
Dear Investor,

The Blackwall Europe Equity Fund was –3.26% in Q1, compared to the Stoxx 600 NR Index of +8.20%.

Assets under management increased substantially to EUR 124.2m.

The performance of the Fund for Q1 can be broken down into 3 distinct phases: 1) the initial 4
weeks (–0.27%) which was a steady period of consolidation after the strong performance of
December; 2) this was followed by a solid two week performance until mid-February (+9.41%), 
3) which then turned into one of the strongest declines we have observed in recent years (–11.35%
from its peak on February 16); overall translating into a performance of –3.26% for Q1 2021. In this
context, it is worthwhile to note, that it was not any single stock accounting for the decline, but it
was more across the board, with the top 10 positions accounting for about 95% of the negative
performance. The purpose of this newsletter is to both provide some detail on what has happened
since mid-February and to also offer some thoughts for the coming quarters.

Higher interest rates and sector rotation

Although US interest rates have been on the rise ever since Q3 2020, their overall low level has
not been a source of much concern. The announcement of a vaccine in mid-November 2020
caused temporarily an inflation scare, leading to a sector rotation, selling growth, and buying value
and recovery stories. This was though short-lived and most of the growth stocks managed to attain
new highs soon thereafter. However, once out of the bottle, the inflation scare did not walk away.
Fuelled by new fiscal stimuli, an unrestrained monetary policy and a wide range of supply chain
disruptions causing product shortages and price hikes, inflation scares and rising interest rate
worries returned to take centre stage notably as of mid-February 2021. 

The subsequent sector rotation caused major share price declines at fast growing companies
and sectors such as technology, which in turn created a substantial burden for the performance
of our Fund. The world is never black or white, but I would argue that there have been a lot of dark
areas among US tech companies in terms of valuations (some truly irrational). On the other hand,
we would consider European growth companies to be relatively reasonably valued with occasional
exceptions to the rule. Yet European growth declined in sympathy with the US in a similar
magnitude.

When it comes down to interest rate changes, it is overall fair to say, that longer duration business
cases (“growth stocks”) are more sensitive than so-called “value stocks”, i.e., short-term losses
followed by late stage FCF with a high contribution from terminal value compared to a flatter line
of FCF generation. But what is growth and what is value today? Is there any value in a loss-making
airline that needs occasional recapitalization with the hope for a return to profitability in future
years, but already trading close to previous highs (based on market capitalization and not in terms
of diluted share price)? Is its FCF profile so different from that of growth stocks, with the noticeable
difference that growth might be cyclical rather than structural? Do all growth stocks need to have
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a profile of making losses short-term, just turning positive in several years from now, and trading
at high valuations? In our view the answer is full-heartedly: no – differentiation is needed. 

To give an example: Carvana is a US tech company in the area of buying and selling used cars
online. It is priced at a market capitalization of ca USD 45bn, trading at 5.4x EV/sales for 2021 with
revenues growing at about 55% this year and thereafter dropping quickly towards 35-38% YOY
growth. No profit ever generated, maybe break-even in 2022. Auto1 Group’s IPO in Europe back
in last February took place at a high valuation, currently priced at a market capitalization of ca EUR
10bn. At EUR 2.8bn revenues for 2020 and a 40% YOY growth rate, dropping quickly to the 20%
range, it trades at about 2.6x EV/sales and neither ever generated a profit. Admittedly, this is one
of the darker spots in Europe. However, we are invested in a Finnish company called Kamux.
Kamux has a market capitalization of EUR 525 m. It generates ca EUR 835m in revenue for 2021
and is expected to grow at a minimum of 20% a year – thus somewhat lower than Carvana, but
not necessarily Auto 1 beyond 2021. However, it reports a 4% operating profit margin (target:
3.5%+) and a ROE in excess of 25%. It even pays a dividend, allowing for a 1.6% dividend yield.
The company has a solid track record with similar growth and profitability since the IPO in 2017.
While Carvana and Auto1 are trading at 2.6-5.4x EV/sales, Kamux comes at 0.7x for 2021 and it
reports an EV/EBIT of 17x, with the latter multiple dropping fast due to strong earnings growth.
Yet its share price also declined by about 17% from peak-to-trough in the course of Q1, quite
similar with its expensive peers. There is however no doubt which share price decline we would
see as an opportunity to invest more money in.

