Quarterly Newsletter
3rd Quarter 2018
Global Market Commentary
A booming U.S. economy has driven U.S. stocks and Treasury yields higher this quarter, leaving
U.S. equities ahead of the pack over the year. The S&P500 is up 7.7% for the 3rd quarter and
the MSCI ACWI +4.53% for the same period. In September, U.S. consumer confidence hit its
highest level since 2000, while the monthly average of initial jobless claims fell to the lowest level
since 1969. Wage growth rose to the highest level since 2009, supporting retail sales growth of
over 7% year on year. Also, the National Federation of Independent Business’s survey showed
that small businesses were the most optimistic they’ve been since the survey began in 1974.
The Fed raised rates again in the third quarter to 2.25%. Although projections on economic
growth were marginally more positive and the Fed slightly increased the neutral rate, the removal of the word “accommodative” creates uncertainty about path of hikes going forward.
This suggests one additional rate hike this year and at least two more in 2019.

"The four most
dangerous
words in investing are: 'this time

Profit growth has been extremely strong in 2018 in the US. Revenues have been boosted by a
falling dollar, a surge in oil prices, and above-trend GDP growth. Margins have also risen thanks
to corporate tax cuts and persistently low inflation and interest rates. Share buybacks, a product of excess cash, have also modestly boosted earnings per share. In 2019 and beyond, however, many of these factors will fade. As a result, earnings growth should return to a mid-singledigit pace.
Emerging market equities have been weighed down by a slowdown in the pace of Chinese
credit growth, fears over the vulnerability of some economies to tighter U.S. monetary policy
and concerns about the potential impact of global trade tensions.
The South African economy continued its slide downwards. The disappointing employment
numbers, lack of confidence by business, low growth and increased debt, caused further jitters
in the market. The rising cost of fuel and weaker currency impacted negatively on consumption. The shine continued to come off the Ramaphosa Genie. It’s our view that the stimulus
package announced by him will have little or no growth impact on the SA economy. Most rating agencies have down-graded SA growth even further. The most recent jobs summit could
add value but its too early to judge its success. The disappointing culture of state capture continued with an increase in un-authorised spending reported by the auditor general. The VBS
scandal has just been a confirmation of the general malaise across the board. The risks in the
SA economy are ongoing and surprising. It’s our view that with the weaker currency, inflation
will start rising over time. If the inflation numbers continue to increase the reserve bank will be
forced to raise rates. With the consumer already under pressure any increase will have a negative impact on consumer confidence.
On a more positive note we see much better value in the local shares than we have seen for
quite a few years now. With certain changes and a more investor friendly environment we do
see opportunities to buy good long-term value on the J.S.E.
Property: The property index fell by over 1% this quarter. Growth Point, the bell weather property stock was down by 9% in the quarter. We anticipate further weakness in the property sector.
The Rand: The currency weakened from 13.74 to 14.14 R/USD during the quarter. It is our view
that with interest rates rising in the U.S. sentiment will remain fragile and the volatility we have
seen in 2018 is set to continue.
Local Equities: “SA Inc” equities continued to underperform in the 3rd quarter of 2018 on the
back of negative sentiment toward emerging markets, as well as a slew of disappointing earnings updates which fell well short of market expectations. Two of the biggest companies listed
on the JSE being MTN and Aspen suffered significant share price declines over the quarter of
18.8% and 34.4% respectively. The All Share was down -3.3 for the quarter. The Resources Sector
continued its outperformance of the industrial and financial sectors. The resources sector was
positive for the quarter. Year to date the 21% return from resources is well ahead of the other
sectors and these shares benefitted from a weak currency and of course some of these shares
have been decimated over the last few years.
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different.’”
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Our insights
Grit by Angela Duckworth is a psychological examination of
the concept of Grit. She explains that grit is a combination of
passion and perseverance. She discusses how effort is often
ignored and outshone by ‘talent'. When really, what is more
important in life is effort. This book applies to all of us, being a
discussion of talent, effort and, achievement. Most importantly the endurance required to complete the “long
distance” race. We have taken her “lessons” and have applied these principals to what we need to focus on in managing our clients’ money and of course the qualities our clients need to stay in the race to meet their long term investment objectives.
What is Grit

when you commit time and effort. And achievement is the
result of your developed skills being put to good use.
”Talent—how fast we improve in skill—absolutely matters. But
effort factors into the calculations twice, not once. Effort
builds skill. At the very same time, effort makes skill productive.”
”This applies to managing our clients’ money. Consistency
of effort over the long run is everything. The implementation
of our process and never giving up is what gets us our results.”

