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Titans of the Future Passed

Part 2 - The Present

Last week we looked at some of the titans of the past in Titans of Future Past - Part 1 (click to view article). Today,
we will be polishing our crystal balls to look at tomorrow’s titans. Okay - maybe not. We will, however, be looking
at people’s perceptions of tomorrow’s titans. Easier said than done.

If we were to ask each investor to complete a survey regarding their ideal investments, it would have taken ages
to get the results. And by the time the results were tallied up, many of these perceptions would already have
changed.

There is, however, an interesting piece of research that could help us find cases where investors are putting their
money where their beliefs are. A paper complied by the World Bank studied the relationship between transaction
costs and holding periods. The authors of this paper found that, among other things, households hold shares for
longer - if the transaction cost is higher. While they do not explicitly state that lower transaction costs lead to
shorter holding periods, it might be an indication of this if high transaction costs lead to longer holding periods.
Intuitive, it does make sense. They also found that households that hold their shares the longest enjoy greater
returns than those with shorter holding periods. | wouldn’t want to bet my career on this being true in all cases,
but generally the advice could serve you well.

The research supports my view that the most up-to-date investment ideas are found where transaction costs are
lower. When holding a blue-chip stock, most will not want to trade this position relentlessly, thus making trading
costs less of a concern. Investing in higher-risk shares requires a clear exit strategy if initial assumptions are
wrong. The latter scenario would favour an environment where trading costs are lower.

In the financial industry, there has been relentless pressure to reduce cost to clients. Although the situation has
improved for customers of financial institutions, we might not be at the ideal/final stage yet. Brokerage cost is
one of the areas that has seen a drastic decrease. One brokerage firm has thrown down the gauntlet, offering
their customers the ability to buy and sell shares and ETFs on their platform without paying a commission. For
brokerage firms, commissions are their main source of revenue. If you do not get charged commission, you would
be paying for it in another way. There are no free lunches. The firm mentioned above, named Robinhood, has
enjoyed great success in gaining customers. Big surprise. This article claims they have four million active users.
Most of the customers are folks trading for their own account. This seems like the perfect time to do some

digging.

A good place to start would be to find the most popular stock on their platform, as most of the accounts are self-
directed. For the purpose of this exercise, we reviewed the number of accounts holding a specific stock so that
the numbers would not be skewed by the larger accounts.

The number one position, by some margin, is taken up by Aurora Cannabis Inc (ACB). This is a very interesting
situation. The company has a market cap of around $ 6.4bn, while it managed to record sales of $ 275mn, and
incurred an operating loss of $ 297mn in the last financial year. Not to get stuck in the weeds, but there has been
a recent takeover deal and the company is sinking a lot of money into growing their capacity. Chart 1 (below)
illustrates the number of Robinhood accounts that holds ACB shares over time.
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Chart 1 : ACB Number of Shareholders
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Source : Seed Investments (30 September 2019)

Now is probably a good time to mention that the majority of Robinhood accounts are held by Millennials. Thus,
the stock of a cannabis company in pole position should not come as a shock.

Developed nations are increasingly legalising, or at least decriminalising, the use of marijuana. Many feel that
this will replace the use of alcohol and tobacco, at least partially, for a significant number of people. Cannabis is
clearly a sector that many investors believe is going to become increasingly important, and Aurora is their
champion. But beware - the share price of Aurora has been on the decline. At its peak in October 2018, the share
price was $ 15. Currently, the price is only $ 6.29.

There are some similarities to Tilray, another early cannabis company. Although never as popular as ACB, it was
still widely held, and the company enjoyed a lot of press coverage for a short time. Its share price declined from
a peak of $ 165 in October 2018 to $ 26.73 currently. Both companies have seen the number of investors on the
platform increase, even as the share price steadily moved down. A clear vote from investors that the tide will turn
at some point.

We have also seen some mega-IPO’s over the past few years. One name that immediately springs to mind is Uber,
which went public in May 2019. Although they do not make a profit, they are aiming to bring self-driving cars to
the mass market - an expensive endeavour. I, for one, am looking forward to having extra time to be productive
behind the steering wheel, should this be a success. | hope it works out, and | know many others feel the same
way.

Uber is coming under increasing pressure, which is reflected in the share price. From the peak of $ 46 it is now
trading under $ 32. The company stands to make a fortune if it can use its existing platform to offer autonomous
rides to its users. It is at the forefront of autonomous driving and, by extension, artificial intelligence. This is truly
next-generation stuff. Pulling it off will be a big deal, but there is a lot of competition in this field so it will be no
easy task.

Tesla is a very contentious company. It is another loss-making enterprise that is doing cutting-edge work. Mr
Musk does not shy away from the public eye, and while some love it, others do not. The electric car is an
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engineering marvel, and Tesla also finds itself in the lead when it comes to autonomous driving and the
accompanying artificial intelligence technology.

Snap, another loss-making company that is very popular among Robinhood users, focuses on a social media
platform and partnered hardware products. Tencent has a notable 12% stake in the company. The hardware
business designs smart glasses, an early-stage augmented reality (AR) product. AR is another area that investors
consider to be the next ‘big thing’, and many believe this company stands a chance of making a success of it.