Our investments offer exceptional upside …

In the table below you can see the top 5 positions of the Blackwall Europe Equity Fund (as usual,
we are happy to discuss individual cases with existing investors in detail), accounting for close to
40% of the total Fund. A few highlights to note:

1) With the exception of a single company, which is likely to turn positive within the next 
2 years, all companies generate healthy and growing operating margins.

2) Except for one company, all of them are holding net cash positions–some paying dividends.

3) Being at the beginning of their multiyear S-Curves of operational growth, it is no surprise
that annual CAGR is very high, ranging from 25% to 182%, until 2023 in terms of EBIT
growth – and in all instances superior growth should continue well beyond this point.

4) We suppose it is fair to assume that a company trading at 24x EV/EBIT doubling earnings
annually should see its share price trading significantly up over time. Or in the more extreme
case trading at 7x EV/EBIT and almost tripling earnings a year for the foreseeable future.

5) Our target prices for these assets range from 3x to 10x+ over the next 3-5 years, and they
are based on a variety of different valuation models (DCF, Earnings power, Absolute PE
etc.). Wherever we need to insert a discount rate, our standard rate is 10%, far above the
“administered” market rates, providing us with a significant safety margin.

Yet the initial non-discriminatory forces of sector rotation in the February-March 2021 timeframe
drove all share prices in the “growth” compartment of the market significantly down, in some
instances up to 40% from the recent peak. Historically, every non-discriminatory period has been
followed by a discriminatory one, and this is what we expect to happen going forward, too. In other
words, we are very confident our portfolio holdings will recover from the recent sell-off, only for to
reach higher highs.
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Decline since mid-Feb  EV/Sales Sales CAGR EV/EBIT EBIT CAGR Net debt/
(peak to trough) 21E 21-23E p.a. 21E 21-23E p.a. EBITDA 21E

Company 1 –35.2% 3.97 40.2% 23.9 103.3% –1.0

Company 2 –40.8% 2.93 164.9% 7.1 182.2% –0.2

Company 3 –33.9% 4.55 138.9% nm 40.9% –6.0

Company 4 –24.5% 2.63 18.4% 38.2 79.1% 1.6

Company 5 –20.3% 1.62 8.3% 14.8 24.7% –0.1

Source: Bloomberg consensus estimates, Blackwall Capital Investment AG



At Blackwall, we have split our work in between of equity research and portfolio management.
For investors it is important to know that the Fund’s decline between mid-February and mid-March
has not been the result of mistakes in our fundamental analysis of corporate businesses. We very
recently revisited every single investment case, spoke to every single company, and continued
our general research work. The result of the exercise has been that, if anything, our invested
companies are rather likely to perform operationally better than worse for 2021 compared to our
base case at the beginning of the year. 

As such, I wish to admit having significantly underestimated the length and depth of the sector
rotation. In this context, and in line with our general investment philosophy, I refused to temporarily
switch our portfolio positions to chase the mean reversion rally of lagging value stocks (which we
believe to be short-lived anyway). Furthermore, our option hedging, which was well in place, did
not help either for this period, as the broader market (on which our options are based on) did not
face any decline at all. The rise in value stocks in sectors such as Banks, Energy, Travel, and partly
also Automotive provided the indices with plentiful support over this period. 

… and upcoming news flow should unlock it

Many of the companies we are invested in are under-researched by the sell-side. They need news
flow to generate strong performance – similar to what we saw in late Q4 2020. Being further into
2021 we believe to have a much more evolved understanding of the operational performance and
related trigger points for the remainder of the year. Combined with lower valuation this provides
an amazing set of opportunities.

