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Commentary Fund Details
The portfolio declined 6.5% in a bruising month for emerging markets. US macro
data remained strong, which prompted a re-think on the potential duration and
magnitude of Fed monetary tightening and a notable increase in Treasury yields.
Tensions between the US and China flared up again after the former shot down a
balloon that had passed over its territory and as the White House warned China not
to supply Russia with weaponry to support its war in Ukraine. Chinese investments
accounted for half of the drawdown, which was concentrated in the internet space,
where we have been lately adding. Meanwhile, markets such as India and
Indonesia, where we see a compelling longer-term investment opportunity,
continued to tread water after strong performance last year.

After a prolonged period of share price weakness, we see Alibaba as a Deep Value
play. The shares trade at just over 9x adjusted forward earnings, or 13x reported
earnings. However, cash on the balance sheet plus assorted minority investments
accounts for roughly one third of market cap. Moreover, broad swathes of the
Alibaba ecosystem, such as food delivery (China’s #2 player), cloud (China’s #1
player), international e-commerce, digital media and entertainment and 1P
commerce have obvious value in their own right yet are still sub-scale and thus
make a limited contribution to profitability. On a sum of a parts basis, then, it
becomes clear that the traditional 3P e-commerce platforms – Tmall and Taobao –
are being accorded very lowly valuations indeed. Moreover, some of the drags on
the share price – macro slowdown, the internet backlash – would seem to be
abating.

Nevertheless, the shares were weak in February, detracting 0.8% from NAV. This
was despite results for the last quarter of 2022 which beat expectations. Revenues
were only up 2% YoY, which reflects the sluggish economy late last year, but self-
help efforts reaped an early reward with adjusted EBITA margins at 21% compared
to 17.5% in the prior quarter. Nascent business ventures such as Taocaicai
(community e-commerce) saw reduced losses as they acquired scale, whilst there
were marked improvements in international e-commerce and local consumer
services. Such progress came rather sooner than we were assuming and should
have been supportive of the shares. On the call, however, management flagged
that they plan to boost investment this year in order to support their core
competitive position, which has been under threat for some time now from a
miscellany of rivals. This is still consistent with our modelling (we see a modest
80bp improvement in adjusted EBITA margin this year, and doubt Alibaba will ever
get close to the margins that prevailed a few years ago). The market, perhaps
hoping for a more significant turnaround, took the comments negatively.

The broader point is that whilst signs are emerging that business is reviving as
China gets back to normal, investors remain skittish about competitive dynamics in
the internet space and it will take time for companies to show that they are firmly
on a path to improved profits. Thus, JD.com detracted 0.6% from NAV on news
reports that they plan a RMB 10bn consumer subsidy programme. Whilst there is a
clear attempt underway at the company to ensure it is price competitive,
management subsequently reiterated that this will not invalidate earlier guidance
that group margins should increase this year. And Meituan deducted 0.7% from
NAV as the market chose to focus more on competitive threats from short video
platform Douyin and less on the potential boost to business from re-opening. All in
all, the magnitude of share price gyrations in the Chinese internet sector in the last
couple of months perhaps reflects the fact that investors remain bruised by the
bear market of the last couple of years and are still nervous of buying back in,
despite lower prices and a more stable policy backdrop.
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Objective

The Fund’s Investment objective is to generate capital growth over a medium to long term time horizon by investing in a concentrated portfolio of

long-only equity ‘best ideas’ from across the Emerging Markets. Typically, the Fund will hold 25 - 40 equity long positions. The portfolio manager, Ed

Butchart, has refined a disciplined investment process that looks to identify and invest in three types of companies, Compounders, Dynamic Change

and Deep Value. The team also follow a rigorous approach to selecting companies with a good ESG rating and the Fund is an article 8 fund under EU

SFDR regulation. The Fund is actively managed and not managed by reference to a benchmark.
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China Mengniu Dairy was also a disappointing performer in February,
deducting 0.4% from NAV. There was no obvious reason for the
pullback. Management spoke to investors during the month and noted
that whilst Q4 sales were volatile, for obvious reasons, Chinese New
Year sales had been better than expected and a business recovery
this year should be supplemented by stable raw milk prices,
supporting margins. We continue to see the stock as a reopening
beneficiary, given that demand for products such as chilled yoghurt
and refrigerated milk drinks was hit by the earlier lockdowns. Rather
than looking through the downturn, the market has de-rated the
shares as well, making for an unusually attractive entry point in our
view.

