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Nedgroup Investments Global Behavioural Fund

Commentary produced in conjunction with sub-investment manager, Ardevora Asset Management

: Since
Indicator 3 months 1 year 3 years p.a. 5years p.a. Inception® p.a.
Portfolio* -2.3 24.3 13.4 14.5 11.7
Performance indicator* -1.0 27.4 12,5 13.2 9.6
Difference -1.3 -3.1 0.8 13 21

* Net USD return for the Ardevora Global Long-only Equity Fund, C class. Source: Morningstar
# 29 November 2013
* MSCI All Country World Index (in USD Net Ret)

You’re not so super anymore

Our investment process is founded on the psychology of error. Our core beliefs are twofold. First, it is much
easier to be wrong than most smart people like to believe. Second, smart people are not very good at dealing
with their errors. So, what to do about our own mistakes?

We would love to believe we are impervious to bias, and faultless in our interpretation of the behaviour of CEOs,
analysts, and investors. But the harsh truth is, we are error-prone too, and occasionally those errors overwhelm
us. 2021 is looking like one of those years when we are not quite as smart as we would like to believe. This
quarterly review is an attempt to dig a little deeper into our sources of underperformance.

Whenever we do a deep review of our past decisions we are reminded of the brutal effectiveness of the Hit-
Rate, Reward-Damage Framework. The ability of a stock to deliver surprisingly good or disappointingly bad
news is an amazingly powerful driver of stock performance. A clinical way of deciding what “good news” looks
like is to watch analyst behaviour, and in particular their errors. If a stock does something to force analysts to
increase their forecasts it tends to go up; if it prompts downward pressure on forecasts, it tends to fall.

This isn’'t the only driver of stock prices (delivering consistently high sales growth also helps), but it is very
important. We know from experience there are peculiar conditions when this basic driver gets temporarily
drowned out (more on this later), but the macro noise about recession, recovery, inflation, and interest rates can
only last for so long.

Most of the time CEOs are not very good at fulfilling their promises. They tend to lead analysts to make overly
optimistic forecasts, that are generally missed. Since we have been studying analysts’ error, the chances your
average company will consistently beat forecasts has been low: around one-in-three. Being good at finding
stocks with a better than one-in-three chance of surprising tends to be rewarding. You can view stock picking
as a simple game of improving the odds of finding stocks that will surprise.

But this isn’t the whole story. When you are dealing with uncertainty you must also think about your Reward-
Damage function: the balance between the rewards of being correct vs the damage done by being wrong.

We view a portfolio as a collection of bets on the future of surprising growth. Some will turn out to be clever calls
(they persistently surprise), some won’t. The ideal investment approach has a better-than-average hit rate, with
higher-than-average rewards for the stocks which surprise and lower-than-average loss from the “misses”. But
investment nirvana is not so easy to achieve.

There can be many ways analysts (and CEOs) can be surprised. Lots of genuinely unpredictable things happen;
the last 18 months have been a clear reminder on the inherent unpredictability of the world. However, we believe
not all surprises are completely unpredictable. We think we can find some surprises that are predictable from
the past behaviour of others.

We prioritise how we approach the problem. First, we focus on the “hit rate” - we look for stocks with a better-
than-average chance of surprising. Second, we think about “damage” - we try to avoid stocks where the damage
from being wrong looks unusually high. Third, we think about “reward” — we want to get well rewarded for being
right. We have tended to be good at the hit rate, not bad at limiting damage, and we are willing to sacrifice some
reward for the prospect of a higher hit rate or less potential damage.
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Having talked up the Hit-Rate, Reward-Damage Framework | am now going to kick it (temporarily) down. There
are two kinds of periods when it isn’t a very useful driver of relative stock price performance. Both of them have
been in play over the last 21 months.

First, when almost everything is disappointing. This doesn’t happen very often. It takes something genuinely
unpredictable and nasty to undermine the plans of almost every business, regardless of how unusual they are.
COVID-19 was one of those rare beasts. In such an environment the damage function matters the most. Damage
is related to how deeply a business can miss when it starts to miss. Qualities we have a natural liking for,
unrelated to hit rate, become a lot more important — robust, nimble business models, with inherently good core
profitability and conservative CEO behaviour. Despite collapsing hit rates our approach can still do OK, but it is
a struggle. Our error rate goes up. Despite a lot of stress, we were able to navigate last year’s shock reasonably
well.