We are convinced the lion’s share of the aforementioned sector rotation from “growth to value”
lies behind us. Hence, even if we have not witnessed widespread signs of a reversal yet, we believe
the momentum of “selling growth” has begun to cede. For some of our portfolio holdings that
belong to the market’s growth compartment we have recognised the first impressions of share
price stabilisation. Consequently, we are confident the pendulum will swing back in our favour.

Our investment philosophy is to invest in great companies with a sustainable and superior
economic return at attractive valuations, with midcaps being our sweet spot. As highlighted in the
previous newsletter, although we believe that creating a “quasi-consolidated” company based on
portfolio weighting is a rather fair view of the portfolio, this method seems to understate the under-
lying growth drivers at this stage due to the operational development at many of the smaller
companies.  

Margins: The average company is showing a gross margin of 41.4%, an EBIT margin of 15.2%
and an FCF margin of 6.4% (all 2021E), illustrating solid business models. 

EBIT growth: We expect the average company to grow EBIT about 20-25% p.a. in 2021E and
2022E based on consensus estimates. Furthermore, some of our key holdings show profiles of
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Blackwall ‘average company’ portfolio example

Valuation Ratios* 2020 2021 2022E¹ 2023E¹

P/E 27.9 29.9 19.4 14.5

P/BV 3.4 3.5 3.1 2.6

EV/EBIT 18.2 18.0 13.9 10.5

Net Debt/EBITDA 0.3 0.1 –0.1 –0.4

Dividend Yield 0.6% 0.7% 0.8% 0.9%

ROE 19.6% 22.4% 24.4% 25.1%

ROCE 13.4% 15.2% 16.5% 17.8%

Long Investments:
Typical Company Economics

Financials* (EUR m) 2020 2021 2022E¹ 2023E¹

Sales 1,659 1,798 1,941 2,168

Gross Profit 649 745 838 989

EBIT 215 273 327 410

Net Income 167 191 237 304

FCF 161 114 163 233

Net Financial Debt 451 351 287 191

* Source: Bloomberg, Blackwall Capital
1 Note there can be no assurance that these estimates will be achieved



growth accelerating in the years ahead, benefiting from multi-year structural growth drivers and/or
restructuring programs. This allows for additional resilience against potential economic weakness.
However, weighting the individual growth rates of our portfolio assets would imply annual EBIT
growth of about 35-45% for 2021E and 2022E, thus substantially higher than the more “traditional”
way of expressing average numbers.  

Leverage: Most of our companies are operating with low net debt positions (many are net cash),
thus posting an average net debt/EBITDA of just 0.1x in 2021E. At times of rising corporate risks,
this might provide strategic optionality while others are constraint. 

Valuation: In terms of valuation, we use various metrics, with our preferred ratio being EV/EBIT.
Our average portfolio trades at 18.0x for 2021E. Due to strong EBIT growth rates, we expect
EV/EBIT to drop to 13.9x for 2022E.

In summary, we argue that the companies we are invested in are attractively valued in light of their
strong underlying growth rates, with a solid earnings growth profile and low leverage to master
the current and likely coming economic challenges (be it inflationary or deflationary). Combined
with some tail risk hedging we are very excited about the risk-reward profile that our Fund offers. 

We appreciate the trust from our investors who kept subscribing to the fund on every single day
and we will do our utmost to reward this confidence over the quarters and years to come. 

Kind regards,

Thomas Karlovits
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Blackwall capital investment AG, Gubelstrasse 24, 6300 Zug, switzerland

Tel: +41 41 555 1111
info@blackwallcapital.com
www.blackwallcapital.com

This document has been issued by
Blackwall capital investment AG
(“Blackwall”) which is licensed and regulated
by finmA (swiss financial market super-
visory Authority). it is a limited company
under swiss law with its registered office at
Gubelstrasse 24, 6300 Zug, switzerland.
This document is for professional investors
and market counterparties only. Blackwall
acts as manager of Blackwall uciTs
platform icAV, the investment manager of
the uciTs platform (of which the Blackwall
europe equity fund is a sub-fund).