At Platinum the critical component to being successful is
waking up day after day and continuing to put in the maxiDuckworth explains the concept of grit in terms of persever- mum effort.
ance. She believes that only perseverance will lead to success. A successful fund manager never believes that they will Talent vs Skill: Duckworth emphasises that talent does not
ever reach their goals, they are always striving for more. As equal skill. She reminds us that talent is a natural ability.
Duckworth puts it; they are the exact opposite of compla- Whereas skill comes after many hours spent practicing and
cent, constantly unsatisfied. But in a weird way, being unsat- developing any given activity. The time spent on a skill
isfied and constantly chasing more is satisfying to them. In greatly outweighs that spent on talent. At Platinum its our
our business we need to have enduring passion, we need to effort that improves our process that delivers the long-term
push through all the frustration, giving up is simply not an results – that seems like skill in the end.
option for us.
”With effort, talent becomes skill and, at the very same time,
Talent: Duckworth explains that society places a huge effort makes skill productive.”
amount of emphasis on talent, a natural ability. She questions why talent is always perceived as the hero, and that Characteristics of grit in fund management
talent is the only reason we ever have good results.
A fund management team must have interest and passion.
Effort: ”It seems that when anyone accomplishes a feat They need to enjoy what they do and be committed to their
worth writing about, we rush to anoint that individual as ex- passions. To dedicate time to their interests every day. Also,
traordinarily “talented.” If we overemphasise talent, we un- a fund manager needs to understand that results do not
deremphasise everything else.”
appear overnight, sometimes you have to be patient and
wait for the results to develop and mature.
Duckworth believes that a lot of the reason we place so Another characteristic is the ability to practice. We need to
much emphasis on talent is that we want to believe the high dedicate our selves to practicing every day, and always
achievers are doing something we physically couldn’t. The strive to be better than the day before. The driver behind
genius fund manager has a natural born talent that we passion is having a purpose.
could never possibly match. This is clearly ignoring the count- Finally, hope. A Fund Manager must have hope, it’s a critiless hours that we need to spend in improving our process cal element of perseverance.
and fund management decisions every day. As Duckworth
points out, we would prefer to not feel mundane but to asso- ”One form of perseverance is the
ciate an element of mystery to be a high achiever. To be daily discipline of trying to do
the “special one” . We at Platinum identify with the mun- things better than we did yesterdane and don’t have some miraculous skill that is more ap- day.”
pealing than the fact that we need to put in ongoing effort
to meet our fund and client objectives.
Talent matters but effort counts twice: Duckworth explains
the talent formula: talent = how rapidly your skills develop

Report back on our funds
The Platinum BCI Worldwide Flexible fund
The fund was up 8.16% for the quarter, driven by a weaker rand and good performances by some of the underlying companies we own. The weaker rand was the main driver of out-performance. During the quarter the best performing share
was Apple which was up by 13.9% followed by Berkshire Hathaway, C.H. Robinson Worldwide Inc, and Johnson & Johnson.
The Funds local holdings in Anheuser Busch and British American Tobacco had a disappointing quarter.
During the quarter we bought AmerisourceBergen. We are confident that the company will generate good returns for our
clients. We topped up on Abbvie, Intel and Berkshire Hathaway. We also converted some rands to U.S. dollars. We are currently satisfied with the funds asset allocation which remains over weight to global and rand hedge stocks. Note that we
have spent time preparing the positioning of the portfolio for the next cycle in the market. We anticipate reducing our exposure to those companies that we have identified with too much debt as well as companies that have become expensive. We have only done the preparation for changes going forward and will trade once our red flags are raised due to
various indicators that we have identified in the market, investor behaviour and tightening of the U.S. monetary cycle. The
fund ranks in the top decile (moneymate) over 3, 5 years.
The Platinum BCI Balanced Fund of funds
The fund was up 3.07% for the last quarter. We continue to get updates from the underlying managers and are satisfied
with the way the fund and the combination of our managers are performing. The past year has been a good period of out
performance for the fund. This out-performance has been due to the solid performance of all our managers and the over
weight position to enhanced income funds in South Africa and an overweight position to offshore markets. We still prefer
enhanced yield in South Africa over most other options in the local market. The top performing underlying fund for the
quarter was the Investec Value fund which was up 7.01%. The fund forms part of our value composite, which has been extremely volatile, sometimes it pays to be patient. All three of our enhanced income fund managers performed well, with
SIM being the top performer. The fund has been in the top decile over the last six months, one year, 5 and ten years
(moneymate) and has generated good returns for our clients.
The Platinum BCI Income Provider Fund of funds
The fund was up 3.05% for the last quarter driven by a good performance of our enhanced income fund managers and the
weaker rand. The asset allocation remained conservative with a 34% exposure to equities weighted more to offshore than
local. Although the sell-off in local property stocks continued, we have not yet decided to allocate funds to the property
sector. The fund has a similar exposure to equity managers as the balanced fund. The same commentary applies. What
we are delighted about is that the fund has outperformed its benchmark since inception and has delivered top quartile
performance over the last year. (moneymate).
The Platinum Global Managed fund USD
Global equity returns have been more subdued during the last quarter. Many of the international and emerging markets
are losing ground, although the U.S. continues to deliver positive returns. The Platinum Global Managed fund delivered a
positive return in USD of 6.60% as compared to the MSCI World index which was up 4.53% for the same period. During the
quarter we sold stocks that had become overvalued: Costco and 3M and we topped up on Cisco, Walt Disney, BAT, WalMart and Amgen. We also added a new stock: AmerisourceBergen Corporation (ABC). ABC is a major pharmaceutical
distributor with over $100 billion in annual revenue. Its size makes the firm a preferred partner among major drug manufacturers and many retail pharmacy customers. Even though there may be some material changes to how the various parts of
the U.S. pharmaceutical market operate over the next several years, the need to source and deliver drugs in a costeffective and efficient manner will not change. We believe this fundamental factor has formed a strong foundation for
ABC, as its core drug wholesaling operations will be needed by both drug manufacturers and retail pharmacies no matter
how any market dynamics shift. We were able to establish a holding in this wide moat company at well below our fair value price. The leading contributors for the 3 rd quarter were: Berkshire Hathaway, Apple, Microsoft and Starbucks. The leading detractors were BAT, YUM China, and Intel. We have spent time preparing the portfolio for the next cycle in the market.
We have identified red flags, which when raised due to various indicators that we have identified such as investor behaviour and tightening of the U.S monetary cycle, will result in us restructuring the portfolio and becoming more conservative in
our allocation to equities.