The second difficult environment is when almost everything is surprising. Such periods present us with a different
type of problem. If everything is super, then nothing is. Most of the time a lot of companies disappoint: it's not
unusual for two thirds to pressure analysts into forecast downgrades. 2021 has been very different. The rate of
disappointment has been very low. By Q3 less than 20% of the biggest 500 stocks in MSCI-ACWI were missing
forecasts.

We checked our statistics for 2021. We have done even better (we got down to less than 10%)! But when
everything is surprising, having an edge on finding surprises doesn’t count for much. Our troubles were two-fold.
First our rewards, second our portfolio construction.

Despite being uncommonly good at finding stocks that have surprised, our rewards have lagged the market. We
prefer businesses with the potential for long, persistent surprise. When they surprise, they often do it in smaller
increments. Under normal conditions, when surprises are rare, this can be very rewarding. But when any old
business can blow the lights out, it's not so good. Our stocks have tended to surprise, but less than the average.

But most of our underperformance has come from the portfolio construction choices we have made. Two types
of recovery stocks have performed very well in 2021: Financials and Energy. Until Q2 we had virtually no
financials in the portfolio. We did add a few banks during Q2, and they have tended to do better than your
average bank, but our low weighting in financials has been a drag. We have nothing in energy. We do not like
the back end loaded risk associated with ESG. Energy stocks have performed very well (for perfectly
understandable reasons). Finally, equally weighting our stocks has not helped. Our biggest single detractors to
relative performance have come from stocks we own, like Microsoft and Google, where their market-cap weights
have contributed significantly more to benchmark performance than our measly equal weights. We have had to
contend with portfolio construction issues before, but we haven't had a year when they have combined in such
an unhelpful way at a time when finding surprises also hasn’t counted for much.

The mistakes we have made? There have been a few. We were too slow to react to the mounting regulatory
risks in China. Our over-exposure to platform, growth businesses like Tencent, Alibaba, and Meituan was painful
in Q3. We have accepted we were wrong, sold and moved on. Late-cycle COVID-19 recovery plays in leisure
and travel have not participated in this vigorous recovery cycle enough and have disappointed. We had too
many of them.

An unusually large number of stocks are still surprising, but we can sense change. The demand part of the
COVID-19 shock has unwound a lot, at a surprisingly fast rate. A stock’s ability to surprise has shifted from the
return of surprisingly strong demand to an ability to meet that demand. From Q2-2020 the rate of profit surprises
moved in lockstep with sales surprises, indicating a demand led recovery. Since Q2-2021 the two have begun
to diverge. Profit surprises, while still prevalent, are noticeably less frequent than sales surprises. This tells us
cost pressures and supply chain complexities are starting to matter. Recovery plans are starting to get harder.
It is beginning to feel like surprises may start to get a bit more unusual again.

Performance

Europe added alpha this quarter while North America, our Rest of World Bucket, and Japan detracted relative
to the benchmark.

Meggitt (UK) and Nemetschek (Germany) topped the European region whilst ITV (UK) and HeidelbergCement
(Germany) dragged slightly on performance. In North America, Repligen Corporation and Monolithic Power
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Systems outperformed however overall underperformance was driven by significant structural underweights in

the mega-caps Apple, Microsoft, and Alphabet.

In terms of the Rest of World bucket, stronger performances from Sea Ltd (Singapore) and Techtronic Industries
(Hong Kong) helped boost the region, with Chinese names Nio, Meituan and Galaxy Entertainment Group (Hong
Kong) picking up the rear. Nihon Kohden and Shimadzu were the best performing stocks in Japan whilst Nifco
and Stanley Electric led the detractors.

Key sectors for relative performance were Industrials and Consumer Staples. Regarding Industrials, alpha was
driven by stock selection with Meggitt (UK) leading the charge. Our Consumer Staples performance was mainly
driven by good stock selection with BJ's Wholesale Club performing particularly well.

Key sectors for relative detraction were Consumer Discretionary and Communication Services. Consumer
Discretionary underperformance was a combination of stock selection and allocation effect, with Bed Bath &
Beyond lagging the most. Communication Services underperformance was driven by stock selection, most

notably Pinterest.

