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As is customary, we would like to begin proceedings by thanking both our: (i) valued clients on
whose behalf we exist, and (ii) prospects for their continued engagement on the journey towards
better understanding our value proposition. We view repeat business as a critical indicator of
alignment of interests with our clients. With 34% of total flows from existing clients, the best work
we can do is the work we already have on our desks.
Adam Smith’s principle of division of labour is critical to understanding the commerciality of our
business, namely, the link between investment performance and economic profitability. While most
asset management firms offer competencies across asset classes, we are exclusively focused on
equity investment management. The supermarket approach prevalent in the industry certainly
offers the customer choice to construct investment solutions in a multitude of ways much as retail
supermarkets offer a variety of products for their customers to prepare meals of their choice. We,
like health food stores whose emphasis is on what is natural, have restricted our offering to the
asset class and style that best explains the “Laws of Wealth Creation”, namely, high quality equity
investment management. If what you bought from a supermarket does not work (and often health
risks emerge after sometime), it is your problem as you picked it off the shelf. If what you bought
from us doesn’t work, it is our problem as we may not have manufactured it correctly. In the same
way, while Apple does not offer a wide choice of products within the mobile phone space, its
flagship iPhone is engineered to be the best smartphone experience available in the market.
How does this relate to the theory of division of labour, which first appeared in 1776 in the tome,
“The Wealth of Nations”? It materially raises the probability of good outcomes when an objective,
say wealth creation, is divided into individual tasks and farmed out to competent functionaries. In
other words, allocate assets to managers with the best mousetraps across various asset classes,
including balanced and multi-asset. Division of labour advises against allocation of specialist equities
and bonds to the same manager. The simple insight avers that ten people each concentrating on
one task (e.g. equity investment management) will do a better job than ten people dividing their
time between ten different tasks (equities, bonds, property, money market, commodities, balanced,
absolute return, and so on). Division of labour also works at the level of trust and reputation. A
specialist equity manager (or a fishmonger) suffers more damage from sustained poor outcomes
(selling poor fish) than a bulge bracket manager (general retailer). You therefore trust specialists not
to do it badly - trust and reputation are a hell of an incentive to perform well.
So what is interesting about division of labour is that it is more about the division of attention,
reputation, trust, and expectations among specialists. Large managers would prefer you to
concentrate all of these in them. The only exception to this law seems to be “Timpson’s Paradox”,
the peculiar economic discovery that, for no readily discernible reason, key cutting and shoe repair
must always be performed at the same location. Perhaps, the most important effect of the theory of
division of labour is the division of attention, and the effect this has on innovation. If you spend 5%
of your time installing legs on a chair, it’s not worth inventing an electric screwdriver. If you spend
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100% of your time screwing legs on chairs, you dream of nothing else. Oddly, Adam Smith noticed
this effect, and included it in an early draft of The Wealth of Nations. But then he deleted it.
“It was the division of labour which probably gave occasion to the invention of the greater
part of those machines, by which labour is so much facilitated and abridged. When the
whole force of the mind is directed to one particular object, as in consequence of the division
of labour it must be, the mind is more likely to discover the easiest methods of attaining that
object than when its attention is dissipated among a great variety of things.”
The reason this is important is that it is now widely believed that innovation itself takes place in
clusters: in Silicon Valley, Hollywood, or in university departments. Even the best critic of capitalism,
Karl Marx, marvelled at man’s sense of imagination (ability to act on his external world). Defining it
as the only consistent feature of all human societies (human nature), Marx gave a famous
description of this at the beginning of his book, Capital:
“A spider conducts operations that resemble those of a weaver, and a bee puts to shame
many an architect in the construction of her cells. But what distinguishes the worst architect
from the best of bees is this, that the architect raises his structure in imagination before he
erects it in reality. At the end of every labour-process, we get a result that already existed in
the imagination of the labourer at its commencement.”
That’s why our commercial success here at First Avenue is linked to our ever nuanced efforts to
appreciate human ingenuity (economic moats) in companies and not product proliferation across
asset classes.

Investing in the Highest Order of Value
First Avenue is an intrinsic value equity manager investing exclusively in high quality companies. The
objective of our investment style is to grow our clients’ wealth through the consistent application of
our investment philosophy and process over long periods of time. We list below the simultaneous
conditions necessary for this outcome to materialize.
1.

