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@ Market overview “The most important quality for an investor is
temperament, not intellect. You need a
temperament that neither derives great pleasure

Share of the month: BAE Systems from being with the crowd or against the crowd.”

[ <
- Warren Buffett
&@ Graph of the month

@ The psychology of money: Part 2 of 2

MARKET OVERVIEW

Review (1-month and 6-month performance)
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INTERNATIONAL

The month of October proved to be quite eventful. October ~ 31/10/2023 Last Month%  YTD % 5Yann. %

marked the commencement of the third-quarter earnings  \sciworld 637 3.01 517 518

season, alongside an unfortunate development where Hamas

initiated an attack on Israel, leading to a profound and S&P 500 4194 -2:20 9.67 9.02

devastating conflict. The comprehensive impact of this conflict NASDAQ 100 14410 -2.08 32.65 15.65

on global econormes and flnancu?\l markets. remains |mposs!ble RGeS L o5 - o

to forecast. This newsletter will delve into more detailed

analyses of various potential scenarios in this regard. MSCIEM 915 -3.94 -4.31 -1.68
HANG SENG 17112 -3.91 -15.05 -8.37

Figure 1: Possible outcomes of the Israel-Hamas war Source: Edmond De Rothschild

Scenario 1: End of conflict

Scenario 2: Escalation

Scenario 3 : Post Yom Kippur

A rapid end of the conflict following the Israeli
invasion of Gaza.

The conflict remains local with a likely truce
after US-led negotiations to ease the situation

Escalation and conflict spreads to other
countries (ie. Iran backed Hezbollah attacks
out of Lebanon).

Risk of Israeli military intervention in Iran
which could lead to a disruption of the
Hormuz strait (1/3 of global seaborne
traded oil) and likely retaliation attacks on
oil wells in Saudi Arabia.

Post Yom Kippur scenario with the
involvement of other Arab states

1973-1974

weaponizing oil exports as happened in

Most likely

Less likely at this stage but to watch

Not very likely

Volatility to remain higher in the very short

term

Company earnings:

Microsoft continues to beat consensus expectations on all metrics
and guided strongly for the second quarter of 2024. Revenues
were up 13% YoY, beating consensus by 4%. Growth in Azure
cloud accelerated versus the fourth quarter of 2023 and beat the
bottom line, mainly due to cost discipline. Growth in Azure is
expected to be around 26% in 2024. Microsoft remains one of our
top picks. The company maintains a strong net cash position
which is a big advantage in the current high interest rate
environment. Microsoft is one of the best Al players and
consistently delivers good earnings growth. The current valuation
is around its long-term average of 27x earnings.

Amazon’s revenues increased 13% YoY to $143bn. On an
annualized basis this number is 43% larger than SA’s annual
economic output of $400bn. Amazon Web Services (AWS), which
is the company’s growth engine, grew by 12% YoY and improved
its operating margin to 30%. The company’s operating income
beat consensus by 45%. Management guided revenue growth of
around 9% for the fourth quarter. Amazon trades at an attractive
valuation and should be a beneficiary of the Al trend in the next
10 years. The company is trading at a forward 12-month P/E of
27x.

LVMH reported second quarter sales growth of 17% YoY. The
fashion and leather goods segment again showed its incredible
resilience with sales growing 21% YoY. Out of all of the segments
wines and spirits were the worst performers, delivering a decline
in sales of 8% YoY. LVMH is the leader in the luxury goods industry
and has proven to be very resilient even in economic downturns.
The company is trading at a forward 12-month P/E of 25x.

Financial markets impact: Financial markets impact: Financial markets impact:

Higher oil prices with consequences on global
economy

Geopolitical risk premium increases

Market volatility, defensive and safe haven
outperform risky assets

«Qil shock», severe slowdown in the global
economy

Inflation rises sharply

Risk of global stagflation

Source: Edmond de Rothschild
Visa reported another set of good results. Revenue grew
by 11% YoY. The fourth quarter earnings per share beat
consensus by 4%. The company guides for 2024 revenue
growth of around 10%. Visa again showed just how
resilient its business model is. The company is trading at a
forward 12-month P/E of 27x.

