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Summer in the UK suddenly seems like a long time ago, a sepia-toned fading memory of a world where
we could go out and do stuff. At Evenlode we have continued to work from home with just the
occasional get-together in the office (orchestrated safely of course). We would like to take this
opportunity to offer our thanks to the Evenlode team, who have diligently carried on the work of
analysing companies, considering portfolio changes, making them happen and communicating with
the outside world. We are also grateful to all of our operating partners for their remarkably smooth
transition into the new normal and are pleased to report that our operations have continued as normal,
despite the shift to remote working.

Equity markets appear to have got used to the new normal as well and are shrugging off the looming
winter with its likely lockdowns and lack of Christmas parties, instead looking to the bright side. As
we’ll discuss in more detail below, for investors who were willing to ride out the mid-year market
volatility, returns have been acceptable if not spectacular for the fund and its benchmarks.

Washing hands

So how has the market managed to remain chipper in the face of a dismal-looking festive season?
Whilst the pandemic response has been very bad for some companies, and of course the individuals
who work for them, it hasn’t had the same effect across all sectors of the global economy. We can’t
comment on every company of course, but your fund’s portfolio gives us a window into the economy,
one that we look through on a quarterly basis thanks to mandated corporate reporting.

As the global economy locked down early in 2020, we reviewed the fund’s portfolio, characterising
companies into three buckets. The first contains firms where we thought there was a reasonable
chance of them continuing something like normal operations, and where demand for their goods and
services was likely to face limited disruption. We called this bucket ‘business almost as usual’. There
is no usual at the best of times, let alone now, but the label seemed to work. It includes companies like
IT consultancy Accenture, healthcare firm Roche, and consumer goods giant P&G.

The second bucket we dubbed the ‘walking wounded’, firms where there would be an impact but it was
unlikely to be very severe, perhaps due to the company having multiple business lines. For example
Swedish technology company Hexagon, a holding we initiated in March, derives some of its revenue
from the oil and gas sector. This part of the economy has been particularly badly hit by the global
economic slowdown, and longer-term trends towards sustainability are not in its favour either.
However, for Hexagon other industrial and agricultural applications using the firm’s positioning
technology are relatively unaffected. Other examples in this bucket include Australian medical
services provider Sonic Healthcare, and German industrial-consumer conglomerate Henkel.

The third bucket was reserved for businesses that were in all likelihood going to suffer quite badly
(labelled as ‘severe cases’), and we naturally paid even closer attention to these businesses. While we
are by nature long-term investors, we are also conscious of the short-term risks that businesses face
and will sell if there is a high likelihood of permanent loss of capital for our co-investors. Conversely,
we should certainly not panic and sell a good business just because it is likely to have a difficult
quarter or two. While the third bucket was a relatively low proportion of the fund, it did contain
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examples from both the ‘keep’ and ‘sell’ sides of the coin. For example, we continue to hold recruiters
Adecco and PageGroup, who have solid financing to weather the storm, but disposed of Disney. The
decision to sell was attributable in part to concerns around the long-term competitive dynamics in the
world of consumer media, but also to shorter term factors. The firm’s debt burden has increased
following the acquisition of 21t Century Fox and combines negatively with the near-term demand
shock of its parks and resorts shutting down.

We have continued to find these categorisations helpful as the coronavirus situation has evolved; they
have enabled us to map corporate response and performance during the pandemic, and to make
decisions at an individual stock and portfolio level. We have re-classified a few companies as things
have developed, but by and large our categorisations have remained intact. As we stand in early-
October, 57% of the portfolio is in the ‘business almost as usual’ category, a third make up the ‘walking
wounded’, and just 6% are ‘severe cases’. These proportions have remained broadly static but work has
been going on under the bonnet; we made disposals of Sabre, Informa, Disney and Boss, all of which
were in the severe cases class. We also bought a severe case, ticketing company CTS Eventim, on
which we have written previously.
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The chart above shows the most recent view through the corporate reporting window, from the second
quarter of the year to the end of July 2020, grouped according to our Covid classifications. This time
was a real acid test, a quarter when lockdowns were at their peak and many sectors of the economy
were suffering. In aggregate the results experienced by companies mirrored the expectations implied
by our categorisations. The majority of the portfolio companies we have classified as experiencing
business almost as usual showed exactly that, with revenue and profitability flat compared to the same
quarter in 2019. The walking wounded had revenues down in the low double digits, with operating
leverage and additional Covid-related costs sending profitability down by a third year on year. As the
above chart shows, profitability was wiped out for our small number of severe cases.
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The market price reaction has also matched our categorisations, and in the mix there are reasons to
be cheerful. Flat profitability is a good result in the circumstances and shows that at least parts of the
economy can cope with coronavirus. A positive market reaction is perhaps a rational response.
However, those companies more affected by the effects of lockdown did see share price declines, with
the market washing its hands of the more difficult cases.