We forgo opportunity to outperform the market during periods of over-valuation (momentum)
due to either trend exuberance or risk acquisition:

These are periods when: (i) the valuation of most securities on the market do not reflect sufficient
margins of safety, and (ii) the psychological and emotional make-up of investors who dominate
market activity is one of valuing one’s gains more than one’s losses. We refer to our results during
these later stages in the business and market cycle as our pain trade.
2. Our clients stay with us for extended periods of time:
By foregoing momentum related returns, investors in our funds appreciate our ability to: (i) avoid
significant capital losses when the stock market corrects from over-valuation (momentum), and (ii)
continue to grow from a higher base than a market-corrected level. Through this phenomenon,
which is referred to as compounding, we aim to double our clients’ investments with us every 3.9
years at the high end and 5.5 years at the low end. This works out to an average compound annual
return of between 12.25% and 19% depending on where in the cycle a client invests with us. To
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further explain, 12.25% is our view of the cost of equity in South Africa, which is the bare minimum
an equity investor should earn and 19% is the average annual compound return on the All Share
since 1960 (the furthest back we could go to find clean data).

Quarterly Investment Outcome
If you were to ask an engineer (mechanical, chemical, environmental, civil or electrical) to do her job
in a manner that anticipates a problem that she has never seen nor experienced, you would really be
asking them to act in proportion to the laws of both motion and relativity. Require the same of an
investor and you would be asking them to act in proportion to the laws of wealth creation. This
quarter saw the occurrence of such a six sigma event – an accidental devaluation of the local
currency by the President as opposed to one planned and effected by the Reserve Bank. This
devaluation signified a loss of confidence in South Africa’s capital markets and economic prospects
resulting in higher cost of funding and higher risk of a credit rating downgrade to junk status.
This quarter was all about macro-tail risks – a 12.1% devaluation of the local unit to the USD, 8.6%
decline in the bond market (ALBI), and 14.4% increase in the risk free rate (R186). The deterioration
in these macro variables simply exacerbated the cyclical downturn - what we referred to as the eye
of the needle in our Q3 Report - - that began much earlier in the year. Macro tail risks are a critical
part of systemic risk which often breeds systematic risk. Our remit is to: (i) separate these risks from
idiosyncratic (company specific or fundamental) risk, and only invest in the latter. We don’t think
systematic and systemic risk can be cheap enough to compensate you for the typical outcomes of: (i)
bankruptcy (e.g. African Bank), (ii) permanent capital impairment (e.g. Lonmin), and (iii) the
opportunity cost of money or value traps (e.g. construction and furniture sectors). This way, we
earn the right of passage through the eye of the needle.
Our investment outcomes show that we are earning the right of passage through the eye needle in
an assured and deliberate way.
Table 1: Fund Performance as at December 31, 2015

General Equity
Composite

SWIX

Relative

Since inception* cumulative

116.2%

100.9%

15.3%

Since Inception* Annualised

17.0%

15.2%

1.7%

3 year p.a.

14.4%

13.0%

1.4%

1 year p.a.

