Investment Review / Investment Manager’s Report continued

Portfolio Review
TOP 20 LOOK-THROUGH COMPANIES

AVI Global Trust invests in holding companies and closed-ended funds that in turn invest in listed and unlisted companies. We show below
the top 20 holdings on a ‘look-through basis’, i.e. the underlying companies to which we have exposure. For example, AVI Global Trust
owns a stake in Christian Dior, a Euronext-listed holding company, that accounts for 4.2% of AVI Global Trust’s NAV. Christian Dior’s
only holding is LVMH, a European Luxury conglomerate, which accounts for 100% of Christian Dior’s own NAV. This translates to
AVI Global Trust having an effective exposure to LVMH of 4.2% of AVI Global Trust’s NAV. The table below is an indication of the degree
of diversification of the portfolio.
		Underlying
		
look-through
Look-through companies
Parent company
weight

Look-through
holding sector

LVMH

Christian Dior

4.2%

Apparel, Accessories and Luxury Goods

KKR Fund Management Business

KKR

3.9%

Asset Management and Custody Banks

Oriental Land

Keisei Electric

3.5%

Leisure Facilities

Nintendo

Nintendo

2.6%

Interactive Home Entertainment

Apollo Fund Management Business

Apollo Global Management

2.5%

Asset Management and Custody Banks

Hidroelectrica

Fondul Proprietatea

2.5%

Electric Utilities

Aker BP

Aker

2.5%

Oil and Gas Exploration and Production

FEMSA Comercio

FEMSA

2.2%

Food Retail

Universal Music

Pershing Square Holdings

2.1%

Movies and Entertainment

Godrej Properties

Godrej Industries

1.8%

Real Estate Development

Ferrari

EXOR

1.8%

Automobile Manufacturers

Fujitec

Fujitec

1.7%

Industrial Machinery

Partner RE

EXOR

1.7%

Reinsurance

Stellantis

EXOR

1.7%

Automobile Manufacturers

Sony PlayStation

Sony

1.6%

Interactive Home Entertainment

Primark

Associated British Foods

1.6%

Apparel Retail

Sony Music

Sony

1.6%

Movies and Entertainment

Godrej Consumer Products

Godrej Industries

1.5%

Personal Products

Wacom

Wacom

1.5% Technology Hardware, Storage and Peripherals

Benefit One

Pasona

1.5%

Human Resource and Employment Services

PERSHING SQUARE HOLDINGS: HOW THE LOOK-THROUGH ANALYSIS WORKS

Pershing Square Holdings is a Euronext- and London-listed closed-ended fund in which AVI Global Trust invests. Although Pershing
Square Holdings is just one fund, it has investments in multiple different listed companies, providing your Company’s portfolio with
exposure to a diversified collection of businesses.
Company name
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Estimated % of Pershing Square Holdings’ portfolio

Geography

Sector

Universal Music Group

27%

Global

Movies and Entertainment

Lowe’s

16%

United States

Home Improvement Retail

Chipotle Mexican Grill

16%

United States

Restaurants

Hilton

11%

Global

Hotels, Resorts and Cruise Lines

Restaurant Brands

11%

North America

Restaurants

Howard Hughes

9%

United States

Real Estate Development

Dominos

7%

Global

Restaurants

Fannie Mae & Freddie Mac

2%

United States

Thrifts and Mortgage Finance

Pershing Square Tontine

1%

United States

Asset Management and Custody Banks
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CONTRIBUTORS
THIRD POINT INVESTORS
Classification
Closed-ended Fund

Total return on position FY21 (local)2
65.3%

% of net assets1
6.6%

Total return on position FY21 (GBP)
59.7%

Discount
-14%

Contribution (GBP)3
314bps

% of investee company
6.2%

ROI since date of initial purchase4
60.5%

Third Point Investors (Contribution: +3.14%)3
Third Point Investors Limited (TPOU) was our largest contributor
over the financial year, adding 314 basis points (bps) to AGT’s NAV
on the back of a +71% share price gain. Strong NAV performance
(+54%) was compounded by a narrowing discount (from 23% to
14%), the latter due in large part we believe to the campaign launched
by ourselves and three other shareholders to properly address the
fund’s structural discount.

Despite these measures, TPOU shares continued to trade at a wide
discount to NAV and we became increasingly convinced that the
years of neglect meant the discount had become entrenched, and
that a more structural solution would be required. Under pressure from
ourselves and other shareholders, the board held a strategic review
process that culminated in proposals which we believed fell woefully
short of the minimum required to tackle TPOU’s discount problem;
were not reflective of shareholder feedback; and, we believe, bore the
imprimatur of the investment manager. Since then, AVI and three other
shareholders have sought to requisition an EGM at which shareholders
would vote on a proposal that TPOU offers regular redemptions at
close to NAV. At the time of writing, the TPOU board has rejected two
such requisition requests. It is a basic tenet of corporate governance
that boards actually call a meeting if a sufficient percentage of their
shareholders request that they do so, and we are deeply concerned
by the actions of the board.

