-founder of Perpetua, with specific responsibility
for the alternative investment funds. Logan has over 28 years’ experience
4 in the financial services industry and is a CA (SA).

Mike is a key professional in the Perpetua Infrastructure team. He has
extensive industry experience and was the former CEO of the first
Renewable Energy fund in South Africa. Mike holds a B Com, CTA, CA
(SA), and Masters in Finance (cum laude) from Manchester University
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COVID-19 casts a spotlight on liquidity and cash flow management
The business shutdowns necessitated in 2020 in order to contain the rapid spread
of the novel COVID-19 pandemic have caused an unexpected liquidity strain for
many companies.

This unprecedented event has permeated all aspects of life around the world
affecting not only financial markets but also global supply chains; the day-to-day
operations of businesses as well as consumer spending patterns. Given this
significant upheaval and severe reduction in revenue visibility over the past few
months, businesses have been forced to prioritize liquidity and cash flow
management. In this article we will discuss the practical realities of liquidity and cash
management using Truworths (TRU), a South African clothing retailer that
predominantly sells items on credit, as an example.

The impact of the economic shock on TRU is felt in the following ways:

* adverse impact on company revenue (companies that sell and/or provide
discretionary goods and services are especially impacted);

* as consumers' financial health deteriorates, so does their appetite for credit
purchases and their ability to pay outstanding balances;

* the inability of customers to pay has been exacerbated by the fact that stores
were closed, and many customers typically make repayments when in store.

Sharp revenue declines challenge high fixed-cost businesses

The contractual nature of fixed expenses, such as rent and employee costs, means
these costs typically persist irrespective of declines in revenue. This makes
companies with a higher proportion of fixed costs, relative to variable costs,
particularly vulnerable during times of economic difficulty. In the case of TRU, the
split between costs is slightly skewed towards fixed costs (51%) meaning that a
decline in revenue will result in negative operating leverage, and consequently the
decline in operating profit will be greater than the fall in revenue.

Operating profit (or alternatively EBITDA - earnings before interest, tax,
depreciation and amortization) is a key profitability metric for most companies. One
important reason for this is that debt covenants' are often measured relative to
profitability metrics, such as Net Debt to EBITDA. This means that if profitability
reduces sharply, companies may face the risk of breaching their debt covenants.
There are a number of consequences of breaching a debt covenant. The lender may
increase the interest rate, demand full immediate repayment of the loan or
terminate the loan agreement. In light of such a reality becoming possible, company
management will then need to approach their lenders for temporary covenant
waivers (this could sometimes come at a cost such as incremental increases in their
cost of funding). If the lenders are unwilling to grant these waivers, the debt may
become payable in the short-term, forcing the company to approach shareholders
for a capital injection to meet these accelerated debt repayments (discussed in more
detail below).

| A debt covenant is an agreement between a company and lender that states the thresholds for certain financial ratios that the company may not breach.
The most common ratios are debt to EBITDA and/or debt to equity.
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Avoiding unexpected, potentially costly capital raises requires focused short-term
liquidity management. In order to ensure liquidity is managed as a priority, a
company would need to make certain that the following steps are typically
prioritized to meet their short-term (< | year) financial needs and obligations:

* have a precise determination of unencumbered cash on hand;

* confirm the level of committed but undrawn credit facilities;

¢ secure additional short-term credit facilities;

* where applicable, re-negotiate the due date of short-term debt repayments;

* re-negotiate other creditor obligations such as supplier payments by extending
credit payment terms or cutting orders where possible.

In the first half of TRU 2020 financial year, the company had approximately R1.1bn
of debt. The group also had R1.8bn in cash reserves as well as R1.9bn in undrawn
revolving credit facilities totaling R3.7bn in short-term liquidity. TRU management
had also successfully extended the term of their borrowing facilities.

Figure I: Truworths are well positioned to meet short-term debt obligations

Truworths Debt Maturity (As of 31 Dec 2019)
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Note: R1.2bn of revolving credit facility matures June 2020 and will be negotiated based on the company's requirements

Source: Company reports

Companies have further liquidity levers they can pull

While liquidity management is a normal financial management practice in all
businesses, the heightened focus on this has been necessitated by the unforeseen
economic and business shutdown we have experienced of the past quarter. This
has meant that in addition to the standard practices, companies have had to ensure
their additional liquidity levers are also considered.