9.5%

3.6%

5.9%

3 Month

4.5%

1.3%

3.2%

13.6%

14.7%

-1.0%

124.8%

104.1%

20.7%

Risk/Return period

Annualised Volatility since Inception*
Annualised Risk Adjusted Return since
Inception* (Ann Return / Ann Vol)
* Inception Feb 2011
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High Quality and Macro Tail Risks
It is common practice for investors to use packaged (off the shelf) risk systems such as Barra and APT
to analyze the impact of movements in macro variables on their portfolios. The objective of this risk
management exercise is to compare the potential loss within their portfolio to that of the market
index. In the event of a drawdown larger than the market, investors go about tweaking portfolio
constituents and/or their weights in an effort to close the loss gap with the market index. In the
process of reducing exposure to any one particular tail risk, the investor achieves a level of
diversification that replicates the market index. Put aside that owning the market may not be what
his clients bought into, the entire exercise is wholly unnecessary.
Acting in proportion to the Laws of Wealth Creation by investing in companies that regenerate
intrinsic value (quality) through structural advantages is a wonderful way to both minimize the
impact of macro-economic variables on the portfolio and protect it from subsequent cyclical effects.
Our investment outcomes, as discussed above, serve as ‘Exhibit A’ of this postulation. The greater
insight , though, is that, as long as a country’s capital markets fund and reflect human ingenuity (as
opposed to Venezuela and China), an investor should treat macro variables as transitory (this too
shall pass). In other words, banish the thought that “this time it is different” (that is, the world is
coming to an end). While staying calm is easier said than done, it is made easier by the fact that
economic moats (structural advantages) tend to buffer high quality companies from most (not all) of
the cyclical effects of adverse macro variable (see Figure 1). Inversely, the damage to the remaining
companies on the stock market is magnified due to their frail financial health and weak market
positioning. These companies are at the mercy of one or more macroeconomic variables and their
business model does not have the flexibility to mitigate the effects of any negative movements in
these variables.
The two macro variables that captivate the minds and decisions of global (certainly South African)
investors are GDP growth and the foreign exchange rate (USD/ZAR). Yet, their impact on high
quality companies primarily, and the stock market secondarily, does not justify this obsession. This
is where the superiority of intrinsic value investing shines through (see Figure 2). To be sure, the
local unit is very volatile despite the fact it has a low annual devaluation rate relative to the USD
(c5% since 1960 to 2015). We are in the midst of one such volatile bout. Of the three competitive
advantages a manager successful investing rests on – informational, analytical, and temperament –
the last one is clearly critical presuming you’ve done the right thing up to the moment of truth.
The proof of the pudding that high quality companies have fundamentally lower risk shows up in
lower beta, composite of risk factors, and draw-downs than the market. Stunningly, we achieve all of
this with a low tracking error with a concentrated portfolio of up to 30 stocks (see Figure 3). Our low
tracking is not as a result of a large number of portfolio holdings so as to mimic the market index. It
is the result of shunning systemic and systematic risk and owning good but underpriced idiosyncratic
risk.
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Figure 1: Fundamental Risk Management Using Moats

Source: First Avenue

Figure 2: Proof Investors Are Not Paid to Take Risk
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Figure 3: Successfully Separating Systemic Risk from Idiosyncratic Risk

The veracity of the stock market as a wealth creating mechanism is astounding. What better way to
see this than to revisit South Africa’s troubling past, the apartheid era? This was a period in which
we can all agree that the country was worse off on all accounts imaginable (not to be confused with
today’s expectations of the democratic dividend). As an investor, you could do all the fundamental
research you want, construct portfolios the best way you can, and wake up to the worst news from a
myriad of sources – social, economic, political – with a fair bit of regularity. Pick a point on Figure 4
and tell me how many of the brightest of the bright would have had the temperament to stay calm
and stay the course between 1960 and 1980?
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Figure 4: The Human Brain Can Make Find Spurious Relationships…

Just in case you think there was something in the water (unique) about that particular period, try the
next twenty year period (1980 – 2000) for size.
Figure 5: Between Socio Economic and Political Events and Future Returns…

Maybe there was something in the air (euphoric) between 1980 and 2000 that explains the upward
steady march of the stock market. What has happened since then?
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Figure 6: Puts an Investor at a Great Disadvantage

It turns out there is was nothing in the water or air that powered the stock markets through the
most difficult moments, periods, and events in apartheid South Africa. When six sigma events occur
regularly, they stop being six sigma events. Relatively speaking, post-apartheid South Africa, like
post- (second world) war Europe, is a walk in the park. The stock market will be more than alright,
and high quality will be more than alright.
That said, a pertinent question to ask is, since the composition of the stock market by sector has
changed markedly since 1960, what drove the market higher back then compared to today? In other
words, were value and quality associated with a specific sector which always shrugged off bad news?
We dial back to 1960 and examine (i) the propensity of the market to double, and (ii) the sectors
that led the way as the market doubled. We do this right up to February 2014 to get a real rear view
effect. Regarding the first question, we conclude that the JSE is a powerhouse of wealth creation.
From 1960 to February 2014, it doubled on average every 3.87 years. The dots in Figure 7 denote
the frequency with which the market doubled using 12 month rolling returns.
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Figure 7: The JSE: A Globally Competitive Bulwark of Wealth Creation

Source: First Avenue, Cadiz BNP Paribas

As to the second question regarding which sectors contributed the most to the doubling, consult
Figure 8. You want to glean below the horizontal line for the market’s preponderance of doubling in
less than 3.87 years. The dots are now color coded to denote the sectors - Financials (FINI),
Industrials (INDI), and Resources (RESI) that led the market in that period. It is clear that financials
and industrials carried the market in the 1960s, resource equities in the 70’s, a combination of
financials and resource equities in the 80’s. However, since the 1990s, it has been overwhelmingly
financials and industrials that drove returns. We know this has not only continued to today, it has
simply gotten worse for resources. Indeed the resource bull market looks like a blimp rather than a
super-cycle.
Beyond shallow laying and easy to extract ore, human ingenuity really lies and regenerates in
financials and industrials. We know this now because the preponderance of high quality in South
Africa is in the Financials and Industrials. That is where it has paid, and will continue pay, to look for
value.
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Figure 8: Due its Ability to Reflect and Reward Human Ingenuity as it Evolves