Johnson & Johnson, one of the largest healthcare
conglomerates, reported solid sales and earnings per share
growth. The group’s revenues rose by 5% YoY, driven by
4% growth in the pharma division and 6% growth in the
medical technology division. Management raised its full-
year organic sales growth outlook to around 7.5% from
6.8%. The company is trading at a forward 12-month P/E of
16x and a dividend yield of close to 3%.

Summary

The Israel-Hamas conflict will most likely increase volatility
in the markets over the short term. The best case scenario
is that the conflict will be short lived. If this is indeed the
case, we will remain invested in equities and US treasury
bonds as there are good growth opportunities. We are also
aware of the fact that the war could escalate and spread
beyond the boundaries of the middle east. In this case
inflation will most probably increase sharply and markets
would be very volatile. We are taking measures to protect
a portion of the portfolio against this scenario. However, it
is impossible to position portfolios for a world war, which
would be the worst case scenario.
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cumulative return %

SOUTH AFRICA
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South Africa has achieved its fourth Rugby World Cup victory, a
rare moment of jubilation for a nation contending with a myriad
of challenges. The JSE All-Share index closed the month 4% lower
for the third consecutive month.

The resources sector experienced another tough month and is
down 22% YtD. This decline has significantly contributed to the
JSE's overall negative trading performance. Recent shifts in
commodity prices have been adverse, with palladium witnessing a
40% decrease in value YtD, while platinum has declined by
approximately 12% YtD. Coal prices have also plummeted by
nearly 40% YtD. In contrast, the price of gold held firm in response
to escalating geopolitical tensions in the Middle East.

Figure 2: JSE sub-sector returns in 2023 (ZAR)
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South Africa's tenuous fiscal condition has once more garnered
attention, particularly in light of the imminent Medium Term
Budget Policy Statement (MTBPS) scheduled for 1 November.
Recent projections indicate that the revenue deficit for this year is
anticipated to range between approximately R50 billion to R60
billion.

Inflation declined over the past six months and we expect rate
cuts to follow shortly, which should provide some relief. In
addition, given the scale of solar imports, we are probably past
peak load shedding. We expect SA Inc. companies to see a
combination of margin expansion and higher volumes as diesel
costs come down and rate cuts spur the economy. We see scope
for a rerating on solid domestic earnings growth prospects once
we are through the uncertainty of the elections in 2024.

SA equity market valuations appear cheap on all metrics, still
discounting a worst-case scenario. The MSCI SA index on a 12-
month forward P/E has derated sharply since 2015 to its lowest
level since the Great Financial Crisis (GFC). The index has derated
a significant 48% since mid-2015.
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Source: IRESS, FactSet, SBG securities analysis

The MSCI SA index EPS growth has outpaced the MSCI EM index
since 2020 and consensus forecasts are for similar growth in
2024E (MSCI SA at 18.3% versus MSCI EM at 18%).

Outlook:

Headwinds for South African equities are beginning to abate for
several reasons:

(1) The tightening cycle in South African monetary policy has
most probably reached its zenith and we anticipate rate
reductions in 2024;

(2) The energy constraints in South Africa has most likely
reached their pinnacle;

(3) The global monetary tightening phase is approaching its
conclusion;

(4) The rand’s weakness remains dependent on the strong US
dollar and high interest rates.

(5) Consumer strain is projected to ease in 2024.

Renergen

During the month, Reneregen reported an increase in revenue
from ordinary activities increasing by R22.6 million. However,
the group reported that the total comprehensive loss for the
period period ended 31 August 2023 increased by 78%.