Key contributors

PF weight (%)

BM weight (%)

Base return (%)

Excess return
contribution (bps)

Designation

Repligen Corporation

48.32

Easy growth

0.76 - 24
Meggitt PLC 0.47 -- 59.97 22 Recovering value
Monolithic Power Systems 0.65 0.03 33.04 15 Easy growth
Exponent Inc. 0.63 -- 30.10 15 Easy growth
Nemetschek SE 0.40 0.01 40.65 11 Recovering value
i';sn OS Ciﬁgﬁorpora’[ion NN 0.63 -- 20.64 11 Recovering value
West Fraser Timber Co. Ltd. 0.65 0.01 20.29 10 Recovering value
Sea Ltd. (Singapore) 0.58 0.03 18.91 9 Easy growth
BJ's Wholesale Club Holdings Inc. 0.59 - 18.16 9 Recovering value
SVB Financial Group 0.60 0.05 19.11 9 Easy growth

Key detractors

PF weight (%)

BM weight (%)

Base return (%)

Excess return
contribution (bps)

Designation

Bed Bath & Beyond Inc. 0.32 - -46.84 -28 Recovering value
Apple Inc. 0.51 3.59 -2.54 -22 Easy growth
1Life Healthcare Inc. 0.39 -- -37.27 -21 Easy growth
Pinterest Inc. 0.52 0.04 -33.84 -18 Easy growth
Alphabet Inc. 0.55 1.18 -12.16 -17 Recovering value
Microsoft Corporation 0.53 3.07 6.73 -17 Easy growth
NIO Inc. 0.13 0.07 -31.49 -17 Easy growth
Meituan - 0.19 -25.01 -16 Easy growth
Galaxy Entertainment Group Limited 0.11 0.02 -35.62 -16 Recovering value
B3 SA-Brasil Bolsa Balcao 0.57 0.02 -27.64 -16 Easy growth
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Disclaimer

This is a marketing communication. Please refer to the Prospectus of the UCITS Fund and the KIID before making any final investment decisions.

Nedgroup Investments Funds PLC (the Fund) is authorised and regulated in Ireland by the Central Bank of Ireland. The Fund is authorised as a UCITS pursuant
to the European Communities (Undertakings for Collective Investment in Transferable Securities) Regulations 2011 (S.I. No. 352 of 2011) as amended from
time-to-time.

Nedgroup Investment Advisors (UK) Limited (reg no 2627187) is authorised and regulated by the Financial Conduct Authority.
The Fund and certain of its sub-funds are recognised in accordance with Section 264 of the Financial Services and Markets Act 2000.

UK investors should read the Appendix for UK Investors in conjunction with the Fund’s Prospectus which are available from the Investment Manager.
www.nedgroupinvestments.com

Nedgroup Investment (IOM) Limited (reg no 57917C), the Investment Manager and Distributor of the Fund, is licensed by the Isle of Man Financial Services
Authority.

The Fund has been recognised under paragraph 1 of schedule 4 of the Collective Investment Schemes Act 2008 of the Isle of Man
Isle of Man investors are not protected by statutory compensation arrangements in respect of the Fund.

This document is not intended for distribution to any person or entity who is a citizen or resident of any country or other jurisdiction where such distribution,
publication or use would be contrary to law or regulation.

The Prospectus of the Fund, the Supplement of its Sub-Funds and the KIIDS are available from the Investment Manager and the Distributor or from its website
www.nedgroupinvestments.com

This document is of a general nature and intended for information purposes only. Whilst we have taken all reasonable steps to ensure that the information in
this document is accurate and current on an ongoing basis, Nedgroup Investments shall accept no responsibility or liability for any inaccuracies, errors or
omissions relating to the information and topics covered in this document.

Changes in exchange rates may have an adverse effect on the value price or income of the product.

Funds are generally medium to long-term investments. The value of your investment may go down as well as up. International investments may be subject to
currency fluctuations due to exchange rate movements. Past performance is not necessarily a guide to future performance. Nedgroup Investments does not
guarantee the performance of your investment and even if forecasts about the expected future performance are included you will carry the investment and
market risk, which includes the possibility of losing capital and not getting back the value of the original investment.

FEES

A schedule of fees and charges is available on request from Nedgroup Investments. One can also obtain additional information on Nedgroup Investments
products on our website.

NEDGROUP INVESTMENTS CONTACT DETAILS
Tel: toll free from South Africa only 0800 999 160

Email: helpdesk@nedgroupinvestments.com
For further information on the fund please visit: www.nedgroupinvestments.com

OUR OFFICES ARE LOCATED AT
First Floor, St Mary’s Court

20 Hill Street, Douglas

Isle of Man
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