Following a sustained period of mediocre performance, we have
been pleased with the improved returns this year. Almost two-thirds
of the NAV return for the period came from the performance of
Upstart Holdings, with SentinelOne the other main contributor.
Combined, we estimate that the two positions contributed over
+80% of the total return. Both of these holdings began the year
as private companies held within TPOU’s venture capital portfolio,
with Upstart the first to list in December 2020 followed by SentinelOne
in June 2021. Founded by a senior ex-employee at Google, Upstart
operates an AI-lending platform that partners with banks to originate
loans. Since listing, its share price has increased by almost +1,500%
as the company appears to have hit an inflection point in growth.
SentinelOne is a cybersecurity business with a particular focus on
“Endpoint” security which has become an area of focus for companies
in an environment in which many employees have been working from
home. SentinelOne’s shares are up by +53% from the IPO price. Note
that in the case of both companies, there were also material uplifts
from their carrying valuations as private companies to their IPO prices.
Other contributors to the return included Walt Disney, Prudential,
and Danaher.
We originally invested in TPOU in mid-2017, seeing an opportunity
to constructively engage with the board to address a series of issues
that had contributed towards the company trading at a persistently
wide discount to NAV. Over our holding period, changes have
included: replacing the legacy Standard Listing (no longer available to
new investment companies) with a Premium Listing; commencement
of a share buyback programme; reducing the management fee from
the highest rate paid by all Third Point clients to one that better reflects
TPIL’s importance; and the cancellation of “repurchased” Ordinary
Shares that, owing to them being held by the Master Fund, had for
years continued to pay management and performance fees to
Third Point.

1 For definitions, see Glossary on pages 101 to 104.
2 Weighted returns adjusted for buys and sells over the year.
3 Figure is an estimate by the managers and sum of contributions
will not equal quoted total return over the financial year.
4 Figure quoted in GBP terms. Refer to Glossary on pages 101 to 104
for further details.
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Portfolio Review continued
THIRD POINT INVESTORS
/ UPSTART
Upstart is a lending platform that
directly aggregates demand for
consumer loans, uses its AI-driven
underwriting model to decide on
loan terms, and then connects those
borrowers to banks. Upstart’s AI
models allow it to generate superior
loan performance, making it a desirable
partner for banks.
% of net assets

6.6%

Source / Upstart Holdings, Inc.
34
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CONTRIBUTORS
OAKLEY CAPITAL INVESTMENTS
Classification
Closed-ended Fund

Total return on position FY21 (local)2
36.3%

% of net assets1
5.1%

Total return on position FY21 (GBP)
36.3%

Discount
-20%

Contribution (GBP)3
293bps

% of investee company
9.1%

ROI since date of initial purchase4
98.4%

Oakley Capital Investments (+2.93%)3
Oakley Capital Investments turned in a very strong performance over
AGT’s financial year, generating a NAV total return of +27% which,
together with a tightening of the discount from 29% to 20%, resulted
in share price total returns of +41%.
Encouragingly, the majority of the returns came from EBITDA growth
within the portfolio, with some support from multiple expansion and
uplifts on disposals of assets. Sterling strength acted as a headwind
over the period. Particularly strong performance was seen from IU
Group (German private university), Casa (real estate classifieds),
TechInsights (semiconductor IP), WishCard Technologies (gift cards)
and Time Out, whose share price rose by +50% over the period.
It was a busy year for OCI, with eight investments and three disposals,
as well as bolt-on deals and refinancings. New investments included
Idealista (online real estate classified advertisements), 7NXT (online
fitness and nutrition), WindStar Medical (consumer healthcare),
Dexters (London real estate agent), ICP Education (UK nurseries
network), ECOMMERCE ONE (German e-commerce solutions) and
Seedtag (digital advertising). OCI also made a EUR75m commitment
to the Origins fund, which will target smaller companies than the rest
of the Oakley funds.

Despite these considerable merits, OCI continues to trade on a 20%
discount – one of the widest of its peers, and all the more remarkable
when we consider that OCI is one of the top-performing listed
private equity funds in London. We have theorised in the past that
investors are punishing OCI for past transgressions (i.e. dilutive share
issuances), and suspect that this is still partly the case. However,
we note that OCI has made significant strides in improving corporate
governance, including enshrining in its bye-laws a commitment
to avoid dilutive share issuances in the future. The board has also
demonstrated a heightened awareness of the discount, buying
back 13% of outstanding shares since 2019 at an average discount
of -31%. We estimate that these actions resulted in (risk-free and
immediate) NAV accretion of +5% for remaining shareholders.
A further concern may be that a significant portion of the portfolio
is invested in two companies badly affected by the pandemic, namely
Time Out (9% of NAV) and North Sails (19% of NAV). While these
concerns are legitimate, we note that: (a) both businesses were
performing well prior to COVID-19, suggesting that the business
models are in good shape and should recover as lockdowns continue
to ease; and (b) three-quarters of the North Sails exposure is to its
debt, rather than equity, which is placed higher in the capital structure
and therefore more protected in the event of an adverse outcome.
With OCI, we are being offered a fast-growing portfolio with attractive
growth opportunities, backed by a manager with a distinct deal
sourcing strategy, and a board that has acknowledged prior errors
and is making significant efforts to improve governance – and all this
available at a discount of 20%! We remain enthusiastic holders of OCI.

Portfolio-level EBITDA growth over the past 12 months has been
an excellent +35%, with EBITDA multiples remaining reasonable
(12x) and net debt to EBITDA of 3.5x. 70% of the portfolio is digital,
which has helped in navigating the pandemic, and 75% of the portfolio
has subscription-based or recurring revenues. These are remarkable
attributes in a portfolio, and a highly attractive collection of assets
to own.
We continue to believe that Oakley’s strategy is a winning one,
focusing on business sectors/themes it knows well with secular growth
prospects, deals sourced by a network of Oakley-friendly entrepreneurs,
and a willingness to engage in complex transactions. The result of this
strategy, particularly the latter two aspects, is that 75% of deals are
uncontested, which is unusual in the private equity world.