Stock in Focus - Comcast Corporation
Comcast Corporation outbid Twenty-First Century Fox recently by offering $38.8 billion to acquire a 61% stake in Sky Plc, the largest pay TV operator in Europe.
Both the companies were keen to own Sky as a strategic investment to
tackle Netflix-led streaming services providers, which were making life
difficult for traditional cable TV connection providers. Cord cutting, replacing your traditional cable TV connection with a
streaming service such as Netflix, has been one of the most notable consumer spending developments in the recent past.
Throughout the last few years, streaming service providers gained traction and eventually Netflix surpassed major cable-TV
providers in the United States of America and became the most subscribed platform for streaming content. Not only in the
U.S. but even in other major markets such as the United Kingdom, streaming services are becoming increasingly popular and
is challenging the sustainability of cable TV providers.
These developing trends formed the background
for Comcast to bid for Sky as it was apparent that
the addition of Sky would assist Comcast to compete with Netflix and other streaming services, and
more importantly, the addition of Sky would expand
Comcast’s reach to Europe as well which is untouched at present.
Sky is an attractive venture
Sky is primarily a service provider focusing on cable
TV but also provides internet and phone services to
its retail clients as well. More importantly, the customer base of Sky is growing, and it has been growing for the last 5 years due to the quality of content
and services provided by Sky. In addition to the
growing customer base, Sky is competing with
streaming services such as Netflix by producing their
own content which is available on their premium
platform. In addition to its original content that is helping the company ward off threats from Netflix and other streaming giants, Sky has exclusive broadcasting rights to the English Premium League, which acts as an economic moat for the company.
On top of this, Sky has its own video-streaming service, Now TV, and this enables the company to push its original content to
the end-user without relying on third party service providers. Unlike other streaming service providers, Sky has their own set-top
box as well, Sky Q. Whereas traditional cable TV providers rely on the satellite technology to deliver their content to end users, Sky is focusing on delivering their cable TV packages via internet. This could be a breakthrough in the cable TV industry
and could once again shift the way consumers think about cable TV. Cutting the cord does not necessarily have to be done
by embracing an online streaming service. Rather, Sky will give its customers the option to cut the cord while sticking with the
original cable TV provider.
Synergies: Comcast would be able to push their programs to European customers of Sky, whereas Sky would be able to bring
their TV shows and products in to the U.S. customer base of Comcast. This is expected to have a significant effect on the performance of the consolidated entity and Brian Roberts, the CEO of Comcast, expects to achieve $500 million in synergies
through acquiring Sky.
One of the constraints in unlocking synergies for Comcast is the debt burden that it would have to bear to facilitate the transaction to acquire Sky. The current cash position of the company is not sufficient to fund this transaction alone and Comcast
would be making an all-cash offer to Sky shareholders. Comcast has already entered into an unsecured bridge credit agreement in an aggregate principal amount of up to £16 billion and an unsecured credit agreement in an aggregate principal
amount of up to £7 billion. This amount approximately translates into $30 billion at the current exchange rate. The current debt
to equity ratio of 0.91 can be expected to deteriorate in the short term but synergies are expected to drive shareholders’
wealth.
If Comcast successfully completes the acquisition of Sky and uses its resources to penetrate the streaming business through
Sky, this would serve as a catalyst for the company to grow its value and eventually tackle standalone streaming service networks. Comcast would be able to provide its customer base with the option to remain on the cable or to “cut the cord” but
stay with Comcast. Given the combined entity would be able to add meaningful, original content to its respective platforms,
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