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The word “invest” originates from the Latin words “to clothe” evolving through time to become the Italian
word “investire”, which meant to “commit money to earn a financial return”.

At the heart of this definition, is the word ‘commit’ which implies a length of time; it calls for attachment that
yields returns.

To illustrate this to an extreme, when the annual fruits from an investment (be they dividends or retained
earnings) exceed the investor’s base or entry cost, the investment becomes an infinite free option on future
growth. The ultimate investment never needs to be sold; it does not rely on the existence of a buyer.

But the investing world of 2025 shows limited interest in the definitions above. Media outlets and dinner
parties are instead awash with discussions on price predictions for gold, crypto and Al stocks.

All these investments are dependent on the existence of buyers. Assuming rational, these buyers must believe
that they have greater insight into the future prices of these assets than the sellers.

Such buyers can also not be motivated by the fruit (profits or cash flow) from these assets as they do not
generate any — particularly for gold and crypto, but by the idea of felling a large tree — the capital return
materialized on selling out.

We are not arguing that each of these assets is worthless, but that they are extremely risky. Gold has gained
value over thousands of years through evolutionary instincts, symbolism, and psychological attachment. It
has a scarcity factor. Its only real usefulness in portfolio management is that its price behaviour is at times
opposite to other conventional asset classes.

Crypto is considered by many to be modern gold. Like gold, it ignites investor backlash when one explores its
virtues and is impossible to value using conventional valuation techniques. It relies on pure belief.

This sentiment is reminiscent of technology stocks in 1999 (e.g., JSE-listed Persetel/Comparex and DiData);
financial stocks in 2008; building and construction companies in SA in 2016 and let us not forget Steinhoff.
Unlike gold, crypto’s price characteristics have not been assessed over time.

This leads me into Al, undoubtedly a life altering industry and an easier place to demonstrate irrational
exuberance with math.

The mega technology stocks or hyper scalers are expected to deploy $3trn of capital into the Al ecosystem, of
which $1.7trn is for tech hardware and chips, over the next four years. Their combined market capitalization
has risen by $12trn since ChatGPT was released in 2022. The market is pricing them at four times the
replacement cost of these assets, this is called Tobin’s Q ratio.

In the technology industry, companies aim to generate a 15% to 25% free cash flow margin. This margin is
simply the ratio of free cash flow to net sales.

Page 2



Considering $1.7trn of hardware investment by 2028, to meet a 20% free cash flow margin, the hyper scalers
need to generate $500bn of free cash flow just to justify their cost of capital, which is assumed to be 10%.

Knowing the cash flow required in 2028 and that 20% is a normalized free cash flow margin, we can calculate
that $2.5trn of sales is needed in 2028 to justify all this investment.

If we then look at the clients of these hyper scalers and assume that they want to make a 20% profit margin
on the $2.5trn of revenue that they give the hyper scalers, then the industry needs to generate $3.1trn of
revenue to justify the $1.7trn of investments.

Based on various reports from large global investment banks that we follow, the technology industry is
generating Al revenue of between $2.5bn to $43bn in 2025 and the most bullish forecasts that we can find to
2030, lifts this number to $780bn. This is vastly different from the required $3.1trn calculated above.

In conclusion, moving from an industry analysis to an individual company, to add credence to our concerns of
distortions in markets, look at the valuation of Palantir. Palantir trades at a forward P/E multiple of 268 times
and ninety-seven times its current revenues.

If we place Palantir on a P/E that is more in line with a good technology business of 25 times, then the
company needs to grow its earnings per share at 159% annualized for the next 3 years, 77% annualized for
5 years and 21% annualized for 15 years. To contextualize this against research undertaken by McKinsey on
sustainable growth rates of high growth businesses, only 21% of companies have sustained growth rates
exceeding 15% over 10 years.

| conclude with a great quote from Akira Kurosawa: “In a mad world, only the mad are sane.”

This article was written and first published on the 3rd of November and Bitcoin and the share prices of numerous Al companies
mentioned have materially changed since then.
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NORTHSTAR

CIS DISCLOSURES

Boutique Collective Investments (RF) (Pty) Ltd (“BCI”) is a registered Manager of
the Boutique Collective Investments Scheme, approved in terms of the Collective
Investments Schemes Control Act, No 45 of 2002 and is a full member of the
Association for Savings and Investment SA.

Collective Investment Schemes in securities are generally medium to long term
investments. The value of participatory interests may go up or down and past
performance is not necessarily an indication of future performance. The Manager
does not guarantee the capital or the return of a portfolio. Collective Investments are
traded at ruling prices and can engage in borrowing and scrip lending. A schedule of
fees, charges and maximum commissions is available on request. BCI reserves the
right to close the portfolio to new investors and reopen certain portfolios from time
to time in order to manage them more efficiently. Additional information, including
application forms, annual or quarterly reports can be obtained from BCl, free of
charge. Performance fees will be calculated and accrued on a daily basis based upon
the daily outperformance, in excess of the benchmark, multiplied by the share rate
and paid over to the manager monthly.

Performance figures quoted for the portfolio is from Morningstar, as at the date of
this document for a lump sum investment, using NAV-NAV with income reinvested
and do not take any upfront manager’s charge into account. Income distributions
are declared on the ex-dividend date. Actual investment performance will differ
based on the initial fees charge applicable, the actual investment date, the date of
reinvestment and dividend withholding tax.

Boutique Collective Investments (RF) Pty Ltd retains full legal responsibility for the
third party named portfolio.

Although reasonable steps have been taken to ensure the validity and accuracy of
the information in this document, BCl does not accept any responsibility for any
claim, damages, loss or expense, however it arises, out of or in connection with the
information in this document, whether by a client, investor or intermediary. This
document should not be seen as an offer to purchase any specific product and is
not to be construed as advice or guidance in any form whatsoever. Investors are
encouraged to obtain independent professional investment and taxation advice

before investing with or in any of BCl/the Manager’s products.

Income funds derive their income from interest-bearing instruments in accordance

with Section 100(2) of the Act. The yield is a current yield and is calculated daily.

A feeder fund is a portfolio that invests in a single portfolio of collective investment
schemes, which levies its own charges and which could result in a higher fee structure

for the feeder fund.

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

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/