1
2
3

4

For definitions, see Glossary on pages 101 to 104.
Weighted returns adjusted for buys and sells over the year.
Figure is an estimate by the managers and sum of contributions will not equal
quoted total return over the financial year.
Figure quoted in GBP terms. Refer to Glossary on pages 101 to 104 for
further details.
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Portfolio Review continued
CONTRIBUTORS
KKR & CO
Classification
Holding Company

Total return on position FY21 (local)2
77.9%

% of net assets1
5.1%

Total return on position FY21 (GBP)
70.4%

Discount
-26%

Contribution (GBP)3
280bps

% of investee company
0.1%

ROI since date of initial purchase4
126.4%

KKR (+2.80%)3
KKR has been an important contributor to AGT’s returns since its
introduction to the portfolio in the first half of 2020. Over AGT’s 2021
financial year, the company’s share price increased by +79%. This
added 280bps to AGT’s NAV over the period and brought returns
over our holding period to +148% which equates to an IRR of +92%
(all figures in total return in USD).
Despite these outsized returns, we believe that KKR has an extended
runway ahead of mid-teens asset under management (AUM) and
earnings growth and we still see considerable upside in the position.
The company’s Investor Day earlier this year and subsequent results
confirmed that the business is firing on all cylinders with assets under
management at the end of the second quarter standing +93% higher
than a year prior. While this figure was boosted by the acquisition
of life insurer Global Atlantic which closed in the first quarter of 2021,
organic growth of +49% is indicative of KKR’s advantaged position
within an industry which is itself benefitting from robust secular tailwinds.
We expect annuity provider Global Atlantic, in which KKR now has
a 61% stake, to accelerate KKR’s growth even further over the coming
years as a source of low-cost liabilities. Crucially, the acquisition
means that permanent capital now accounts for almost a third of
AUM, providing even greater stability and visibility to fee revenues.
KKR’s moves to grow its platform beyond traditional private equity
have paid off, with 57% of AUM growth between 2010 and 2020
derived from businesses that did not exist ten years ago.
While private equity now accounts for 36% of total AUM (down from
~75% upon listing in 2010), even that figure understates the actual
level of diversification with the private equity platform which is now
spread across Asian, European, longer dated “Core” funds, as well as
specialist growth equity (healthcare and technology) funds, in addition
to the original US business. These fund-raising efforts and rapid
deployment have led to record levels of embedded gains both in terms
of unrealised carried interest and balance sheet investment gains, and
should translate to elevated levels of income from these sources over
the next few years.
We value KKR on a sum-of-the-parts basis, and believe that the
company’s most valuable “part” – fee-related earnings (i.e. from base
management fees) – has been made even more valuable by changes
made earlier this year to the compensation structure that will see a
heavier compensation load placed on carried interest.

1
2
3

4

For definitions, see Glossary on pages 101 to 104.
Weighted returns adjusted for buys and sells over the year.
Figure is an estimate by the managers and sum of contributions will not
equal quoted total return over the financial year.
Figure quoted in GBP terms. Refer to Glossary on pages 101 to 104 for
further details.
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PERSHING SQUARE
HOLDINGS / HILTON
WORLDWIDE
Hilton is one of the largest hospitality
companies in the world, with almost
7,000 hotels and resorts operating
in 119 countries worldwide.
% of net assets

7.0%

Source / © 2021 Hilton, Candler Hotel
Atlanta, Curio Collection by Hilton
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Portfolio Review continued
CONTRIBUTORS
CHRISTIAN DIOR
Classification
Holding Company

Total return on position FY21 (local)2
76.8%

% of net assets1
4.2%

Total return on position FY21 (GBP)
67.6%

Discount
-13%

Contribution (GBP)3
221bps

% of investee company
0.1%

ROI since date of initial purchase4
69.4%

Christian Dior (+2.21%)3
We initiated a position in Christian Dior (CDI) – the holding company
through which Bernard Arnault controls European luxury goods
conglomerate LVMH – in March 2020. As a single-asset holding
company, CDI had typically traded at a tight discount to NAV; however,
the COVID-19 market volatility saw the discount widen to 20-25%.
We took advantage of this, and we were able to build a position in
one of the highest-quality companies in our universe at a dislocated
discount. Both parts of the thesis have played out, with NAV growth
of +57% boosted by a narrowing of the discount from 24% to 13%,
resulting in an +81% return over the period.
Starting with the NAV side of the equation, shares in LVMH returned
+57%. The pandemic has had harsh effects on the luxury industry.
However, our thesis was that global mega-brands, such as Louis
Vuitton, would outperform, benefitting from more flexible cost
structures, directly owned stores, and ever-green product mixes,
as well as stronger balance sheets and greater capacity to invest
in digital sales channels. This seems to be the case. LVMH reported
exceptional results for the first half of 2021, with sales and operating
profits +11% and +44% above the 2019 level.
More recently, however, following comments made by Chinese
President Xi Jinping about the need to promote “Common Prosperity”,
investors have started to worry about the outlook for growth in China.
Whilst the phrase has appeared repeatedly in recent years, in the
context of 2021 and a seemingly more invasive approach to regulation
and the promotion of social goals, investors are pondering whether the
ideals of the Chinese Communist Party might dampen growth for the
luxury goods sector.

1
2
3
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For definitions, see Glossary on pages 101 to 104.
Weighted returns adjusted for buys and sells over the year.
Figure is an estimate by the managers and sum of contributions will not
equal quoted total return over the financial year.
Figure quoted in GBP terms. Refer to Glossary on pages 101 to 104 for
further details.
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As a number of CEOs of luxury goods companies have pointed out,
the ambition to grow the middle class and reform taxes is likely, prima
facie, to be good for the luxury industry over the medium to long
term. What is less clear however, particularly in the shorter term, is
whether displays of wealth and conspicuous consumption will become
less socially acceptable. This remains largely unknowable in the
short term. We would refrain from making comparisons to previous
anti grafting campaigns that specifically targeted the luxury goods
sector. Moreover, we note that regulatory developments over the last
18 months have been “pro-luxury”, most notably with regard to the
development of the Island of Hainan as a duty-free shopping hotspot.
Turning to CDI’s discount, AGT has benefitted from a material
narrowing of the discount from 24% to 13%. During the period, the
family took steps to simplify parts of the control structure which sit
above CDI. It is our expectation that at some point in the future – when
it suits them – the family will collapse CDI entirely. As such we expect
to capture further upside in the discount. Combined with the prospect
of continued NAV growth, we remain excited by prospective returns.