Source: First Avenue, Cadiz BNP Paribas

The Role of a Fund Manager: A Perspective on MTN
At First Avenue, we subscribe to the notion that the fund management industry has two roles,
namely, search and stewardship. You can easily understand what we mean by search when we
explain to you that South Africa has not uncovered the likes of Amazon, Apple, Facebook, Google,
and Microsoft. Not only are no such companies listed in South Africa, but we have not even
exhibited the ingenuity to produce a respectable local competitor. This, however, is not just true for
South Africa. It is true for Continental Europe and the UK. Asia has its equivalents in China’s Tencent
and Alibaba and South Korea’s KakaoTalk, among others. Our understanding of the phenomena that
gives rise to these enterprises is often so incomplete and immature that we are quick to judge them
expensive (Naspers) when we are supposed to invest in them.
In respect of stewardship, corporate South Africa has a better track record engaging on issues of
strategy and growth than those of governance, diversity, compensation and incentive, and the
environment. Indeed pension funds speak of ESG, but we know of only one that has restricted
ownership in a specified list of companies that breach its definition of ESG. MTN’s regulatory
sanction in Nigeria, as well as its varied responses, is a governance matter. MTN Nigeria’s culture of
non-compliance is easily proven by the 28 infractions for which it was sanctioned before the 29th
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which led to the local regulator’s record fine of USD5.2bn. The flagrant violation of regulations led
the Nigerian Communications Commission to go as far as saying in a recent statement that it has
discovered that dealing with operators with kid gloves will breed impunity capable of retarding
development in the sector.
In our opinion, this Icarian culture was caused by the company’s incentive scheme. Key Performance
Indicators (bonus-able events) such as 5% to 15% dividend growth, instituting share buybacks,
EBITDA expansion, cash flow (opco level) caused management to skimp on reinvesting capital back
into the business while focusing on customer acquisition and cost containment (e.g., tower deals).
This led to not only a congested network, a rise in incidents of dropped or incomplete calls, but also
to the straw that broke the camel’s back, non-compliance in disconnecting unregistered users.
During 2015, the market witnessed multiple fines and bans on promotion as a result of poor network
quality driven by the short-term nature of the incentives.
That the board awards incentives (stock options and bonuses) on the basis of metrics that pits
management against the company is a critical lapse in judgment. Compare this to Vodacom that
applies a more sensible version of the metric – growth in cumulative operating free cash flow –
which spares the network, the crown jewel of the business, from underinvestment. MTN’s response
to the regulatory sanctions has ranged from initial indifference, such that it had to be instructed by
the JSE to confirm or dispel the rumor of a fine in Nigeria, to acceptance of wrong doing which led
the fine to be reduced to USD3.9bn, to denial which saw the company challenge the entire fine in
court. Along the way, the CEO and a number of executives were relieved of their duty but no word
on the root cause of the problem – the Icarian culture and the key performance indicator that
caused it.
The current stance of the company of challenging the legality of the sanction in court is itself fraught
with governance issues. The Chairman and Acting CEO of MTN is also the CEO and Chairman of a
company that separately holds a material direct stake in MTN Nigeria. At what point do the
interests of MTN and that of his private company converge in this matter and where do they
diverge? In other words, when the regulator reduced the fine from USD5.2bn to USD3.9bn on
account of motivation from the company, could both MTN and the Acting CEO’s private company
muster the money to settle the fine or was one indisposed more than the other? In our opinion, the
legal challenge has irreversibly ruined the relationship between MTN and the regulator in a manner
BP and VW dare not do to the Environmental Protection Agency (EPA) of the US over their recent
respective environmental miscues. Why is the Board of MTN choosing an acrimonious path to
ending this problem? Last, what do pension funds think of MTN in the context of ESG?
As you know, despite MTN’s excellent market position across n various countries, we have forever
been discomforted by its Icarian culture such that we only held it from time to time for tracking error
or composite synching purposes – and even that was a material underweight position. Not holding it
at all contributed immensely to our outperformance in the quarter (see Figure 9). We continue not
to hold it until civility and governance return to the company.