Blackwall is not acting as financial advisor or
fiduciary to any party to whom it delivers this
document or who invests in a fund or
managed account managed or sub-
managed by Blackwall. in particular, this
document (in whole or in part) does not
constitute investment advice. Before
investing in a fund or managed account you
should ensure that you fully understand its
potential risks and rewards and independ-
ently determine that it is appropriate for you
given your objectives, experience, financial
and operational resources, and other
relevant circumstances. you should consult
with such advisors as you deem necessary
to assist you in making these determina-
tions. Any indicative terms provided to you
are provided for your information and do not
constitute an offer, a solicitation of an offer,
or any advice or recommendation to invest
in a fund or managed account (whether on
the indicative terms or otherwise).

This document is intended for discussion
purposes only and does not create any
legally binding obligations on the part of
Blackwall. Without any limitation, this
document does not constitute an offer, or
invitation to offer or a recommendation to
invest in a fund or managed account. These
materials were designed for use by specific
persons familiar with your business and
affairs and Blackwall assumes no obligation
to update or otherwise revise these
materials. nothing contained herein should
be construed as tax, accounting or legal
advice.

This document may not be reproduced or
transmitted to any other person without the
express permission of Blackwall. Although
the above information has been taken from
sources which Blackwall believe to be
accurate, no warranty or representation is
made as to the correctness, completeness
and accuracy of the information or the
assessments made on its basis.

The information contained in this document
is preliminary and is qualified and super-
seded by the prospectus for the fund or
governing document for the managed
account to which it relates, and in particular
the risk factors and information on conflicts
of interest described therein, and any
investment decision should only be made
following consideration of that prospectus or
other document. Any performance data is
based on a fund’s or an account’s actual or
expected net asset value in accordance with

the valuation methodology in its prospectus.
performance may be impacted by capital
contributions and withdrawals and unless
otherwise stated is net of management,
performance and other fees as described
herein and includes reinvestment of
earnings. The fund’s or account’s fees may
be modified or waived for certain investors
as described in its prospectus or other
governing document. An investor’s actual
performance and actual fees may differ from
the data reflected herein.

This document is confidential, is intended
only for the recipient’s own internal use and
under no circumstances may a copy be
shown, copied, transmitted, or otherwise
given to any person other than the initial
recipient without the prior written consent of
Blackwall. The distribution of this document
and/ or the information contained herein in
certain jurisdictions may be restricted, and,
accordingly, it is the responsibility of any
recipient to satisfy itself as to compliance
with relevant laws and regulations.

The u.s. commodity futures Trading
commission has not approved or disap-
proved, passed on, or endorsed, the merits
of these product offerings.

The estimates, investment strategies, and
views expressed in this document are based
upon past or current market conditions
and/or data and information provided by
unaffiliated third parties (which have not
been independently verified), may differ from
estimates, investment strategies, and views
set out in other documents published by
Blackwall and are subject to change without
notice. no representation or warranty is
made as to the correctness, completeness
and accuracy of data and/or information
provided by unaffiliated third parties or as to
any assessment made on such basis.

The information contained herein is prelim-
inary, is provided for discussion purposes
only, is only a summary of key information, is
not complete, does not contain certain
material information about the fund
contained herein (the “fund”), including
important conflicts disclosures and risk
factors associated with investments in the
fund, and is subject to change without
notice. certain information contained in this
document constitutes “forward-looking
statements,” which can be identified by the
use of forward-looking terminology such as
“may”, “will”, “should”, “expect”, “anticipate”,
“target”, “project”, “estimate”, “intend”,
“continue” or “believe” or the negatives
thereof or other variations thereon or
comparable terminology. due to various
risks and uncertainties, actual events or
results or the actual performance of the
fund may differ materially from those
reflected or contemplated in such forward-
looking statements.

The fund prospectus (the “prospectus”)
qualifies the information contained herein in
its entirety and no person should make an
investment decision in reliance upon the
information contained herein.

in the event of any discrepancies between
the information contained herein and a
prospectus, the prospectus will supersede.
The information contained herein does not
take into account the particular investment
objectives or financial circumstances of any
recipient and does not constitute the
provision of investment advice or a recom-
mendation.