Korean telecom KT Corp detracted 0.4% from NAV. We had seen this
as a Deep Value idea, with a P/E multiple below 8x and a dividend
yield in excess of 6%. The historic negative catalysts of undue
government intervention and intense competitive pressure have faded
of late, whilst CEO Ku pushed through a programme of corporate
restructuring and streamlining that boosted margins and increased the
dividend payout ratio. Mr Ku was expected to have a second term of
office confirmed, but February saw him withdraw his candidacy after
opposition from the National Pension Service. A new CEO selection
process is now underway, with two current executives and two former
executives apparently on the shortlist. It will be important that
whoever is selected re-commits to the shareholder-friendly reforms
that Ku initiated.

Cinema operator PVR deducted 0.4% from NAV. To some extent, this
reflected a broader malaise in the Indian market, which has struggled
this year as investors have rotated into other geographies for their
perceived rebound potential. The long-term investment case for the
company continues to be based on the potential for structural growth
in multiplex cinemas in India, supplemented by a guided INR 2.25bn

of synergies from the recent merger with main rival Inox Leisure.
However, the shares have remained sensitive in the short-term to
continued volatility in the performance of Bollywood movies. Whilst
Pathaan recently broke box office records, other releases have
garnered a distinctly muted reaction and there is a sense that post-
Covid, consumers have become more selective in their film-going
choices. Management expressed confidence in a recent meeting with
us that the upcoming pipeline should garner good traction.

A stock that managed to eke out share price gains in February was
Proya Cosmetics (+0.3% NAV). Management has been on the road
meeting investors and has expressed confidence in this year’s outlook,
driven by product upgrades and new product launches. The Proya
brand continues to gain ground, securing a #4 rank on Tmall so far
this year and winning greater interest from higher-income consumers.
Meanwhile, sales of the Timage make-up brand are expected to
double this year. Though Proya used the Covid years to shift
significantly to online sales and livestreaming, 2023 should see a
rebound in offline channels as population mobility improves. We see
group revenues growing 25% this year and, with its market share still
only around 2-3% of total cosmetics spending, it is clear that there is
still a long growth runway ahead.

Notwithstanding February’s wobbles, we still think that the Chinese
recovery trade has further to go, with the market trading on a modest
10.7x forward earnings, those earnings expectations stabilizing after a
prolonged drawdown, and at least RMB 8trn of ‘excess’ bank deposits
after local savers shied away from risk assets last year. Similarly, we
continue to expect that longer-term growth opportunities in South
East Asia, Central Europe and elsewhere will compound shareholder
value over time.
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Commentary Continued

Performance*

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC YTD

2023 4.8 -6.5 -2.0%

2022 -2.8 -0.4 -0.4 -7.0 0.4 -7.6 1.4 -1.4 -7.1 -3.6 11.7 -1.3 -17.9%

2021 -0.3** -0.3%

WEIGHT (%)

Positions >4% 30.6%

Positions 2-4% 47.5%

Positions <2% 17.4%

Total 95.4%

Position Size

No. of Positions 34

Active Share 83.3%

Dividend Yield 2.0%

Fund Statistics Portfolio ESG Scores

Kepler ESG Score* Portfolio Weight (%)

5 13.9%

4 17.2%

3 53.8%

2 15.1%

1 0.0%

*Kepler ESG ratings are an independent evaluation by the investment manager of

the ESG characteristic of each company that the fund is invested in. A score of 1-

5 is given (5 being the best) based on five distinct questions. The fund will only

invest in 2 rated companies and above.

*Return figures are since inception on 10th December 2021. All figures as at 28th February 2023. Past performance is not necessarily a guide to future performance. The value

of investments and the income from them may fall as well as rise and you may not get back the amount of your original investment.

**December 2021 performance is part-month only, starting with the inception of the fund on 10th December 2021.

Source: Kepler Partners LLP     
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As at 28th February 2023.
Source: Kepler Partners LLP

February 2023

REGION COUNTRY WEIGHT (%)

Asia – Emerging China 31.0%

India 13.9%

Indonesia 7.4%

Total 52.3%

Asia - Developed Hong Kong 7.3%

South Korea 5.9%

Taiwan 7.8%

Total 21.0%

EMEA Poland 4.1%

Saudi Arabia 1.0%

South Africa 2.3%

UAE 0.9%

Total 8.4%

LATAM Argentina 1.5%

Brazil 4.4%

Mexico 7.9%

Total 13.8%

North America United States 0.0%

Total 0.0%

Total 95.4%

Exposures

SECTOR WEIGHT (%)