12

Figure 9: Stock Attribution for the quarter ending Dec, 2015

Source: First Avenue

And you’ll notice that while we are underweight the telecommunications sector, our preferred
investment in the sector is Vodacom. The positioning in telecoms contributed approximately 200
basis points to our relative performance in the quarter.
Figure 9: Sector Attribution for the Quarter ending December, 2015

Source: First Avenue
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May Real “High Quality” Please Stand Up!
Another area where Risk Management and Analysis systems such as APT have made a highly
profitable living from is allocating investment styles to investment outcomes. So ensconced in the
decision making process of the Asset Consulting and Multi-Management industry are these
frameworks, that it is rare to find a buyer who does not use it. High Quality or Intrinsic Value
Investing does not show up in most of the style analysis outputs of Risk Analysis systems. To be
more appropriate, Risk Systems have misclassified High Quality as either Growth or Momentum, but
never Value. For years, our style has been caught in this cross fire to the point that some
consultants and multi-managers shunned us for not accepting either the Growth or Momentum
label.
It is because of this tragedy that we happily welcomed the launch of “passive” High Quality Indices
by S&P and SATRIX in Dec, 2014 and fourth quarter of 2015 respectively. For the first time, disciples
of “Style” guide would be able to make a distinction between High Quality with a valuation intercept
(Intrinsic Value) and High Quality without a valuation intercept (Momentum). As there is a time
when Growth and Momentum look alike (only on the way up), there is also a period when both
Intrinsic Value and Momentum look alike. Yet the best time to tell which possesses a valuation
intercept s is typically when systemic or systematic risk shows up.
Passive and Active funds react very differently to market drawdowns (the larger the drawdown, the
greater the divergence between them). A valuation intercept buoys the active fund from sinking as
low as its passive index. As a result, it is instructive to compare our fund against a recently launched
quality index and tracker fund that purports to do the same for lower fees. For completeness, we
added the SWIX benchmark to the comparison.
Table 1: Total Return (Gross of Fees), 1 year ending 31 Dec, 2015
Fund or Passive Index
First Avenue General Equity Composite
S & P Quality South Africa Index (ZAR)
FTSE JSE SWIX Total Return
Source: S & P Website, JSE, Bloomberg

Total Return
9.50%
-6.13%
3.62%

Table 2: Total Return (Net of Fees), 3 months ending 31 Dec, 2015
Fund or Passive Index
First Avenue SCI General Equity Fund
Satrix Quality Index Fund (Passive)
FTSE JSE SWIX Total Return
* Fee of 1.25%
**Fee of 0.68%
Source: MoneyMate, JSE, Bloomberg

Total Return
4.37%*
-2.93%**
1.35%

Our takeaway is that both “High Quality” indices are cheap imitations of Intrinsic Value investing
(you get what you pay for). Worse still, they both lost out to the general index, SWIX. One thing
both indices appear not to offer is the compounding characteristic that underpins wealth creation.
Our conviction grows that ours is a better mousetrap.
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Portfolio Positioning
Figure 10 shows our top 10 overweight positions relative to the SWIX. Our significant positions
against the index demonstrate that we continue to be neither benchmark nor peer cognizant.
Figure 10: General Equity Portfolio Positioning (Top 10 Bets) during Q4 2015
Sector

Portfolio

Benchmark

Relative

Woolworths Holdings Ltd

6.42%

1.72%

4.70%

Mediclinic International Ltd

4.20%

1.08%

3.11%

The Spar Group Ltd

3.32%

0.62%

2.71%

Discovery Limited

3.55%

0.85%

2.71%

Aspen Pharmacare Holdings Ltd

4.47%

1.77%

2.70%

Enterprise Holdings Ltd

2.83%

0.30%

2.53%

Clicks Group Ltd

2.76%

0.44%

2.32%

Vodacom Group Limited

2.90%

0.91%

2.00%

Metrofile Holdings Limited

1.98%

0.00%

1.98%

PSG Group Ltd

2.40%

0.45%

1.95%

Total

36.71%

7.96%

28.75%

Source: First Avenue

The same level of conviction in our portfolios can be derived from our sector allocation below.
Figure 11: Sector Allocation during Q4 2015
Sector