Additionally, the group reported a headline loss of 29.91 per
share. This revised loss is 55% higher than the 19.31 cents
headline loss per share the group reported in the prior
reporting period.

The group also highlighted the “acquisition of a bridge loan
amounting to R303 million from SBSA and the subscription for
Renergen debentures amounting to USS3 million [R56 million]
by AIRSOL SRL”.

The latter is a transaction linked to the group’s planned and
broader initial public offering of Renergen shares on the Nasdaq
Stock Market in the US.

NEWS ALERT

We are pleased to inform you that the newly
introduced Investec structured product (SPXIIN) has

been allocated to the accounts of Standard Bank
clients. The final terms of the product indicate a
potential annual return of 9.2% in USD.
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The psychology of money: Part 2 of 2

The Psychology of Money by Morgan Housel is a
popular book that explores the psychological and
behavioral aspects of money management and financial
decision-making. The author delves into various
anecdotes, stories and insights to shed light on how
human emotions and behaviors can significantly impact
our financial well-being. In part two of this series, we
delve into lessons 11 - 20 that stood out for us from this
book.

Lesson 11: The importance of time

Time is a valuable asset when it comes to investing and
growing wealth. Starting to save and invest early
provides more time for your investments to compound
and grow. The longer your money has to grow, the more
it can potentially accumulate over time.

Lesson 12: Understand your biases

We all have inherent biases that can influence our
financial decisions. These biases may stem from personal
experiences, cultural influences, or psychological
tendencies.

Recognizing and acknowledging these biases is crucial
because it allows us to make more rational and objective
financial choices. Working to overcome these biases can
lead to better decision-making.

Lesson 13: Money is a means to an end

This lesson emphasizes that money is a tool, not an end
goal in itself. Money exists to help us achieve our goals
and aspirations, whether they relate to financial
security, personal fulfillment, or other life objectives. By
keeping our focus on what we truly want to achieve, we
can use money as a means to reach those ends.

Lesson 14: It’s not about timing the market

Attempting to predict or time the stock market is often a
futile endeavor. Market fluctuations are unpredictable
and influenced by countless variables.

Instead of trying to time the market, it's advisable to
focus on long-term investment strategies and avoid
making impulsive decisions based on short-term market
movements.

Lesson 15: Don’t follow the herd

Just because a large number of people are doing
something in the realm of finance doesn't mean it's the
right approach for you. It's important to resist the "herd
mentality" and make financial decisions that align with
your unique goals and values. Following the crowd
without careful consideration can lead to misguided
choices.

Lesson 16: The value of simplicity
Simple financial strategies are often the most effective
and sustainable. Avoiding overly complex investments or
strategies that are difficult to understand can help
reduce unnecessary risks and increase the likelihood of
success in managing your finances.

Lesson 17: Make peace with risk

Risk is an inherent aspect of investing. Rather than trying
to completely avoid it, it's important to learn how to
manage and accept risk. Understanding and
appropriately mitigating risk can be key to achieving
your financial goals.

Lesson 18: Invest in yourself

This lesson stresses the importance of personal
development and self-improvement. Investing in
education, skills, health and overall well-being can yield
significant returns in terms of personal fulfillment,
career advancement and overall quality of life.

Lesson 19: Learn from mistakes

Making financial mistakes is a natural part of the
learning process. The key is to use these mistakes as
valuable learning opportunities. Analyze what went
wrong, understand the lessons to be gleaned and apply
these insights to make better decisions in the future.

Lesson 20: Stay humble

Regardless of financial success or accomplishments, it's
important to remain humble and grateful. Recognize
that there is always more to learn and that no one is
infallible. Maintaining a humble attitude can foster
continued growth and a healthy perspective on wealth
and success.

These lessons provide valuable insights into the
psychological and behavioral aspects of money
management, helping individuals make more informed
and balanced financial decisions.
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TIMELESS LESSONS ON WEALTH, GREED, .‘
AND HAPPINESS

MORGAN HOUSEL
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Company Overview
The impact of the war in Ukraine on global geopolitics has led
to a record level of orders at BAE Systems, with governments
beefing up spending on defense from nuclear submarines to
tanks and fighter jets.