These include:

I. Working capital management
The first additional liquidity lever company management tend to focus on is
working capital management. Working capital pertains to the capital required
for the day-to-day operations of a business. During times of economic duress,
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businesses will need to more pro-actively manage the three main components
of working capital: inventory levels; trade receivables, and trade payables.2 This
would include negotiating creditor obligations such as supplier payments by
extending credit payment terms; cutting back on orders where possible to
reduce levels of stock and attempt to recover receipts from debtors as
promptly as possible.

In the context of TRU, the company procures some of its merchandise
internationally. Following the disruption in global supply chains due to a wide-
spread COVID-19 mandated shutdown, the company has needed to balance
having sufficient in-season inventory to sell (when stores re-opened) and selling
enough out-of-season items as so not to run the risk of an inventory buildup.
This is an especially tricky balance given lead times involved in procuring
clothing are typically several weeks, and possibly even months. Therefore,
cancelling orders is also a very challenging and risky exercise.

As a credit retailer, TRU has also had to scrupulously manage their receivables,
which is predominantly their debtor's book (R6.8bn in gross receivables). This
requires directing additional resources to prioritizing credit collection and
materially tightening their credit granting criteria for new credit or even
temporarily pausing any new credit extension.

2. Operating cost and capital expenditure reductions

The second lever companies will need to consider is reducing operating costs.
Typically, the largest operating cost for most companies is staff costs. In the
early stages of the business shutdowns, staff were continued to be paid either
from company reserves or through leave pay. As the lockdown has continued
however, companies have been forced to implement far harsher staff cost
reduction programmes and in some cases, unfortunately, retrenchments.
Unlike countries like the UK and USA, South African employment law does not
include furloughing3, which has been more commonplace globally rather than
outright retrenchments.

For industries like retail, rentals are also a material operating cost, given the
existence of a large store network. In South Africa, clothing retailers like TRU
have negotiated rental concessions during the shutdown and many leases
coming due in the near term will be renewed at lower rates. Other operating
costs which have been swiftly reduced include marketing and advertising.
Unfortunately, the collateral damage for all the operating cost reductions above
is seen in other parts of the economic value chain through job losses; significant
pressure on property companies and wide-scale closure of publishing and
magazine companies who relied on corporate advertising spend. Non-essential
capital expenditure can also be deferred or reduced to improve short-term
cash flow.

2Net working capital equals inventory plus accounts receivable minus accounts payable. An increase in inventory and/or receivables increases the net working
capital of a company. In doing so, a company’s cash becomes tied up in these current assets and is unavailable to spend on other expenses. To mitigate against
this, a company may choose to purchase inventory on credit (resulting in an increase in accounts payable), which would decrease working capital and thereby
free up cash.

3 A furlough is a temporary mandatory leave of absence granted to employees. This can be the result of the company experiencing tough economic
conditions
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Reduction or suspension of dividends

Dividends are distributions from a company's retained earnings and reserves.
Most companies very seldom cut their dividend over time or the percentage
of profit they pay out as dividends. However, during times of financial strain, a
company's earnings are under severe pressure. Under these circumstances, the
historic level of dividends is unsustainable and more importantly, the company
may need to reduce the percentage payout or suspend dividend payments
altogether for a period of time in order to preserve reserves as far as possible.
At the time of writing this article, 65 |SE-listed companies have suspended
dividends this year. This is the highest number of dividend suspensions in over
a decade.

Assets sales

A further lever a company could pull is to sell non-core assets in order to
narrow its portfolio, reduce debt, and improve returns. Some companies may
choose to enter a sale-and-leaseback arrangement in which they sell assets (like
industrial or commercial property) and then lease the assets back from the
acquiring party. This arrangement allows companies to raise the required
capital and continue use the assets. In the context of TRU, the company has
announced that it has engaged with advisors and is considering various
restructuring options for its Office UK business. It is possible that TRU could
consider selling this non-core asset.

Rights issue

For some companies, when raising debt is no longer an available option and
most of the aforementioned levers have been pulled, then typically one of the
least preferred options is to raise capital through equity financing. This usually
takes the form of a rights issue.

A rights issue is a type of equity financing in which existing shareholders are
given the right to buy additional shares in the company (usually) at a discount
to the market price.

Rights issues are typically underwritten by investment banks (or larger
shareholders), for a fee, to guarantee the purchase of any shares not taken up
by the company’s existing shareholders. The larger the required capital raise
relative to the existing market capitalization, the greater the risk that an
existing shareholder may not follow their rights and the higher the fee the
investment banks will charge. Having pre-commitments from large (usually
institutional) shareholders significantly reduces the risk of a failed right issue.