Portfolio

Benchmark

Relative

Consumer Services

34.23%

23.63%

10.60%

Health Care

8.67%

4.63%

4.04%

SA Cash

3.92%

0.00%

3.92%

Technology

2.83%

0.50%

2.33%

Consumer Goods

19.16%

18.26%

0.91%

Oil & Gas

0.00%

0.01%

-0.01%

Industrials

5.84%

7.31%

-1.48%

Telecommunications

2.90%

6.50%

-3.60%

Financials

20.77%

27.42%

-6.66%

Basic Materials

1.68%

11.72%

-10.05%

Source: First Avenue

Risk Statement and Outlook
It is a lot easier to warn of what is becoming obvious, that there are dark clouds on the horizon of
the global economy, than it is to propose that the world is not falling apart or coming to an end. We
will concern ourselves with half of the world’s economy, namely, the US and the China. Starting with
the former, the primary objective of both fiscal and monetary policy over the last 8 years was to
15

restore the US economy to normalcy in GDP growth, employment, and inflation. The idea is not to
quibble about the quality of the recovery by looking at a multitude of factors but to acknowledge
that at least two of the key variables (GDP and employment) have recovered.
At 5%, the unemployment rate in the US is close to full employment, positively impacting wage
growth. It is becoming clearer now that further gains in employment will provide further impetus to
wage growth, the primary driver of inflation in the US. Raising rates last month after an
unprecedented 8 year hiatus in increases was a pre-emptive strike at inflation. It was also a warning
shot at the capital markets which have responded accordingly. In short, it looks like a boom bust
cycle, rather than the end of the world, in the United States. We will never know is what the new
cycle will look like. But history urges us to keep our eyes skinned for quality and value in order to
create long term wealth.
There is nothing normal about the end of the cycle in China. It is not only the end of a cycle; it is also
a change in the structure of the economy. This poses more risk to the political stability of the
country than it does to investors. China is an upper middle income country that has about milked all
it could out of its demographic dividend. Wage pressure in the country means it does not make
sense for the country to be a low cost manufacturing factory anymore. By transitioning from the
secondary sector to the tertiary sector, China’s economy is following a natural path of development.
As a tertiary economy, its focus will shift toward quality of growth rather than quantity of growth.
That is why actual GDP feels below official govt. statistics (Wood Mackenzie’s China Activity Index
registers 4.5% annual GDP versus Govt. target of 7%). So sharp is the transition that the secondary
sector went from 20% year on year growth in Q32011 to 1.2% year on year growth in Q32015. The
extent to which the tertiary sector absorbs all the jobs shed by the secondary sector is of paramount
political importance. These events can cause social unrest if not outright revolutions. Yet, despite
the fact that the Govt. is balancing this transition on the backs of the man in the street, what China is
trying to achieve is incredibly admirable. Continuous high growth without development points to a
middle income trap. High development and low growth is a sign of progress. One of the financial
signatures of development is the amount of GDP being invested in research and development as a
country transitions to a high income country. China has the second highest investment in R&D as a
percentage of GDP after the US.
In fact, the word “innovation” was mentioned 71 times in a communique issued by the Chinese
Communist Party’s recent plenary meeting focused on the country’s next five year plan. By 2025,
innovation opportunities could contribute between US$1–US$2.2 trillion a year to the overall
Chinese economy. In other words, China will muscle in on the market share of globally traded goods
and services of valuable goods and services. As well, an increasingly better paid Chinese citizen will
increase her consumption of these products and services. The upshot of this phenomenon is that
domestic consumption of sophisticated and complex goods and services will replace commodity
demand. This however was never priced into the Chinese stock market. What is de-rating is the
cycle based growth as China transitions toward a market that has a greater focus on human
ingenuity – our kind of market.
Unlike during the 2008 financial crisis, emerging markets will not bail out the world – the biggest of
them save India are on their knees (Brazil and Russia). Marginal companies are in for a tough time
(do you want to be the CEO of a mining, construction, furniture, or equipment leasing company?)
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Yet this is when First Avenue’s strategy is expected to do well as investors pay a premium for
certainty. It shouldn’t surprise you that we say this. How much will someone drowning pay to gasp
air until he gets to shore? A lot at the beginning and nothing when on shore!
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Disclaimer
First Avenue Investment Management is an Authorized Financial Service Provider (FSP 42693).
The content of this presentation and any information provided may be of a general nature and may not be
based on any analysis of the investment objectives, financial situation or particular needs of the client (as
defined in the Financial Advisory Intermediary Services Act). As a result, there may be limitations as to the
appropriateness of any information given. It is therefore recommended that the client first obtain the
appropriate legal, tax, investment or other professional advice and formulate an appropriate investment
strategy that would suit the risk profile of the client prior to acting upon such information and to consider
whether any recommendation is appropriate considering the client’s own objectives and particular needs.
Any opinions, statements and any information made, whether written, oral or implied are expressed in good
faith.
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