Strategic Report

Investment Review

Governance

Financial Statements

Shareholder Information

EXOR
Classification
Holding Company

Total return on position FY21 (local)2
39.6%

% of net assets1
6.4%

Total return on position FY21 (GBP)
34.6%

Discount
-39%

Contribution (GBP)3
210bps

% of investee company
0.5%

ROI since date of initial purchase4
38.2%

EXOR (+2.10%)3
EXOR was a meaningful contributor to returns during the period.
The shares returned +58% over the period, as strong NAV growth
was complemented by a narrowing of the discount from 43% to 39%.
Our initial investment in EXOR back in 2016 was largely predicated on
Fiat Chrysler’s undervaluation and the scope for value creation through
industry consolidation, as set out in the late Sergio Marchionne’s
Confessions of a Capital Junkie presentation. During the period a
key part of this played out, with the creation of Stellantis through the
merger of FCA and Peugeot. We view the merger as a great example
of how family-controlled holding companies can create value through
the active ownership and management of their holdings. Indeed,
during the period, the value of EXOR’s stake in what was FCA and
became Stellantis returned +83% (including special dividends and
distributions) – making it the largest contributor to EXOR’s NAV
growth. We continue to see considerable upside at Stellantis. CEO
Carlos Tavares is targeting EUR5bn of synergies and aims to achieve
a 10% operating margin by 2026 – which would likely make Stellantis
the most profitable traditional auto maker in the world. We view the
discount at which Stellantis trades versus Ford and GM to be unjust
and see next year’s capital markets day as a possible catalyst for
a re-rating.
The other great driver of NAV growth was CNH Industrial, whose
shares rallied by +123% over the period, benefitting from a resumption
in economic activity and demand for capital goods. In this context
CNH reported exceptionally good results, well ahead of expectations
and with full year guidance having now been raised twice this year.
Results were led by the all-important Agricultural division, which
achieved a record 15% operating margin in Q2 and is benefitting
from the US agricultural replacement cycle, which finally seems to
be turning the corner. The proposed splitting of the company in two
should unlock value currently trapped in its conglomerate structure.
AGT benefitted from a narrowing of EXOR’s discount from 43% to
39% over the last year. However, when compared to its own history
(five-year average: 32%) and other European holding companies,
this seems very wide. We would expect this to narrow over time,
particularly as John Elkann continues to tilt EXOR’s portfolio toward
higher quality, less cyclically exposed companies. As and when this
happens it should provide a powerful extra fillip on top of NAV returns.
We added to the position by more than 50% over the year, to make it
your company’s third largest position.
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Portfolio Review continued
CONTRIBUTORS
SONY CORP
Classification
Asset-backed Special Situation

Total return on position FY21 (local)2
47.9%

% of net assets1
5.6%

Total return on position FY21 (GBP)
35.5%

Discount
-26%

Contribution (GBP)3
209bps

% of investee company
0.1%

ROI since date of initial purchase4
75.0%

Sony Group (+2.09%)3
Sony was the fourth largest contributor to returns over the period,
adding 209bps to performance with a share price return of +56%.
Sony, despite its perception as a shrinking electronics conglomerate,
owns a collection of world-class businesses, with the four crown
jewels of Gaming, Music, Semiconductors and Pictures accounting
for 75% of Sony’s NAV.
Over the past year, Sony has proven the quality of its businesses.
For the fiscal year ended March 2021, all of Sony’s business lines,
except the Semiconductor business, grew profits by double digits
with overall adjusted profits growth of +15%. This marks the highest
profit in Sony’s history, although hopefully not for long – analyst
consensus is for Sony to grow profits by an annualised +15% over
the next five years.
Aside from earnings growth, there have been several developments
which we believe have added substantially to Sony’s corporate value.
Most notable is the multitude of acquisitions focused on bolstering
Sony’s entertainment content, including investments in Epic Games
(most famed for Fortnite), Crunchyroll (one of the world’s largest
anime platforms) and, most recently, Bluepoint Games (the team
behind the remaster of Unchartered and God of War). Then there
was November’s hugely successful launch of the PlayStation 5 – with
demand far outstripping supply and on track to be Sony’s best-selling
console (despite claims that console gaming was dead). Lastly,
although not exhaustively, the value of Sony’s pictures division was
highlighted when Amazon purchased MGM for USD8.5bn, a deal
that implies a value for Sony’s pictures segment of USD26bn – 20%
of Sony’s market cap and almost 3x higher than our carrying value.
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For definitions, see Glossary on pages 101 to 104.
Weighted returns adjusted for buys and sells over the year.
Figure is an estimate by the managers and sum of contributions will not
equal quoted total return over the financial year.
Figure quoted in GBP terms. Refer to Glossary on pages 101 to 104 for
further details.