Communication Services 9.8%

Consumer Discretionary 11.7%

Consumer Staples 31.3%

Financials 25.3%

Industrials 0.5%

Information Technology 15.9%

Real Estate 0.9%

Total 95.4%

MARKET CAP EXPOSURE

25Bn+ 52.4%

10-25Bn 15.3%

5-10Bn 18.0%

1-5Bn 9.7%

Total 95.4%

WEIGHT (%)

Top Ten Positions

COMPANY WEIGHT (%) COUNTRY SECTOR

HDFC Bank 6.5% India Financials

AIA Group 5.3% Hong Kong Financials

China Mengniu Dairy 5.2% China Consumer Staples

Tencent Holdings 5.1% China Communication Services

Bank Rakyat 4.4% Indonesia Financials

Dino Polska 4.1% Poland Consumer Staples

TSMC 3.9% Taiwan Information Technology

Chailease Holding 3.9% Taiwan Financials

Budweiser Brewing 3.8% China Consumer Staples

Wal Mart de Mexico 3.7% Mexico Consumer Staples

Total 45.8%

Source: Kepler Partners LLP     
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This factsheet is produced by the Investment Manager for marketing purposes only and does not constitute an offer or solicitation to subscribe for

shares in the KLS Corinium Emerging Markets Equity Fund (the “Fund”). For more information on the risks associated with the Fund, please refer to

the sections entitled Risk Factors in the Prospectus. Full details regarding the Fund are set out in the Key Investor Information Document (the “KIID”),

the Prospectus, the Instrument of Incorporation and the latest Financial Statements published for the Fund (the “Fund Documents”). Before any

subscription, you should read the Fund Documents. The information provided in the Fund Documents should not be considered a recommendation to

purchase or sell any particular security. Any securities or sectors referred to in this factsheet must not be taken as an investment recommendation or

indication that investments in the same will be profitable. The price and value of investments can go down as well as up. Income may fluctuate

reflecting changes in market conditions, currency movement and taxation liabilities. Investment in the Fund described in this factsheet carries a

substantial degree of risk. You may not get back the original amount invested.

The Fund documents may be obtained by contacting Kepler Partners LLP. If you are uncertain as to the suitability of an investment in this Fund you

should obtain further information and request professional advice before making an investment. The distribution of this factsheet may be restricted by

law. This factsheet may not be issued or used in any jurisdiction except in full compliance with any applicable laws and regulations. Persons to whom

this factsheet is communicated should inform themselves about and observe any such restrictions.

The Fund is not offered or sold to “U.S. Persons” as defined in Regulation S of the U.S. Securities Act of 1933. This factsheet is reserved for

professional clients as defined by the European Directive 2004/39/EC and is not for retail distribution. Any entity responsible for forwarding this

material to other entities takes responsibility for ensuring compliance with applicable financial promotion rules. This factsheet is a confidential

communication solely for the use of the persons to whom it is distributed to by Kepler Partners LLP.

Kepler Partners LLP is regulated by the Financial Conduct Authority in the United Kingdom.

Swiss Disclosure: The distribution of Shares in Switzerland in relation to KLS Corinium Emerging Markets Equity Fund (the “Fund”) will be

exclusively made to, and directed at, qualified investors (the “Qualified Investors”), as defined in the Swiss Collective Investment Schemes Act of 23

June 2006, as amended (“CISA”) and its implementing ordinance (the “Swiss Distribution Rules”). Accordingly, the Funds have not been and will not

be registered with the Swiss Financial Market Supervisory Authority (FINMA). The representative in Switzerland is FundRock Switzerland SA (formerly

ARM Swiss Representatives SA), Route de Cité-Ouest 2, 1196 Gland, Switzerland. The paying agent in Switzerland is Banque Cantonale de Genève,

Quai de l’Ile 17, 1204 Geneva, Switzerland. The Prospectus (and any supplement thereto), the Instruments of Incorporation, KIIDs and Annual

Financial Statements can be obtained free of charge from the representative in Switzerland. The place of performance and jurisdiction is the

registered office of the representative in Switzerland with regards to the Shares distributed in and from Switzerland.

Disclaimer

NAV PER SHARE ISIN INCEPTION DATE

Class F USD 80.24 IE0001UKK3A2 10/12/2021

Class F GBP 87.67 IE000BK1MJQ3 10/12/2021

Class F GBP Dist. 87.67 IE000KEZX836 10/12/2021

Class F EUR 85.53 IE000O7R8YS9 10/12/2021

Class F CHF 81.59 IE000O4CLC56 10/12/2021

Class I GBP 92.03 IE000KLNSDH8 18/02/2022

Class I EUR 95.10 IE000I1DA722 07/10/2022

Share Classes

As at 28th February 2023.
Source: Kepler Partners LLP
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