FROM THE ANALYSTS

Stable Dividend Payers:
Value is starting to show

Mark Seymour, Director of Fixed Income

Despite value not showing at an index level, value is starting to show in the high dividend yielding space where its
possible to build an attractively valued portfolio to a 4% plus dividend yield and a growing income stream of just
under 6%.

Even though global markets are down almost 20%, getting excited about buying equities at an index level on
current multiples is difficult. The MSCI World Index has only derated to "normal" levels and is not yet pricing what
we believe to be a likely earnings drop.

Valuations for the S&P 500 post the global financial crisis reached abnormally high levels (see chart 4 below).
These were fueled by overzealous monetary and fiscal policy, which resulted in high economic growth against
initially subdued inflation.

Chart 4: S&P 500 PE Ratio - Elevated multiples in 2021
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Consequently, equity markets rallied at an above-average pace of 10.4% real (chart 5) versus the long-term (1960's
to present) real returns of 5% (chart 6).
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Chart 5: MSCI World Index TR vs US Inflation & Inflation plus 10.4%
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Chart 6: MSCI World Index TR vs US Inflation & Inflation plus 5%
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The consensus is that US inflation will moderate to 2% within 18 months. The bond market, via the breakeven
inflation rate, points to inflation averaging 2.25% over the next 5 years. The Fed remains resolute on meeting its
target inflation of 2%. If inflation does indeed moderate to these levels, coupled with the knowledge that long-
term real returns for equities have trended at 5%, the minimum return target for equities should be at least 7%.

With this objective in mind, based on our intrinsic value estimates, our Northstar global buy list contains companies
that will meet this hurdle; however, as we have been warning, we generally believe stocks offer low prospective
returns from current levels. As one measure of value, most companies are on low current dividend yields. That
said, screening on broader parameters and using consensus dividend data highlights opportunities that potentially
fall more in the "value" camp.

We note some of these opportunities based on a restricted universe of US businesses subject to yields above 2.7%
(1% above the market), 5 consecutive years of forecasted positive dividend growth in the future and returns above
12% (based on reasonable exit multiples).

Chart 7: Dividend yield vs 5y prospective dividend growth
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Tobacco stocks such as Altria continue to grow their top line, lift margins, buy back shares, maintain a strong
balance sheet, and also trade on a dividend yield of 8% and a PE multiple of 9.8x. Dividends are growing at 7%, and
anticipated to continue growing, which should translate into healthy double-digit returns.

Healthcare stocks like Amgen have a similar profile with stronger growth metrics. Amgen operates on high, stable
margins and provides a yield of 3.7% and a 15.1x PE multiple. This company expects to grow its dividends at 8%
and has a reliable record of stable dividend growth. Medtronic, which is on our buy-list, offers a dividend yield of
3.5% and has decent return prospects.
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This screening method highlights more than a handful of financial companies, including banks and investment
companies. The T Rowe Price valuation looks particularly interesting. This asset manager has a long history of
stable revenue growth. In addition, it has been buying back shares over the last decade, has a very healthy balance
sheet and delivers strong cash flows. More recently, the share price has come under extreme pressure due to a
drop in revenue and moderating margins. On depressed margins, this company is worth scrutinising as it trades
on a dividend yield of 4.6%, and expected DPS growth of 7% over the next 5 years.

If market sell-side analysts are correct, and we will still vet this information, assuming these stable dividend payers
do continue to grow their dividends, then perhaps current prices are attractive enough to provide mid-double-
digit returns. Across a shortlist of 30 stocks growing their dividend yields, the average dividend yield and growth
rates are 4.4% and 5.9%, respectively. Versus history, these companies' dividend yields are trading at their 91'st
percentile — within the 10% most favourable over time.

A rerating back to more reasonable levels implies an average total return of 19.1%. In those situations where we
have identified enough of a margin of safety, it is likely that some of these businesses will find their way into the
soon to launch Northstar Global Income Fund which seeks higher yields than are available through the cash and
bond markets.
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CIS DISCLOSURES