40

AVI Global Trust plc Annual Report 2021

Sony faced heavy public criticism for its holding structure in mid-2019,
with calls to spin out its semiconductor business and sell its majority
stake in Sony Financial. While we sympathise with the logic, and
indeed supported the break-up when we initially made the investment,
Sony has since made a convincing case for keeping the holding
structure. Being able to allocate capital between businesses, and
allowing management teams to make long-term decisions, is certainly
a benefit of the structure. This, of course, depends on the quality of
the holding company management, and in Sony’s case we think that
the team is of a high calibre. This extends not just to capital allocation
and decision making but, in Sony’s unique case, to its content value,
where Sony can monetise intellectual property (IP) through gaming,
film, and music. By that logic, we think that Sony’s current 26%
discount is remarkable.
We initiated our Sony position in June 2019 and have earned a +39%
IRR and an +89% total return, versus the equivalent returns for the
MSCI AC World ex US Index of +11% and +22%. Despite the strong
performance and considering the quality of Sony’s business, its growth
prospects and valuation – we remain extremely excited about the
return potential, and view it as a core, long-term holding.
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CONTRIBUTORS
PERSHING SQUARE HOLDINGS
Classification
Closed-ended Fund

Total return on position FY21 (local)2
20.3%

% of net assets1
7.0%

Total return on position FY21 (GBP)
17.1%

Discount
-29%

Contribution (GBP)3
208bps

% of investee company
0.0%

ROI since date of initial purchase4
42.3%

Pershing Square Holdings (+2.08%)3
For a second consecutive financial year, Pershing Square Holdings
(PSH) was among our top contributors. While PSH’s relative
outperformance was not as spectacular as that achieved a year
ago on the back of its inspired hedge against the impacts of
COVID-19 on financial markets, a +30% NAV return for the year
to 30 September 2021 represents a very good outcome in absolute
terms despite only matching that of the S&P 500 index. A modest
reduction in PSH’s discount provided a tailwind to returns with the
share price up by +33%.
A majority of PSH’s holdings by number were relative outperformers
including Hilton Worldwide Holdings, Agilent Technologies, Howard
Hughes Corp, Chipotle Mexican Grill, Domino’s Pizza, and Starbucks.
These were partially offset by the weak share price performance of
Pershing Square Tontine Holdings (Pershing Square’s SPAC) and the
positions in the common and preferred shares of Fannie Mae and
Freddie Mac which declined materially following an adverse Supreme
Court ruling that ruled as legitimate the 2012 “net sweep” decision
that saw the companies’ profits diverted to the US Treasury.
We have been impressed by the quality of management across
PSH’s investee companies with Hilton and Chipotle great examples
of management “leaning in” to the impact of COVID-19. In the case
of Hilton, a significant part of the 25-30% cost cuts undertaken in
FY20 is expected to be retained, leading to – in the words of CEO
Chris Nassetta – a “meaningfully higher margin business” that should
be able to match or exceed 2019 EBITDA levels by 2022 even if
Revenue per Available Room remains ~15% lower than pre-COVID
levels. At Chipotle, a focus on digital operations has positioned it
as a clear “COVID winner” with the most recent quarterly earnings
continuing the run of impressive same-store sales and showing a
large portion (80%) of digital sales being retained even as in-restaurant
sales recover (back to 70% of pre-COVID levels). This has given
management the confidence to raise the targets for average restaurant
sales volumes and to re-state the long-term target of 6,000 North
American restaurants (more than double the current number).

PSH’s portfolio turnover was relatively limited over the year, with
Starbucks switched out for Domino’s Pizza and Agilent sold to fund
the purchase of Universal Music Group (UMG). At just over 30% of
PSH’s NAV, some investors may baulk at the outsized concentration
in UMG. However, we know UMG well from previous research on its
then-majority owner Vivendi. The music industry has been transformed
over the last ten years by the advent of streaming both in terms
of growth and improved quality of earnings, and we had already
established positions in Hipgnosis Songs Fund and Round Hill Music
Royalty Fund (the latter later being sold to fund an increased holding
in the former) to reflect this bullish outlook. Our direct position in
Hipgnosis Songs Fund complements the indirect exposure to UMG
well with the former offering somewhat of a hedge against the risk of
regulatory pressure forcing a more equitable split of streaming royalties
between songwriters/recording artists/labels (although, to be clear,
this is not our base case). PSH’s investment in UMG is off to a good
start following its listing with the shares up by +24% on the cost basis
(which includes legal costs).
The question of whether the inflation that we are seeing is “transitory”
or not, and the associated potential for higher interest rates if it proves
not to be, is probably the critical one facing equity investors today.
Against this backdrop, we are comfortable with PSH as our largest
holding given: (i) their high-quality investee companies and associated
pricing power; and (ii) the interest rate “swaptions” held by PSH which
provide an asymmetric pay-off in the event of rising rates.
While PSH’s discount narrowed in to the low -20%s at the start of
2021 following its inclusion in the FTSE 100 index, it is back at 29%
at the time of writing. This seems very much anomalous to us even
though the company’s high costs shown in its Key Investor Information
Document (albeit a function of its outsized return in 2020 which
triggered a large performance fee) are unhelpful in attracting demand
from the wealth management investor community.
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Portfolio Review continued
CONTRIBUTORS
FONDUL PROPRIETATEA
Classification
Closed-ended Fund