Lastly, we take a look at Fitbit, a tremendously popular company that specialises in wearable tech. Their smart
watches gather an incredible amount of biological data from its users, and the information collected could be
applied in any number of ways, such as biometric recognition, insurance, wellness and medicine (to name a few).
There is undoubtedly value in the data they collect, though concerns over the use of this data is plaguing the
company. And you guessed it - the company has not been turning a profit over the past few years. The share
price has been under pressure, while the number of shareholders on Robinhood has been increasing.

These are a few of the contenders fighting it out to be a future titan, if we count the number of investors holding
these shares to be a vote of confidence. It might very well be that one of the above survive long enough to assume
the title - only time will tell. We are excited to see how these companies fare in the future.

With trading costs coming down, it is likely that holding periods will be driven down as well. While this may allow
investors to update their positions faster and more efficiently in line with an updated set of assumptions, it could
increase speculation. With shorter-term goals, investors would need to keep a close eye on developments in order
to update assumptions quickly and act accordingly. If the aim is to invest over the short-term, the window of
opportunity is small and can easily be missed, which leads to it being a high-risk way of operating.

We ascribe to the idea that the investment horizon should be a decade or longer, maybe even permanent in
nature. Although we know this is not always possible, approaching investing this way can steer you away from a
marginal opportunity. In today’s landscape, fast-paced companies are making incredible progress in an ever-
changing environment. In this fluid scape, investors should remain disciplined in applying long-term thinking.

Kind regards,

4 | .
Stefan Keeve CFA, CFP®
Wealth Manager
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DISCLAIMER

Seed Investment Consultants is an Authorised Financial Services Provider in terms of the Financial Advisory and Intermediary Services Act (Act No. 37 of 2002).
The laws of the Republic of South Africa shall govern any claim relating to or arising from the contents of this document. This document may not be amended,
reproduced, distributed or published without the prior consent of Seed Investment Consultants.

No guarantee is provided as to the values of any financial product mentioned in this document. All illustrations, forecasts, information and opinions provided
within this document are of a general nature and are not intended to address the circumstances of any particular individual or entity. This document does not
constitute a solicitation, invitation or investment recommendation. While we endeavour to provide accurate and timely information, all illustrations, forecasts or
hypothetical data are not guaranteed and are provided for illustrative purposes only. We make no representation or warranty, expressed or implied with respect
to the correctness, accuracy or completeness of the illustrations, forecasts, information or opinions. No party should act upon such information or opinion without
obtaining the appropriate professional and specialised financial, legal and tax advice based upon a thorough examination of their particular situation. Seed
Investment Consultants will not be held liable for any direct or consequential loss or damage suffered by any party as a result of that party acting on or failing to
act on the basis of information or opinion provided by or omitted from this document.

The value of financial products can increase as well as decrease over time depending on the value of the underlying securities and market conditions. Changes
in exchange rates may have an adverse effect on the value price or income of any product.

Past performance is not necessarily a guide to future performance. Performance has been calculated using net NAV to NAV numbers with income reinvested. The
performance for each period shown reflects the return for investors who have been fully invested for that period. Individual investor performance may differ as a
result of initial fees, the actual investment date, the date of reinvestments and dividend withholding tax. Full performance calculations are available from the
manager upon request.

Prescient Management Company and the Trustee are registered and approved under the Collective Investment Schemes Control Act (No.45 of 2002). Collective
Investment Schemes in Securities (CIS) should be considered as medium to long-term investments. There is no guarantee in respect of capital or returns in a
portfolio. CIS’s are traded at the ruling price and can engage in scrip lending and borrowing. The CIS may borrow up to 10% of the market value of the portfolio
to bridge insufficient liquidity. A CIS may be closed to new investors in order for it to be managed more efficiently in accordance with its mandate. CIS prices are
calculated on a net asset basis, which is the total value of all the assets in the portfolio including any income accruals and less any permissible deductions
(brokerage, STT, VAT, auditor’s fees, bank charges, trustee and custodian fees and the annual management fee) from the portfolio divided by the number of
participatory interests (units) in issue. Forward pricing is used. In the event that specific CIS in securities are mentioned please refer to the relevant Minimum
Disclosure Document in order to obtain all the necessary information in regard to that unit trust. In rare instances redemption transactions may be subject to a
redemption fee. The applicable Prospectus and Key Investor Information Document will be made available upon request.

Please note that there are stipulated cut-off times for all documents, notifications of deposit, investment, redemption and switch applications. These cut-off times
are product or fund specific and the applicable guidelines have been stipulated on the relevant supporting or transaction documents, application forms and
Minimum Disclosure Documents. Where all required and supporting documentation is not received before the stated cut off time no service provider shall not
be obliged to transact at the net asset value price as agreed to. Prices are published daily and are available on the Prescient website at www.prescient.co.za.

Investors should at all times remain aware of the risks involved in the buying or selling of any financial product. Where foreign securities are included in a portfolio
there may be 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. The investor hereby acknowledges the inherent risk associated with any selected
investments and that there are no guarantees (Paragraph 6(2)(f) of BN92). The Manager retains full legal responsibility for any third-party named portfolio
(Paragraph 6(1)(g) of BN92).

For any additional information please visit our website on www.seedinvestments.co.za.
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