Sanlam Collective Investments (RF) (Pty) Ltd is an approved Manager in terms of the
Collective Investment Schemes Control Act, 2002. Collective investment schemes in
securities are generally medium- to long-term investments. The value of participatory
interests or the investment may go down as well as up. Past performance is not
necessarily a guide to future performance. Sanlam Collective Investments (RF) (Pty)
Ltd (the manager) does not provide any guarantee, either with respect to the capital
or the return of a portfolio. The manager has the right to close certain portfolios
to new investors, in order to manage it more efficiently, in accordance with its
mandate. Collective investment schemes are traded at ruling prices and can engage
in borrowing and scrip lending. The collective investment scheme may borrow up to
10% of the market value of the portfolio to bridge insufficient liquidity. Annualised
returns are period returns re-scaled to a period of one year. This allows investors to
compare returns of different assets that they have owned for different lengths of time.
Actual annual figures are available to the investor on request. Performance is based
on NAV to NAV calculations with income reinvestments done on the ex-div date.
Performance is calculated for the portfolio and the individual investor performance
may differ as a result of initial fees, actual investment date, date of reinvestment
and dividend withholding tax. Investment performance calculations are available for
verification upon request by any person. Different classes of participatory interests
apply to these portfolios and are subject to different fees and charges. Forward
pricing is used. The portfolio valuation time is 08h00 for fund of funds and 15h00 for
all other portfolios and the transaction cut-off time is 14h00. The transaction cut-off
time should be 14h00, for portfolios except fund of funds, but execution is not always
guaranteed. If execution could not take place on the same day, it will take place the
next business day, or at the earliest possible opportunity. For fund of funds, the cut-
off time for the execution of trades is 14h00 on the day preceding the pricing date.
Foreign securities within portfolios may have additional material risks, depending on
the specific risks affecting that country, such as: potential constraints on liquidity
and the repatriation of funds; macroeconomic risks; political risks; foreign exchange
risks; tax risks; settlement risks; and potential limitations on the availability of market
information. Fluctuations or movements in exchange rates may cause the value of
underlying international investments to go up or down. Investors are reminded that
an investment in a currency other than their own may expose them to a foreign
exchange risk. The terms and conditions, a schedule of fees, charges and maximum
commissions, performance fee frequently asked questions as well as the minimum
disclosure document (MDD) and quarterly investor report (QIR) for each portfolio
are available on Sanlam Collective Investments’ website at www.sanlaminvestments.
com. Associates of the manager may be invested within certain portfolios and the

details thereof are available from the manager.

THE FINANCIAL ADVISORY AND INTERMEDIARY SERVICES ACT, 2002

Northstar Asset Management Proprietary Limited is an authorised financial services
provider in terms of the Financial Advisory and Intermediary Services Act 2002. All
information contained in this document should not be construed, or relied upon, as
advice. If you require financial and/or investment advice, please engage the services

of an independent financial adviser.

INFORMATION AND CONTENT

The information and content (collectively 'information') accessible in this document
are provided by Northstar as general information about the company and its
products and services. Northstar does not guarantee the suitability or potential value
of any information or particular investment source. Any information in this document
is not intended nor does it constitute financial, tax, legal, investment, or other advice.
Nothing contained in any service or any other content in this document constitutes a
solicitation, recommendation, endorsement or offer by Northstar. Nothing contained
in any service or any other content in this document constitutes a solicitation,
recommendation, endorsement or offer by Northstar. Illustrations, forecasts or
hypothetical data are not guaranteed and are provided for illustrative purposes
only; returns or benefits are dependent on the performance of underlying assets or
other variable market factors; there are risks involved in buying or selling a financial
product; past performances are not necessarily indicative of future performances;

and no guarantees are provided.

NORTHSTAR ASSET MANAGEMENT

Northstar Asset Management (Pty) Ltd

Registration No. 1996/001423/07 | FSP number 601

Suite 1A, Madison Place, Alphen Office Park, Constantia Road,
Constantia PostNet Suite #784, Private Bag X16, Constantia 7848
Tel +27 (0)21 810 8400 | Fax +27 (0)21 794 2885

info@northstar.co.za | www.northstar.co.za

SANLAM COLLECTIVE INVESTMENTS

Sanlam Collective Investments (RF) (Pty) Ltd

Registration No. 1967/002865/07

2 Strand Street Bellville, 7530 PO Box 30, Sanlamhof, Bellville, 7532
Tel +27 (0)21 916 1800 Fax +27 (0)21 947 8224
service@sci.sanlam.com, www.sanlaminvestments.com

Please refer to our website for directors & company secretary details

DISCLAIMER

The Management of portfolios is outsourced to Northstar Asset Management
(Pty) Ltd, (FSP) Licence No. 601, an Authorised Financial Services Provider under
the Financial Advisory and Intermediary Services Act, 2002. This information is not
advice, as defined in the Financial Advisory and Intermediary Services Act (No. 37 of
2002). Please be advised that there may be representatives acting under supervision.
The manager retains full legal responsibility for the co-named portfolios. Legal

Information http://northstar.co.za/page/legal-information/



