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COMMENTARY

The fund returned positive 5.69% for
the month. Net exposure averaged 56%
long, while gross averaged 132%.

With the prospect of inflation rearing its head
again, the back end of February saw global
equity markets ‘wobble’, with the pain mostly
borne by equities perceived to be infallible as
they are the future. We cannot predict whether
a vast majority of these names will truly
dominate the world. What we can say is the
price that current market participants are
willing to pay and own these companies,
suggests that to merely breakeven over an
extended time, all the predictions of future
dominance better be correct.

With this view in mind, we thought it would be
pertinent to highlight how we are investing in
the current environment and introduce one of
our newest themes in the portfolio, ‘the future
of mobility’. Undoubtedly, we will all be
driving (or be driven in) Electric Vehicles (‘EVs’)
at some time in the future. This undisputable
path has resulted in the popular consensus
narrative being that legacy automotive
producers are doomed, as they cannot compete
with the EV upstarts like Tesla. This, in our
opinion, has «created a very attractive
investment opportunity in global equity markets
via the ownership of highly cash flow generative
legacy automotive manufacturers and shorting
the cash burning EV companies priced as though
they will be the dominate companies of the
future beyond just automotive sales.
(Continued on the next page).

PERFORMANCE METRICS

From May 2013

Arnott MSCI
Annualised returns 23.33% 8.28%
% Positive months 65.59% 64.52%
Average monthly return 1.84% 0.74%
Avg return in MSCI up months 1.68% 2.92%
Avg return in MSCI down
months 2.12% -3.21%
Best month 13.07% 12.66%
Worst month -6.09% -13.47%
Largest drawdown -11.61% -21.44%
Longest drawdown (mths) 24 20
Sortino 4.27 0.80
Sharpe ratio 1.72 0.60

CORRELATION TO ASSETS (2013 to Current)

MSCI Index 0.06
US Government Bond Index -0.05
USS$ Gold 0.01
Bloomberg Commodities Index -0.06
Hedge Fund L/S 0.00
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MONTHLY SUMMARY METRICS

NET RETURN AV GROSS EXP AV NET EXP
5.69% 132% 56%

Dec Annual

2013 - 2017 Data. Bondi Capital Investments Pty Ltd (managed account). Performance net of 0 & 25 fees. Currency AUD. Fund administered by Mainstream. Fund was not audited.
2018 - Current Data. Australian Unit trust. Performance net of 0 & 25 fees. Currency AUD. Fund administered by Mainstream. Fund audited by EY.
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Within this theme we are presently long Volkswagen, the 2" largest Auto manufacturer in the world
that produces and sells cars under the following iconic brands: Volkswagen, Audi, Porsche, Bugatti and
Skoda just to name a few. We acquired Volkswagen shares at less than 6x forward P/E and an Equity
Free Cash Flow yield of around 14%. Sales of internal combustion engines are in decline, however this
focus on Volkswagen’s business is overstated. This is a business in transition to the EV future and doing
a stellar job so far. Their electric vehicle sales tripled in 2020 and are set to continue showing growth
again in 2021, with a forecast of one million electric vehicle deliveries. Volkswagen’s ID.3 is gaining
such popularity in Europe that it was the number 1 selling car in Sweden for December.

Against this position we are currently short Tesla. The stock is trading on > 160x P/E (or infinity if you
calculate earnings generated from actually selling cars and an Equity Free Cash Flow yield of less than
1%. In 2020 Tesla delivered 500k Electric Vehicles and is estimated to deliver around 750k in 2021. At
the end of February Tesla’s market cap was US$640bn and Volkswagens US$112bn. One or both market
capitalisations, in our view, is incorrect.

We are tremendously excited about the prospective returns from positions within this theme and more
broadly the opportunities that are presenting themselves in the current environment for a long-short
manager. With a hurdle rate for investment re-appearing in global markets, the very successful
strategy of recent history that entailed buying growth at any price now faces powerful headwinds.
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THEME RETURN & EXPOSURE SECTOR RETURN & EXPOSURE
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NET AND GROSS HISTORICAL EXPOSURE

Net and Gross Exposure
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STRATEGY SUMMARY

Our Investment Approach:

Find asymmetric themes

Invest in the best stocks within those themes
Focus on macro drivers for risks and opportunities
To generate an asymmetric return profile