The information herein is not intended to
provide, and should not be relied upon for,
accounting, legal or tax advice or investment
recommendations. A recipient should make
an independent investigation of the
investment described herein, including
consulting your tax, legal, accounting or
other advisors about the matters discussed
herein and the possible consequences for
an investment in the fund and the risks
involved.

This document is not intended to be, nor
should it be construed or used as an offer to
sell, or a solicitation of any offer to buy,
interests or shares in any fund managed by
Blackwall. An offer or solicitation will only be
made by means of a prospectus (the
“prospectus”) which will contain additional 
information about the relevant fund,
including disclosures relating to risk factors
and conflicts of interest. The relevant
prospectus may be obtained on request
from Blackwall. An investment in the fund
may not be suitable for all investors and may
only be suitable only for certain financially
sophisticated investors who meet certain
eligibility requirements and can bear the risk
of an investment in a fund for an extended
period of time. investing in financial markets
involves a substantial degree of risk. There
can be no assurance that the investment
objectives of any fund described herein will
be achieved. investment losses may occur,
and investors could lose some or all of their
investment. no guarantee or representation
is made that a fund’s investment program,
including, without limitation, its diversifi-
cation strategies, or risk monitoring goals,
will be successful. investment results may
vary substantially over time. investment
losses may occur from time to time. nothing
herein is intended to imply that a fund’s
investment methodology may be considered
“conservative”, “safe”, “risk free” or “risk
averse”. economic, market and other condi-
tions could also cause any fund to alter its
investment objectives, guidelines, and
restrictions.

performance data of the funds is not based
on audited financial data except for the years
for which audited financial statements are
available. performance data of the fund is
based on its net Asset Value in accordance
with the valuation 
methodology in the fund’s prospectus.
performance may be impacted by capital
contributions and withdrawals and unless
otherwise stated is net of management,
performance and other fees as described
herein and includes reinvestment of
earnings. The fund’s fees may be modified
or waived for certain investors. please refer

to the fund’s prospectus for more infor-
mation regarding the fund’s fees and other
terms. An investor’s actual performance and
actual fees may differ from the data reflected
herein due to among other factors, different
share classes and eligibility to participate in
“new issues”. it should also be noted that
certain share classes of the fund may be
closed, including the share class from which
the performance data presented herein has
been derived.

past performance may not necessarily be
repeated and is no guarantee or projection
of future results. past performance is not a
guide to future performance and the value of
investments and the income derived from
those investments can go down as well as
up. future returns are not guaranteed and a
loss of principal may occur. performance
may be affected by economic and market
conditions.

information about market indices is provided
for the purpose of making general market
data available as a point of reference only.
There is no representation that any index is
an appropriate benchmark for comparison.

index returns do not take into account
trading commissions and costs or other fees
and expenses associated with the active
management of portfolios. The volatility of
indices may be materially different from the
performance of the fund. The fund’s
holdings may differ substantially from the
securities that comprise the indices.
furthermore, the fund may invest in
different trading strategies from the indices
and therefore it should be noted that the
sector, industry, stock and country
exposures, volatility, risk characteristics and
holdings of the fund may differ materially
from those of the indices. The performance
returns of the indices include the
reinvestment of earnings and are obtained
from market data providers and other third
party sources.

Although Blackwall believes these sources
to be reliable, it is not responsible for errors
or omissions from these sources. in certain
jurisdictions the fund may only be available
to professional or otherwise qualified
investors or entities. An investment in the
fund involves a number of risks that is
outlined in the fund’s prospectus. There can
be no guarantee that the fund’s investment
objectives will be achieved, and the
investment results may vary substantially
from year to year or even from month to
month. it may engage in investment
practices or trading strategies that may
increase the risk of investment loss and a
loss of principal may occur. Blackwall may
have total trading authority over the fund,
and the performance of the fund will be
dependent upon the services of Blackwall.
The fund’s fees and expenses as described
in the fund’s prospectus may offset the
fund’s gains. in addition, there may be
restrictions on transferring interests in the
fund, please refer to the fund’s prospectus
for additional information.
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