Total return on position FY21 (local)2
n/a

% of net assets1
4.5%

Total return on position FY21 (GBP)
38.9%

Discount
-4%

Contribution (GBP)3
201bps

% of investee company
2.3%

ROI since date of initial purchase4
103.8%

Fondul Proprietatea (+2.01%)3
Fondul Proprietatea (FP) is a Bucharest- and London-listed closed-ended
fund originally set up to provide restitution to Romanian citizens whose
property was seized by the Romanian Communist government. Today,
FP provides exposure to some of Romania’s most attractive utility and
infrastructure assets, and has a policy of distributing all excess cash
and realisation proceeds to shareholders via dividends and buybacks.
FP has been part of AGT’s portfolio since 2015 and continues to be a
steady source of returns, this year contributing 201bps to AGT’s NAV
on the back of a share price total return of +51% which benefitted
from the compounding effect of an increasing NAV (up +28%) and
a tightening discount (from 18% to 4%).
While the 37% increase in value of FP’s stake in listed OMV Petrom
(13% of NAV at the start of the period) was helpful, it was yet again
Hidroelectrica – part of FP’s unlisted portfolio – that generated
the bulk of NAV returns. This came despite a lack of progress in
Hidroelectrica’s IPO. In one of its final actions before being voted out,
the previous government had banned the privatisation of state-owned
enterprises. A bill repealing this ban failed to work its way through
parliament before leadership elections within the ruling PNL party and
disagreements between the coalition parties brought essentially all
parliamentary business to a halt. We draw comfort from there being
a business-friendly majority in parliament and our base case at the
time of writing is for the coalition to be re-established, most likely
with a new Prime Minister in power.
We also note that FP’s investment manager, Franklin Templeton, has
indicated that a continued lack of progress on the legislative front
will see it look to independently IPO its 20% stake in Hidroelectrica.
Whatever the precise route by which Hidroelectrica becomes a listed
company, we see a significant amount of upside from its current
carrying value given its low-cost production, low CAPEX requirements
and associated high levels of free cash flow, and its status as what
would be the only pure-play listed hydroelectric company globally.

1
2
3

4

For definitions, see Glossary on pages 101 to 104.
Weighted returns adjusted for buys and sells over the year.
Figure is an estimate by the managers and sum of contributions will not
equal quoted total return over the financial year.
Figure quoted in GBP terms. Refer to Glossary on pages 101 to 104 for
further details.
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EXOR / CNH INDUSTRIAL
CNH Industrial is a capital goods
manufacturer, producing vehicles
for agriculture, construction and
transportation. Key brands include
Case, Steyr and Iveco. The company
has proposed splitting itself into two
separate divisions – On-Road and
Off-Road – in order to unlock value.
% of net assets

6.4%
* For definitions, see Glossary on pages
101 to 104.

Source / CNH Industrial
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Investment Review / Investment Manager’s Report continued

Portfolio Review continued
CONTRIBUTORS
AKER ASA

JARDINE STRATEGIC

Classification
Holding Company

Total return on position FY21 (local)2
50.1%

Classification
Holding Company

Total return on position FY21 (local)2
66.0%

% of net assets1
4.3%

Total return on position FY21 (GBP)
52.8%

% of net assets1
n/a

Total return on position FY21 (GBP)
53.6%

Discount
-28%

Contribution (GBP)3
191bps

Discount
n/a

Contribution (GBP)3
168bps

% of investee company
1.1%

ROI since date of initial purchase4
117.7%

% of investee company
n/a

ROI since date of initial purchase4
-1.6%

Aker (+1.91%)3
Aker was a significant contributor to your Company’s returns this year,
with returns driven by exceptional NAV growth of +124%. The shares
failed to keep pace with the NAV (returning +80%) and as such the
discount widened from 9% to 28%. We took advantage of this and
added to the position by approximately one-third over the period.
NAV growth was led by Aker BP whose shares rallied by +105%,
adding more than 50% to Aker’s NAV. As we noted in the Half Year
Report which was issued in May, the re-opening of physical economies
and improved prospects for global growth had spurred the oil price
from USD42 to USD63 from September to March. These trends
have continued with Brent crude prices pushing through USD80
in September for the first time in three years.
In the words of one strategist, oil has moved from a cyclical to a
structural bull market, with an expected continued imbalance between
supply and demand and an estimated USD600 billion capex shortfall
through to 2030. Aker has a history of zigging while others zag (Aker
BP was, after all, created in a low-price environment), and as such
we find it interesting that whilst most oil companies report limited or
negative growth outlooks, Aker BP targets a 70% increase in oil and
gas production in 2028 versus 2020. We believe that efficient low cost
producers have a role to play in meeting the (underestimated) medium
term demand for oil, and have the opportunity to create significant
value as capital flees the sector. This bodes well for future NAV growth
for Aker.
The other major driver of NAV growth was Aker Horizons – the
holding company established in 2020 as a platform for Aker to invest
in renewable energy and green technology. Over the last year Aker
Horizons has: (1) conducted a private placement and listed on the
Euronext Growth exchange; (2) acquired a 75% stake in Mainstream
Renewable Power, a renewable energy company in the wind and solar
energy markets, and (3) launched and listed Aker Clean Hydrogen,
a company focused on industrial clean hydrogen. In our view,
the creation of Aker Horizons is indicative of how family-controlled
companies think in generations not quarters, securing future growth
avenues. It is also a prime example of the active approach that the
best families take to creating value.
Since AVI first invested in Aker in 2008 we have earned an IRR of
+19% (in NOK). The prospect of continuing to align capital with the
family at a 28% discount to NAV is an appealing one.

1
2
3

4

For definitions, see Glossary on pages 101 to 104.
Weighted returns adjusted for buys and sells over the year.
Figure is an estimate by the managers and sum of contributions will not
equal quoted total return over the financial year.
Figure quoted in GBP terms. Refer to Glossary on pages 101 to 104 for
further details.
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Jardine Strategic (+1.68%)3
In previous monthly updates and in the Half Year Report, we commented
on the situation with Jardine Strategic (JS). The takeover offer from
Jardine Matheson, for the 15% of Jardine Strategic that it did not
already own, was a foregone conclusion and the takeover completed
on the 15th of April 2021. This takeover offer led to Jardine Strategic
contributing 168bps to NAV for the year, boosting performance from
strong NAV growth at the beginning of the calendar year.
The offer at USD33 was at a 20% premium to the undisturbed share
price prior to the offer, but at a 30% discount to our NAV estimate.
Due to the corporate structure, minority shareholders were not able
to stop the deal from completing when voted upon, although 53%
of minority holders voted against the deal. However, the Bermuda
Courts, where JS was incorporated, allow shareholders to appeal for
a fair value appraisal. We have gone down this route as we believe
that a fairer offer price would have been closer to Jardine Strategic’s
NAV, particularly as the listed nature of its investments means that
there was very little ambiguity over the value of the company. Progress
at this time is slow as the Bermuda Courts work through a COVID
induced backlog. However, at the time of writing a court hearing is
scheduled to discuss procedural matters and discovery to be provided
to the experts to make their valuation.
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DETRACTORS
NINTENDO
Classification
Asset-backed Special Situation

