
Dear Investor,

The Blackwall Europe Equity Fund ended Q4 +12.01%, making the 2020 return +35.80%.

Assets under management increased substantially to EUR 94.9m.

Some thoughts about 2021 and beyond

Happiness is a function of results minus expectations. With our fund performing +35.80% in 2020
against the Stoxx 600 NR index of –1.99% and having just recorded +12.43% for the month of
December 2020 (against the broader market of +2.58%), it is wise to tell you: do not expect every
month to be like December nor every year to be like 2020!

However, 2020 on a full year basis and Q4 in more detail, gives us a good insight in what you
should expect from us over the next few years:

High active share, low correlation

For those new to the fund, it’s worth repeating that Blackwall is a highly active investment
manager – constantly looking for the best ideas. Our investment process is strongly rooted in
independence of thought and a focus on mostly continental Europe and Nordic companies. We
concentrate on a relatively small number of sectors and companies where we believe that we
have an edge. Our active share, the proportion of the portfolio outside the Stoxx 600 NR index,
has typically been above 90%. Every single investment case is effectively a silo – unrelated to the
rest of the portfolio and selected on individual merit. 

The implications of our approach are twofold: 

— a low correlation of the portfolio to the overall market combined with significant upside
potential. Since fund inception in 2018, correlation to the Stoxx 600 NR index has been
only 0.27, while producing an annualized return of 21.42% net (compared to the market of
9.17%). Even when we remove the successful option hedging element from the return
calculation, we estimate the correlation to be just around 0.55–0.60. Other key metrics are
a Sharpe ratio of 2.29 and a Sortino ratio of 3.42 (all since inception).

— the performance derives from the book and not necessarily from market forces. Many of
our stocks are outside the typical benchmarks, thus less impacted by the ebb and flow of
ETFs and passive investors. While we think of this as a strong positive, it can occasionally
also lead to periods of significant temporary underperformance – as happened in
November 2020. The announcement of a vaccine led, within a few days, to a double-digit
percentage increase in the global equity market indices. However, our fund initially went
down by 2%. Once the market started to stabilize, our portfolio came back very strongly,
posting one of its best months since inception. This was a good reminder that the fund is
made up of single stocks and is not an index tracker.
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Quarter to Date Return: 12.01%*
Year to Date Return: 35.80%*
Assets Under Management: EUR94.9m
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A broad portfolio of great companies

We welcome regular interaction with our investors and enjoy lively investment discussions with
them. Some of our investment ideas currently show significant upside potential of 5 –10x, thus it
is quite natural that discussions around them can fill most of the conversation.  However, what
sometimes gets missed, is the breadth and depth of our portfolio holdings – which is comprised
of many exciting and diverse investment cases. The result is solid returns from a series of diver-
sified positions. December 2020 was a good example.

In December we posted a return of +12.43% against the market of +2.58%. While +4.75% (or about
40%) derived from our top 3 positions (accounting for about 28% of NAV), our less talked-about
ideas contributed an impressive +7.68%. Here is some additional insight into our portfolio compo-
sition - which might also be more illustrative than our usual pro-forma consolidated statement at
the end of this newsletter:

— Upside potential: based on our own research and what we believe are reasonably conser-
vative estimates, we assume that about 30% of our portfolio has upside potential of at least
500% over the next 3– 5 years. Another 30% shows potential between 100 – 500% and a
third group of about 25 – 30%, has upside of between 50 –100% over that time frame. Less
than 10% of the portfolio have, in our view, an upside of less than 50% and are typically
positions on their way out.

— Growth rates: As we highlight in our later section of pro-forma consolidated numbers, the
average sales growth of our portfolio holdings for 2021 and 2022 is about 7%, and antici-
pated EBIT growth stands at around 13% for both years each. These seem to be solid
numbers in the light of the state of the economy. However, it’s fair to say that this way of
showing aggregated numbers understates the real drivers underneath.