Although a rights issue will allow companies to raise capital without incurring
additional debt, shareholders view them as a last resort as they typically dilute
future returns. This is because the raised capital is used to repay debt,
transferring wealth from equity holders to debt holders. Shareholders view
capital raised for high return growth projects or acquisitions in a much more
positive light.

TRU have not announced a rights issue. This is likely due to the fact that the
group is in 2 R734m net cash position and has the option to exercise the afore-
mentioned mitigating measures before considering a capital raise. However, a
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large number of companies have already announced rights issues such as The
Foschini Group, Mr. Price, Sun International, Pepkor, City Lodge and Curro
Holdings.

6. Business Rescue
The final lever (before possible liquidation) that a company in severe financial
distress would consider is business rescue. At this point typically the following
realities are in place:

* shareholders are not willing or able to put in more capital;
* most of the afore-mentioned options have been exhausted, but the
company is still unable to meet financial obligations as they fall due.

In such a case the business may still be viable but requires restructuring of its
debt to increase the likelihood that it continues to exist on a solvent basis. The
decision to place a company under business rescue is that of the company’s
directors.

Once business rescue is declared:

* a business rescue practitioner is appointed to oversee the company during
the process — directors and executives relinquish control;

» all payments in terms of creditor obligations are placed on a temporary
hold;

» the business rescue practitioner is required to investigate the company’s
affairs and financial situation and propose a business rescue plan which is to
be voted on by debtholders;

* should the business rescue plan be approved, the business rescue
practitioner is to implement the plan in an attempt to save the company;

* should the business rescue plan fail to be approved, the company is likely
to enter liquidation, by way of the practitioner concluding that there is no
reasonable prospect for the company to be rescued and applying for a
liquidation order in court.

Notable companies that are currently under business rescue include Edcon,
Comair and South African Airways. Note that the underlying businesses are
able to operate during the business rescue process.

Cash is indeed king

Cash and liquidity management is crucial to the livelihood of all companies - it is the
lifeblood of a business. Without proper management of cash flow in good and bad
times, a business risks not being able to meet short-term funding needs as well as
not having sufficient capital to reinvest in future growth.

While the severity of the economic shock has been both uncontrollable and
unforeseen for many companies, the current situation has also highlighted and
exacerbated weaknesses and vulnerabilities in many business models. Companies
with a combination of high operating leverage and high financial leverage are the
most exposed and their existence the most threatened.

At the same time better management teams who have been most responsive, pro-
active and action-oriented during this time of crisis are using this as an opportunity
to not just shore up but also strengthen their businesses for the future.
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At Perpetua, we have seen this as an opportunity to invest selectively in some of
the better businesses and also the better managed businesses at lower prices than
were available pre-crisis. At the same time the market can be less exacting in selling
down all companies with perceived similar risks without looking beneath the hood
to establish what cash maximization levers are available to that management team.

We believe this analytical, bottom-up approach will sow the seeds for higher
returns for our clients in the future.

By Glen Heinrich and Siya Mbatha.

Glen is one of Perpetua’s equity and balanced portfolio managers and
also shares responsibility for domestic equity research with Lonwabo
Magqubela. Glen has over 13 years’ investment management
experience. He holds a PhD in Chem Eng. and is a CFA charterholder.

Siya is a trainee investment analyst at Perpetua and has been with
the firm since | April 2019. She holds a degree in Bus Sc and is a
CFA candidate.
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Getting to know the Team

COVID-19 has certainly affected all of us in so many different ways which were
difficult to imagine before the current global pandemic struck. One of these areas
is the manner in which it has meant we have had to adapt to a different
work environment. As we discussed in the COVID-19 edition of Perspectives,
the impact has been significant and the ways in which businesses have had to
adapt varies by industry. In the case of Perpetua, we initially had all team
members working from home except for a handful who preferred the
infrastructure which the office affords them.

In the first edition of Getting to Know Perpetua, we ask a few team members about

their experiences of an alternative work environment.

Glen Heinrich has
I3 years investment
professional who has
been a member of the
Perpetua team for just
shy of 4 years. Heis an
equity and balanced
fund portfolio manager
and assists Lonwabo
Maqubela, Head of
Research, with
overseeing our equity
research process. He is

passionate about
investing, as well as
continuous  learning

and development. When Glen is not working or with his family, you will likely find
him mountain biking or surfing around Cape Town.