Total return on position FY21 (local)2
-14.8%

% of net assets1
3.0%

Total return on position FY21 (GBP)
-16.8%

Discount
-52%

Contribution (GBP)3
-81bps

% of investee company
0.1%

ROI since date of initial purchase4
-5.0%

Nintendo (-0.81%)3
Nintendo was the single-largest detractor from returns for the period,
detracting 81bps from performance with a total return of -16% since
initial investment. AGT initiated its position in Nintendo in February 2021.
The investment thesis was predicated on the high quality of its unique
intellectual property (e.g. Super Mario, Pokémon), as well as the
digital transformation of its business reminiscent of Sony during the
PlayStation 4 cycle.
The video game business has historically been characterised by
earnings cyclicality, with revenues and profits driven by the periodic
release of new consoles. In 2020, Nintendo’s management took
large strides in shifting its videogame business towards an attractive,
digitally focused model by introducing both subscription revenues
and downloadable content onto the Switch platform. The pandemic
served as a catalyst to move consumers online, making the digital
subsegment the fastest growing part of Nintendo, now accounting
for 47% of software sales and helping drive operating margins to 37%.
Moreover, Nintendo had opted to further monetise its world-class
IP by expanding into new areas – opening its first-ever theme park
and releasing trailers for a new Super Mario movie, which is slated
for 2022.

Turning to the second, Nintendo announced that it would be releasing
a Nintendo Switch OLED on 8 October 2021 – a moderately upgraded
version of the Switch with backwards compatibility. The new console
sold out within minutes on pre-orders. Nonetheless, some market
participants had been calling for a “Switch 2” style console with a
much more powerful chip, instead of the more minor upgrade that
Nintendo has opted for with the Switch OLED. We had maintained
that this would be a mistake, as such a console would not have
been backwards compatible with existing Switch games, effectively
making it much harder for Nintendo to build a sustainable ecosystem
around the Switch. While we recognise why hardcore gamers could
be disappointed with this console, we think that the announcement of
this upgrade reaffirms our initial investment thesis: Nintendo is moving
away from the cyclical business model dependent on successful new
console releases, focusing instead on building an environment in
which digital and recurring revenues – stickier and higher-margin –
play a larger role.
Overall, while the market performance to date has been disappointing,
we see no contradictory evidence that would lower the conviction in
our thesis. At the current share price, Nintendo trades at 8x forward
operating profits and 16x forward earnings, a valuation which we
believe does not adequately reflect the quality of Nintendo’s business.
Nor does it reflect the significance of the shift from a hardware-driven
business model to one focused on digital, recurring revenues and
increased IP monetisation.

Despite the ongoing transformation and deep moat given by IP,
the share price has fallen by -15% since the start of 2021. We believe
that fears have been stoked by the most recent quarterly earnings
release, which provoked concern of a cyclical peak in earnings,
and the announcement of the Nintendo Switch OLED – whereas
the market had been expecting a new, more powerful “Switch 2”
to be announced.
Turning to the first, the most-recent quarterly earnings release revealed
that net sales were down by -10% year-on-year, while operating profits
and margins declined, and digital sales fell as a proportion of overall
revenue. At first glance, these figures are discouraging, suggesting
that Nintendo may still be exposed to cyclical swings in earnings.
However, it is important to remember that the quarter one year
ago was a tough one comparatively, as during the COVID-induced
lockdowns many subscribers increased their levels of gaming (and,
necessarily, digital downloads) in the absence of regular socialising.
Furthermore, due to the pandemic, the Switch has suffered from
delays to the production of major new titles which were tipped for
release this year. If we take 2019 as a baseline, we see much more
encouraging figures: sales of the Switch have doubled, revenue is up
by +87%, and digital sales have grown by +148%.
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Portfolio Review continued
DETRACTORS
PERSHING SQUARE TONTINE HOLDINGS
Classification
Holding Company

Total return on position FY21 (local)2
-10.1%

% of net assets1
3.4%

Total return on position FY21 (GBP)
-10.1%

Discount
-2%

Contribution (GBP)3
-70bps

% of investee company
n/a

ROI since date of initial purchase4
-10.4%

Pershing Square Tontine Holdings (-0.70%)3
Pershing Square Tontine Holdings (PSTH; Pershing Square’s US-listed
SPAC), was the second-largest detractor over the period with its -12%
share price decline deducting 70bps from AGT’s NAV. We invested in
PSTH in June 2021 following its announcement of a deal to acquire a
10% stake in Universal Music Group (UMG), a then-unlisted company
that we knew well from previous research on its then-majority owner
Vivendi. The decline in PSTH’s share price that accompanied the
announcement of the deal was, we believe, driven by retail investors
who had hoped for a more “exciting” target. We were happy to take
advantage of this sell-off to acquire an indirect position in a high-quality
business with attractive secular growth prospects at what we believed
to be a compelling valuation.
However, subsequent to our purchase of PSTH, it was announced
that the UMG transaction had been blocked by US regulators who
had objected to the deal structure. As a result, the UMG purchase
agreement was re-assigned from PSTH to London-listed Pershing
Square Holdings (PSH). This meant that we still gained exposure
to UMG via our long-standing position in PSH, albeit in a less
concentrated fashion than would have been achieved had the original
deal terms stood. UMG’s share price performance since listing has
confirmed our view that Pershing Square’s acquisition price was highly
advantaged, with the shares up by +24% on a cost basis (which
includes legal costs). Nevertheless, PSTH’s shares understandably
declined on the news of the broken deal.
Although PSTH trading below its cash balance offers an attractive
risk-adjusted return given the free optionality, we are not short of other
alternative homes (both in new and existing investments) for the capital
that offer higher prospective absolute returns. Initially, we replaced our
direct exposure to PSTH with a total return swap with a well-known
investment bank at a modest cost of financing to free up capital (only
30% margin was required). We then took the decision subsequent
to the financial year-end to exit the position entirely to fully release
the capital.