N wpN =

The strategy is global long/short equity with a variable delta bias. The portfolio will typically contain 40
to 70 positions. The fund focuses on identifying underinvested global investment themes through
extensive macroeconomic research and then utilises a bottom up fundamental process to identify the
highest quality securities within an investment theme to deliver Asymmetric returns for investors.
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FUND INFORMATION
AFSL License 233743
BASE CURRENCY AUD ARNOTT CAPITAL PTY LTD ABN 23086081889
clo
STRATEGY INCEPTION 1999 KENNY ARNOTT kma@arnott.com.au
MINIMUM SUBSCRIPTIONS AUD $100,000 CONTACT investor@arnott.com.au
DETAILS
WITHDRAWALS Monthly PRIME BROKER Morgan Stanley
PERFORMANCE FEE 20% FUND ADMINISTRATOR Mainstream
MANAGEMENT FEE 1.5% FUND AUDITOR Ernst and Young
SUBSCRIPTIONS Monthly LEGAL ADVISORS Ernst and Young
Disclaimer

This document is given to only wholesale clients (as defined in the Corporations Act 2001 (Cth)) by representatives of Arnott
Capital Pty Limited (AFS Licence Number 233743) (Arnott). By viewing this document, you are representing that you are a
wholesale client and agree to keep this document confidential. This document is directed at persons who are sophisticated
investors with sufficient professional or other experience to properly assess the nature of the matter discussed herein. This
document has been prepared for general information purposes only without taking into account any potential investors’
personal objectives, financial situation or needs. It should not be relied upon by the recipient in making an investment
decision. This document is intended to provide a general outline only and is not intended to be a definitive statement on the
subject matter. The document is not intended to be relied upon by recipients given the contingent nature of the content
matter.

Forward-looking information in this document is provided as a general guide only and should not be relied upon as an
indication of the future performance of any financial products (including the Arnott funds). No representation is made as to
future performance or volatility of the financial products. Persons should rely solely upon their own investigations in respect
of the subject matter discussed in this document. Past performance information given in this document is given for illustrative
purposes only and should not be relied upon as (and is not) an indication of future performance.

No representations or warranties, express or implied, are made as to the accuracy or completeness of the information,
opinions and conclusions contained in this document. In preparing these materials, Arnott has relied upon and assumed,
without independent verification, the accuracy and completeness of all information available to Arnott. To the maximum
extent permitted by law, neither Arnott nor its director, employees or agents accept any liability for any loss arising in
relation to this document. The offer of interests in the Arnott funds will only be made in the offering document for the
respective fund.

Hong Kong

This document has not been reviewed or approved by any regulatory authority in Hong Kong. This document does not
constitute an offer or invitation to the public in Hong Kong to acquire the units in the Fund. Accordingly, unless permitted by
the securities laws of Hong Kong, no person may issue or have in its possession for the purposes of issue, this document or any
advertisement, invitation or document relating to the units in the Fund, whether in Hong Kong or elsewhere, which is directed
at, or the contents of which are likely to be accessed or read by, the public in Hong Kong other than in relation to the units of
the Fund that are intended to be disposed of only to persons outside Hong Kong or only to “professional investors” (as such
term is defined in the Securities and Futures Ordinance of Hong Kong (Cap. 571) and the subsidiary legislation made
thereunder).

Singapore

This document is being furnished to you on the basis that you are an “institutional investor” (as defined in the Securities and
Futures Act (Chapter 289) of Singapore) and on a confidential basis, solely for your information. This document may not be
reproduced, disclosed, or distributed to any other person in Singapore. Arnott, as the responsible entity and manager for the
Fund has not taken any steps to ensure that the capital markets products referred to in this document are suitable for any
particular investor, and will not treat recipients as its customers by virtue of their receiving this document. This document has
not been, and will not be, registered as a prospectus with the Monetary Authority of Singapore and this document is not
intended to constitute an offering, and is not regulated by any financial supervisory authority pursuant to any legislation in
Singapore. The investments or services referred to in this document may not be suitable for you and it is recommended that
you consult an independent investment advisor if you are in doubt about such investments or investment services. Nothing in
this document constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy is
suitable or appropriate to your individual circumstances or otherwise constitutes a personal recommendation to you.
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United Kingdom

This document may be distributed in the United Kingdom only to persons who: (i) have professional experience in matters
relating to investments in accordance with Article 19 of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (as amended) (“FPO”); or (ii) to whom this document may otherwise be lawfully distributed (all such persons
together being referred to as “Relevant Persons”). This document is only directed at, or available to, Relevant Persons and
must not be acted on or relied on by persons who are not Relevant Persons. Any investment or investment activity to which
this document relates is available only to, and will be engaged in only with, Relevant Persons.

United States

This document may not be distributed in the United States and does not constitute an offer to sell, or a solicitation of an offer
to buy, securities in the United States. Any securities described in this document have not been, and will not be, registered
under the US Securities Act of 1933 and may not be offered or sold in the United States except in transactions exempt from
the registration of the US Securities Act, the US Investment Company Act of 1940 and applicable US state securities laws.