Museja Makhaga is
an investment analyst
who covers equities
and credit and has been

in the investment
industry for nearly 5
years, with her 3rd
anniversary at Perpetua
coming up in
November 2020.
Museja is passionate
about real estate, and ~

as a result is a co- ©

founder of a real estate

business and also covers listed property at Perpetua. Museja enjoys travelling and is
an avid fan of horror movies — perfect when one is alone during lockdown!


http://www.perpetuaim.co.za/wp-content/uploads/2020/04/Perpetua-Investment-Managers-COVID-19-Perspectives-.pdf
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Astrid de Castro
is a  Chartered
Accountant who has
been in the finance
and investment
industry since 2011
and joined Perpetua a
year ago as our
Business Manager
after working in the
Cayman Islands. Her
day job involves
ensuring that our
business  processes

are up to standard, including operations, risk management and compliance, and that

all aspects are implemented effectively. She’s been instrumental in co-ordinating and

implementing all aspects of Perpetua’s WFH processes and operations. Astrid loves

hiking and any other outdoor activities.

Ashley Walker is the
‘baby’ of the firm. Well,
not in terms of age but
he is our most recent
joiner having come on
board on Ist April 2020
— no kidding! Ashley is
our Head of Trade
Implementations. Ashley
has a different story to
tell from the others, as
he had to familiarise
himself and work with
colleagues who he hadn’t

met, by means of the technology which has become second nature to many of us.

Ashley’s wife went into labour on his first day at Perpetua, creating additional
excitement in the Walker household. They welcomed their healthy baby boy on

the 2nd April 2020.

| can wake up later in the
morning, and | do not have to
spend time in trdffic. This has
freed up close to 4 hours of my
day to do something more
productive within that time
period.
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Let’s start by getting a sense of a typical work day.

What does your work space look like, what keeps you busy, and
who do you typically engage with during the day?

My desk looks like a space shuttle command centre, with 2 monitors and an iPad screen.
| joke that | am paid to read as about 70% of my time is spent reading research, company
financials and thought leadership literature. The rest of my time is spent thinking about
how to best integrate what | have read into our portfolio positioning, financial models and
research process. | typically engage with other members of the research team multiple
times per day through active mentorship and collaborative research.

My workspace is made up of a desk, chair, laptop and one screen. The things that keep
me busy, are reading, writing, checking share prices and daily meetings with colleagues.

| engage with Glen, and the equity and fixed income cluster team members on a regular
basis.

| work at a desk in one of the bedrooms in the house, | have my double screen set up and
I work right next to a window which offers a view of the garden. | have been in lockdown
with my fiancé, Oli, and we often have breakfast, coffee, lunch, more coffee and dinner
together — surprisingly we are still engaged after spending all that time together! | have
daily catch up calls with Logan Govender, our Executive Director responsible for
Operations, via MS Teams which has been very useful in keeping me on track and | have
regular calls with other members in the Operations team: Ashley Walker
(Implementations), Najma Adams (Client Administration), Brittany Shapiro (Client Service)
and Kevin Dantu (Head of Clients).

Unlike most of my colleagues, | work from the office. | chose to do so since | started my
career at Perpetua soon dfter the start of lockdown and felt | needed to be in the office to
familiarise myself with the new company. So far it’s been going well, | manage to engage
with the operations and investment teams very well over email and MS Teams. If
something is urgent, | will call the team member directly to resolve any issues.

Which aspects of work during lockdown do you find most
challenging?

To be honest | find the current working environment highly productive and somewhat more
natural than pre-lockdown. | know this sounds strange, but the key challenge is to have
continuous meaningful engagement with the team.

[ find not having a time limit on how long you work challenging, more especially because
there is not much else one can do. | consider working to be an effective way to stay busy.

I haven’t found working from home challenging per se, but | definitely miss the interaction
and collaboration of the team members. Teamwork results in efficiencies and | think when
working from home, some of that is lost.
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| think trying to learn new processes and systems has been challenging although when |
do get stuck, | can share my screens with a colleague or our support services and we can
talk through any problems | might be having.

Are there advantages to your current arrangements? If so, what
are they and could you incorporate them into your ‘nhormal’ work
environment?

We have made a deliberate effort to connect regularly and have fully embraced the
technology to do so. Because of this, our investment team is functioning better than ever,
and we intend to hold onto this level of collaboration. One great example of this is our
Sector Clusters, where team members meet to discuss companies that operate in the same
sectors. Some great comparative analysis has come out of this during lockdown with
insights gained for the whole team.

| can wake up later in the morning, and | do not have to spend time in traffic. This has
freed up close to 4 hours of my day to do something more productive within that time
period. | also find working in an environment that is mostly silent is less disruptive, and
hope to replicate that post-lockdown.