1
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3

4

For definitions, see Glossary on pages 101 to 104.
Weighted returns adjusted for buys and sells over the year.
Figure is an estimate by the managers and sum of contributions will not
equal quoted total return over the financial year.
Figure quoted in GBP terms. Refer to Glossary on pages 101 to 104 for
further details.
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DETRACTORS
ASSOCIATED BRITISH FOODS
Classification
Holding Company

Total return on position FY21 (local)2
-13.0%

% of net assets1
2.5%

Total return on position FY21 (GBP)
-13.0%

Discount
-43%

Contribution (GBP)3
-47bps

% of investee company
0.2%

ROI since date of initial purchase4
-13.0%

Associated British Foods (-0.47%)3
Associated British Foods (ABF) is a UK conglomerate involved in
retailing, grocery, agriculture, sugar and ingredients. It owns some of
the best-recognised brands in UK food and retail, including Primark,
Twinings, Ovaltine, Jordans, Dorset, Ryvita, Patak’s, Blue Dragon,
Silver Spoon, and Billington’s. Primark is the single-biggest division,
accounting for almost half of sales in 2019 (i.e. prior to the pandemic).
ABF is controlled by the Weston family whose charitable trust,
Wittington Investments, owns 55% of the shares.
We initiated a position in ABF in November 2020, believing that the
share price at the time inadequately reflected Primark’s potential for
a recovery following lockdowns. Since that date, we have earned a
total return of -13% on our position, reflecting the market’s growing
pessimism over ABF’s/Primark’s future. We believe that this pessimism
is misplaced.

2. ESG: Consumers are becoming increasingly environmentally
conscious which, given Primark’s fast fashion offering, may be a
concern for future growth. We recently listened in to Primark’s own
dedicated “ESG Day”, in which ABF and Primark management
outlined the steps that they were taking to, within the next
decade, make the business more sustainable, including better
durability and recyclability, sustainable agricultural practices, and
insisting on living wages for suppliers’ workers. In our view, ABF’s
management is inherently conservative, and would only outline
goals that it believes have a high probability of being achieved.
Integrating ESG into Primark potentially adds a fourth leg to the
core offering – great clothes, great prices, great locations and,
now, ethically sustainable.
3. Growth/expansion: Aside from the pandemic, Primark has had
some issues getting the format of its stores right when expanding
into markets such as the US and Germany. In our view, these
issues have been settled, and Primark’s growth trajectory in the
US and Europe looks very promising and has years of runway
ahead of it. The total store network numbers some 400 locations,
compared to larger peers whose stores in Europe and the US
number in the thousands.
We estimate that, using reasonably conservative inputs, the market
is implicitly valuing ABF on 5-6x operating profits, which we believe
is a remarkable price for a business with a significant competitive
advantage and a large runway of growth ahead of it.
Outside of Primark, ABF has many other attractive characteristics.
The other four divisions are of good-to-excellent quality, providing
growing cash flows without requiring additional capital and earning
attractive returns on capital. The presence of the Weston family is also
beneficial, providing a long-term vision for the group. We have been
encouraged in our dialogue with members of management to hear
them repeatedly emphasise the importance of thinking long-term,
and undertaking business in a sustainable, ethical manner.

It is impossible to talk about ABF without talking about Primark,
being the largest single division. Its competitive position is built on
three core offerings: fashionable clothes, at affordable prices, in great
locations. In 2019 (the last year before the pandemic), revenues were
GBP8bn, and had grown at mid-double-digits over a long period
of time. Primark’s low-cost, high-volume approach drove significant
scale, allowing it to re-invest cost savings in lower costs for consumers
Overall, we are excited to gain exposure to a world-class stable of
– creating a significant competitive edge and customer loyalty in the
businesses, led by a strong founding family, at a discount of over 40%.
process, allowing it to consistently earn attractive margins and high
returns on capital.
We believe that ABF’s low rating currently reflects investors’ concerns
over Primark. We address these issues below and present what we
hope are convincing counterarguments.
1. Online: Primark has a low online presence, effectively operating
just a “magazine-style” website and social media accounts. This
leaves it vulnerable to competitors that sell online at a time when
retail is increasingly going digital. In our view, this is a legitimate
concern, but overblown. Firstly, Primark sales recovered strongly
after lockdowns were eased, with third-quarter like-for-like sales
growing by +3% compared to 2019. Furthermore, Primark is
maintaining market share in retail in the UK (including online),
suggesting that it is able to compete effectively with its online
peers. It is worth noting that Primark has recently revamped its
website to offer more granular views of its range, as well as details
of whether particular stores stock particular items. In our view,
this may be a prelude to Primark initiating a click-and-collect
offering (although management have been reticent to say too
much on this topic). The introduction of a click-and-collect
offering would go a long way to easing investors’ minds about
the future of the business.
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Portfolio Review continued
ASSOCIATED BRITISH
FOODS / PRIMARK
Primark is a fast-fashion retailer,
selling fashionable clothes at great
prices to consumers. The company
has just under 400 stores, and plans
to expand in continental Europe and
the United States.
% of net assets

2.5%

S
 ource / Primark/Cloud9
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