We believe all of the companies remaining in the portfolio have good long-term prospects, despite
any short-term wobbles, and we have moved to make the most of valuation opportunities as they have
arisen. However, it is really companies thriving into the future that will drive long term returns, and
we are certainly looking forward to coming out of the other side of what may be a difficult winter.

Making space

Before we take a deep dive on performance, a final word on portfolio turnover. Having made a number
of disposals and acquisitions over the last seven months it may sound as though there has been a
radical reshaping of the portfolio. Whilst activity has been elevated it has not been dizzyingly high,
and we retain many great stalwarts who, barring the unexpected, we expect to be part of the fund for
many years to come.
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That said, some changes have been made and the sales we have undertaken for fundamental reasons
have made space for a few new holdings. The portfolio’s turnover, as measured by sales within the
portfolio compared to the average fund size, has averaged in the mid-teens since launch nearly three
years ago, and for the last year has been 21%. The chart above depicts this on a quarterly basis and
shows that whilst activity ticked up in the last quarter it was by no means frenzied. This is as we would
expect during a time of economic and market volatility, and there will be quieter times in the future -
although we can’t be sure when.

Fund performance - The headlines

The Evenlode Global Income fund’s performance for the last quarter and over the last year is
summarised as follows:

Total Return Q32020 1 Year to End-September 2020
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TB Evenlode Global Income - 1.8% -0.2%
B Acc GBP

Comparator Benchmark - 3.2% 5.2%
MSCI World

IA Global Equity Income Sector | 1.3% -3.9%

Total Return, GBP terms. Source - Financial Express. Past performance is not a reliable indicator of
future performance.

The last year has been a period of modest performance for the fund, particularly compared to the
benchmark of the MSCI World index, although it is ahead of the sector of other global income
strategies. The performance relative to the MSCI World has been driven by the information
technology sector, which we’ll get into the detail of below.

Which companies contributed in the quarter?

The table below shows the top five and bottom five contributors to total return of the fund:

Q32020 (%) Total Return Contribution to Fund Return
Hexagon AB Class B 24.0 0.7
C.H. Robinson Worldwide, Inc. | 24.2 0.5
Unilever PLC 10.6 0.5
Fuchs Petrolub SE Pref 21.1 0.4
Henkel AG & Co. KGaA 7.5 0.4
RELX PLC -6.9 -0.2
GlaxoSmithKline ple -10.2 -0.2
John Wiley & Sons, Inc. Class A | -21.6 -0.5
Cisco Systems, Inc. -18.6 -0.5
Intel Corporation -16.7 -0.7

Total Return, GBP terms. Source - Factset

At the top of the list are four companies that are exposed to a greater or lesser extent to global
industrial production and that have enjoyed better sentiment towards their businesses as the world
has learned to cope with Covid-19. Both Henkel and Fuchs Petrolub have exposure to industry in
general, and the automotive sector in particular, which has reopened in recent months. Consumer
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goods company Unilever enjoyed better-than-expected results. In addition to the reported financial
performance figures we discussed above, the outlook for many of these businesses has improved.

Negatively, two technology hardware businesses were a drag on performance. Computer processor
maker Intel announced further delays to deploying its next generation of manufacturing capability
(dubbed “7nm’, although this is more of a marketing label than an actual description of transistor
scale). It is also facing increased competition from arch-enemy AMD on one side, and challenges from
customers in-sourcing chip design, as Apple have done for their notebook computers. We have carried
out in-depth research on the prospects for Intel, talking to a number of experts in the field and are
comfortable that there are elements of Intel’s business model that are very hard to replicate, notably
system design, optimisation and security of supply. We will of course continue to monitor the
company’s prospects as the competitive landscape develops.

Cisco underperformed as results showed the impact of reduced corporate network spending in the
face of economic uncertainty, but we don’t think this is a long-term issue for the company.