We have made more of an effort office-wide to communicate more regularly and | hope
that we maintain this level of increased communication going forward.

| have enjoyed wearing sneakers to the office every day but | wouldn’t incorporate it into
‘normal’ office life.

Please tell us whether you feel communicating with others has
been easier or more difficult?

In most ways communicating has become easier as people of more “available” than before.
An example of this is that company management teams are accepting more meetings with
us as it is more convenient for them to have a 30 minute virtual catch-up than to travel
(sometimes between Cape Town and Johannesburg) to have formal in-person meetings.

| feel that communicating with others has been easier and has increased, due to the regular
catch-ups chats with colleagues and others. When | want to reach out to Glen (my pm
“buddy”) or any other colleagues outside of our scheduled catch-up sessions, | send them
a text on MS Teams and they respond prompily.

Communication levels have definitely increased, but | feel that there is less of a connection
over the phone/MS Teams/Zoom for various reasons — people can be distracted and read
their screens while speaking with you, which would not ordinarily happen when speaking
face to face.

| think communicating with my colleagues has been challenging but with technology it
hasn’t been impossible. Since joining we have had regular meetings and video calls for the
different team members to hand over tasks or provide me with training.
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What has been the highlight of lockdown - an occurrence which
would be unlikely to have happened under ‘normal’ circumstances?

Despite all of the work benefits | have mentioned above, | would say the highlight for me
has to be the extra time | have got to spend around my wife and children. It has been
wonderful to go downstairs for a coffee and to be able to spend a few minutes playing
with my sons or talking to my wife.

Not being stuck in trdffic in the work week morning has been a major plus, not just in
terms of the reduction in wasted time, but also the reduction in stress and frustration.

There are a couple of things for me:

I.  Connections with friends and family around the globe have strengthened as we have
made more of an effort to stay in touch.

2. Not having to commute — this has also created more time in my work and personal
life to exercise, cook and spend with my fiancé.

Probably doing some DIY around the house as well as attempting a bit of gardening has
been a highlight.

Do you have any new habits or ways of tackling work which you
will make a part of your back-in-office routine?

| am obsessed with continuous learning and improvement, so the answer is definitely yes.
| feel that this unique time in terms of working from home, but also in terms of the massive
market volatility has given us the opportunity to up our game and accelerate learning in
the team.

I’'m really enjoying the increased communication with team members as we’re forced to
make the effort to keep connected. [ intend to make a concerted effort to persist with this.

| have become very used to wearing my UGGS to work every day which is unfortunately a
habit | will need to break when back in the office. On a more serious note, the team
communication and learning opportunities have improved, and | hope we keep that up
going forward.

| think after lunch walks will be a part of my normal routine when things goes back to
‘normal’

We don’t know when, but lockdown will end at some point. What
will you be disappointed to give up when returning to regular life?

It will be the family time and also the feeling of a simpler life. Less driving, less busy-ness,
the sense of having more time.

Not being stuck in traffic in the work week morning.
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| guess the time saved by not commuting — | can get a lot more done in a day from a work
and a personal life perspective. | don’t even live that far from the office but feel like | have
more time than usual.

I’'m driving to the office every day and there’s barely any traffic on the roads so the one
thing I am not looking forward to is sitting in traffic again.

In your opinion, do you feel that the firm’s response to the
challenges of COVID-19 was managed adequately and how has this
helped ensuring that the team was able to deliver services to
clients?

| am exceptionally proud of the way in which our firm has responded to the crisis. The firm
enabled the investment team to be and feel safe, and this allowed us to be highly productive
and to continue to deliver the service we strive towards for our clients.

Yes, | believe the firm managed the COVID-19 challenges adequately through measures
that were put in place to enable continuity. This includes enabling team members to work
remotely where possible, creating a buddy system for analysts, and continuous
communication. There has been no major change to how the business is run, except that
some employees are now working from home.

Perpetua were pro-active in addressing the COVID-19 risks and prioritized its employee’s
safety and well-being while ensuring uninterrupted client service. That’s a tricky thing to
manage and | think the plan worked well. There was constant communication and
employees were included in the decision-making process from the beginning which made
me feel safe and comfortable.

| think that constant communication and transparency provided by the firm has been
positively received during this time, giving me comfort that the firm is doing as much as it
can to ensure the well-being of their employees' physical and mental health while at the
office or working from home.
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