BAE Systems operates through the following segments:
Electronic systems segment - is composed of the US and UK-
including electronic warfare
systems, electro-optical sensors, military and commercial
digital engine and flight controls, precision guidance and
seeker solutions, next-generation military communications
systems and data links, persistent surveillance capabilities, and
hybrid electric drive systems.

Cyber and intelligence segment - includes the US-based

' Intelligence and Security business, and UK-headquartered

Applied Intelligence business, and covers the group's cyber
security, secure government, and commercial and financial
security activities.

Platforms and services (US) segment - manufactures combat
vehicles, weapons and munitions, and delivers services and
sustainment activities, including ship repair and the
management of government-owned munitions facilities.

Air segment - deals with UK-based air activities for European
and International markets, and US programs, and its
businesses in Saudi Arabia and Australia, together with its
interest in the European MBDA joint venture.

Maritime segment - focuses on the group’s UK-based maritime
and land activities.

Headquarters segment - includes the group’s head office and
UK-based shared services activities, together with its interest
in Air Astana.

Investment thesis:

BAE offers sustained earnings and cash flow growth,
underpinned by major programmes and long-term
sustainment activities. In particular, higher-growth US activities
support a high-single-digit EPS compound annual growth rate
(CAGR) and higher YoY cash flows for the foreseeable future.

BAE has a balanced portfolio, with 44% of sales derived from
services and support, and 35% from major programs, providing
revenue visibility well beyond our forecast horizon. Exposure
to US growth sectors and programs is also well diversified.

BAE Systems is trading on 15x 2023 P/E, 10% EPS growth and a
3% dividend yield. The share is attractive on a 12-month view
trading at a forward PEG ratio of 1.5x.

BAE SYSTEMS
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Financials

Y/E 31/12,GBPm 2021 2022 2028 2024 2025E
Sales 2310 8256 25040 26,661 8241
EBIT (ad)) 2206 2479 216 2922 3087
Net income (adj) 1523 1721 1950 2,085 2199
Net debt / (net cash) 2160 2023 2261 3027 351
EPS (adf) 418 5.5 643 694 158
FCFPS 585 627 607 515 N9
DPS 2] 210 321 347 319
EBIT margin (ad)) 103% 10.7% 108% 1.0% 1%
Dividend yield 25% 27% 32% 35% 38%
EV/sales 19 15 14 13 12
EV/EBIT 164 131 118 10 102
PJE (ad) 208 179 164 143 131

Source: FactSet

VEGA Asset Management (Pty) Ltd ¢ Reg No 2001/017303/07
Authorised Financial Services Provider & Registered Asset Manager ® FSP Reg No 776
MW von Wielligh (Non-executive Chairman) e FP du Plessis (Managing Director) ¢ CP Bester (Non-executive Director)



GRAPH OF THE MONTH 1: REVENUE FROM THE TOP 25 DEFENSE COMPANIES
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GRAPH OF THE MONTH 2: US CPI SINCE 1940
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082 087 0883
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fduplessis@vegacapital.co.za Istorm@vegacapital.co.za asmit@vegacapital.co.za

You are more than welcome to pass this newsletter on to friends and family who may wish to learn more about
investing. If you know of anybody who is interested in investing in local and offshore equities please do not

hesitate to send them our contact details.
Disclaimer

VEGA Asset Management has taken care that all information provided in this document is true and correct. VEGA Asset
Management does not accept responsibility for any claim, liability, loss, expense, or damage. Any information herein is not
intended nor does it constitute financial, tax, legal, investment, or other advice. VEGA Asset Management is an authorised
Financial Service Provider with FSP number 776. Past performance is not necessarily an indication of future performance.
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