Sector view

There are many ways to look at the performance of sectors within the portfolio. At its most basic we
can look at the contribution of a sector to the overall performance of the portfolio, but we can also look
at the performance against the fund’s benchmark to get an insight into what’s driving relative
performance. Both are summarised in the table below which extracts sectors of interest and is ordered
by the relative impact on returns compared to the MSCI World benchmark. A full table with sub-sector
breakdowns can be found in the note at the end of this report.

Q32020 (%) Portfolio Total Return Contribution to | Contribution
Average Portfolio Relative to

Selected sect GICS

electe ‘sec s Weight Return MSCI World
Economic Sector):
Financials 1.5 13.6 0.2 0.9
Energy 0.0 0.0 0.0 0.7
Consumer Staples 21.2 6.3 1.3 0.7
Communication
Services 7.5 -4.7 -0.3 -0.6
Consumer
Discretionary 6.7 -0.1 0.1 -1.0
Information
Technology 25.9 -1.6 -0.5 -2.1

Total Return, GBP terms. Source - Factset
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As trailed above, the information technology sector is the main cause of the difference in performance
between the fund and the MSCI World benchmark. The sector is driven by some very big companies,
with Apple and NVIDIA alone contributing over one percentage point of the MSCI World’s 3.2%
return in the quarter. Conversely, the fund’s technology holdings fared relatively poorly during the
quarter, led by Cisco and Intel, but even the mighty Microsoft saw its share price moderate following
very strong performance both before and after the pandemic struck.

Whilst the market performance of some holdings was negative, we believe that the valuations on offer
are compelling and are satisfied with the balance of quality and value within the portfolio.

Positive contributions relative to the sector came from two of our most underweight sectors, financials
and energy, the latter of which the fund has no direct exposure to. Firms in these sectors have been
badly hit by reduced demand and, in the case of banks, low interest rates. Within the financials sector
exchange operator Euronext enjoyed strong returns for the fund.

Quarterly view

Quarterly total return — Q4 Q1 Q2 Q3 1 Year to End-
Last four quarters 2019 2020 2020 2020 September 2020
TB Evenlode Global Income B Acc GBP | -1.2% -15.0% | 16.8% 1.8% -0.2%
Comparator Benchmark - MSCI World | 1.0% -15.7% | 19.8% 3.2% 5.2%

IA Global Equity Income Sector 1.2% -17.9% 14.2% 1.3% -3.9%

Total Return, GBP terms. Source - Financial Express. Past performance is not a reliable indicator of
future performance.

The last year has been dominated by the volatility seen in March and the subsequent rebound in
equity markets. Things have settled down more recently, although this does mask some big
differentials between the performance of companies within subsectors, and between sectors. During
the third quarter the GICS energy sector was down by 19.4% for example, whilst the consumer
discretionary sector was up 10.9%.

Looking ahead

In our search for the dual pillars of quality and value in the equity market we understand that valuation
opportunities often come with share price volatility. Lower prices can indeed be the investor’s friend,
as long as they don’t reflect a fundamental deterioration of a company’s prospects. A slowdown in the
pace of rebound in markets more broadly is thus welcome. It means we can continue to invest with
confidence that the prices we’re paying for businesses reflect not just the opportunities that
companies can capture but the risks that they face too. We don’t know how the coming quarters will
pan out with coronavirus continuing to dominate the news and the economic landscape, and we would
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welcome some continued calm as we're sure others would too. But if there is more volatility then we
will look to make the most of any opportunities that might arise.

Ben Peters, Chris Elliott and the Evenlode team
12th October 2020

Please note, these views represent the opinions of the Evenlode team as of 12" October 2020 and do not
constitute investment advice.

Full list of sector contributors

Q32020 (%) Portfolio Total Return Contribution | Contribution
Average to Portfolio Relative to

gzz:z: (GUCS Leonormitc Weighgfc Return MSCI World
Total 100.00 15 15 -1.7
Financials 1.5 13.6 0.2 0.9

Energy 0.0 0.0 0.0 0.7
Consumer Staples 21.2 6.3 1.3 0.7
Materials 2.0 21.1 0.4 0.2

Real Estate 0.0 0.0 0.0 0.2

Utilities 0.0 0.0 0.0 0.1
[Unassigned] 0.0 0.0 0.0 0.0

[Cash] 2.7 0.0 0.0 -0.1
Industrials 14.1 3.9 0.6 -0.2

Health Care 18.4 -1.6 -0.3 -0.5
Communication Services | 7.5 -4.7 -0.3 -0.6
Consumer Discretionary | 6.7 -0.1 0.1 -1.0
Information Technology | 25.9 -1.6 -0.5 -2.1