Weighting the sales growth of the individual companies with the portfolio sizing, our typical
company shows annual revenue growth rather in the magnitude of 25-27%. The EBIT
growth looks more like +34% and +44% per annum. In both cases, growth rates are rather
increasing in 2022 versus 2021, illustrating that many are just at the beginning of their
respective operational S-Curves – having many years of structural growth ahead of them.
Combined with literally no debt and EV/EBIT multiples of 20x (and dropping fast), this
underpins the potential upside we see in large parts of our portfolio.

— Sizing: We apply the Kelly Criterion for actively sizing the portfolio positions. It takes both
upside and downside (hence reward and risk) into account as well as respective probabil-
ities. Ultimately, we need to make the results fit with the UCITS rules. However, the
conclusion is a portfolio that is not only geared into the highest upside stocks, but also
consistently taking the downside risks into account. 
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Keeping a very close eye on risk

Risk is the probability of a permanent loss of capital. Volatility is, in our view, not risk per se. Risk
management is an integral part of our investment philosophy, strategy and process. It is part of
the way we approach doing our own research and forms the basis for sizing portfolio positions. 

In addition, we actively engage on a discretionary basis in some tail-risk hedging. In 2020, our
option hedging generated about 1/3 of the annual return (with an initial investment of about 3%
of NAV), and allowed us to generate positive returns in the challenging days of Q1. 

What does it mean for 2021 and beyond?

In summary, the Blackwall Europe Equity fund is a highly active, low correlation fund which period-
ically applies some tail risk hedging. The portfolio holds a breadth of strong investment ideas with
the majority of business cases being at the beginning of a multi-year structural growth period.

Assuming a positive overall market environment, we are confident that the portfolio will
handsomely outperform the broader market over time. There will be periods of underperformance
for sure but on a yearly basis the numbers should be attractive. 

And if the broad market declines (after all, expectations and sentiment have recently reached
extreme levels), our companies should do very well operationally (as they are not driven by macro).
Thus we expect, at the very least, relatively solid performance and believe we have good reasons
to assume positive absolute returns. Combined with our tail-risk hedging, even challenging trading
conditions may turn out to be beneficial for our Fund.

All in all, we have entered the new year with substantial confidence and optimism, relying on our
stock selection research results and our solid portfolio management strategy. 

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 section, 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 49.1%, an EBIT margin of 18.1%
and an FCF margin of 10.4% (all 2021E), demonstrating solid business models.

EBIT growth: We expect the average company to grow EBIT about 13% p.a. in 2021E and 2022E
based on consensus estimates. Furthermore, some of our key holdings show profiles of 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
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Blackwall ‘average company’ portfolio example

Valuation Ratios* 2019 2020 2021E¹ 2022E¹

P/E 16.9 24.3 23.6 20.5

P/BV 2.6 4.3 3.7 3.2

EV/EBIT 20.4 22.5 19.9 17.6

Net Debt/EBITDA 0.8 0.6 0.4 0.3

Dividend Yield 0.8% 0.7% 0.9% 1.0%

ROE 19.0% 18.5% 22.4% 25.7%

ROCE 13.0% 12.7% 15.2% 18.2%

Long Investments:
Typical Company Economics

Financials* (EUR m) 2019 2020 2021E¹ 2022E¹

Sales 2,418 2,362 2,525 2,699

Gross Profit 1,062 1,134 1,243 1,352

EBIT 346 404 457 517

Net Income 309 281 321 369

FCF 218 210 262 323

Net Financial Debt 759 682 556 403

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



growth of about 34% for 2021E and 44% for 2022E, thus roughly three times the more “traditional”
way of expressing average numbers. 

Leverage: Most of our companies are operating with low net debt positions (some are net cash),
thus posting an average net debt/EBITDA of just 0.4x 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 19.9x for 2021E. Due to strong EBIT growth rates, we expect
EV/EBIT to drop to 17.6x 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. Combined with some tail risk hedging we are
very excited about the risk-reward profile that our Fund offers to you.

We highly appreciate your trust and look forward to continuing to partner with you.

We wish you a happy, healthy, and prosperous New Year, 

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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