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Manager Profile Fund Performance? to 31 January 2025
Salt Funds Management is a boutique investment management firm wholly Period Fund OCR+5% NZ50G/ASX
owned by its employees which specialises in actively seeking to maximise Return Return 200AI Return?
returns while managing the risks of the investment. 1 month -0.86% 0.75% 1.85%
- 0, () 0,
Investment Strategy 3 months 1.06% 2.28% 4.01%
6 months 3.97% 4.80% 6.04%
The Fund aims to deliver positive absolute returns in all market 1-year p.a. 27.63% 10.12% 12.32%
environments. In addition to holding “long-only” NZ and Australian 2 years p.a. 15.26% 10.18% 7.38%
securities, the Fund may, at our discretion, short sell shares, hold cash, lever 3 years p.a. 11.82% 9.29% 7.01%
its assets and utilise activel currency 'management to generate returns 5 years p.a. 13.08% 7.70% 5.33%
(although generally the Fund’s assets will be fully hedged). 7 years p.a. 9.37% 7.36% 7.92%
0, 0, 0,
Fund Facts at 31 January 2025 10 yea.rs p.a. 9.58% 7.35% 8.70%
Inception p.a. 10.52% 7.41% 9.08%
Benchmark RBNZ Official Cash Rate +5% p.a. 2. Fund performance is after all fees and before PIE tax.
- 3. NZ50G/ASX200Al is a 50/50 blend of the S&P/NZ50 Gross Index and the S&P/ASX
Fund Assets $104 million ) ) i
200 Accumulation Index and is for comparison purposes only.
Inception Date 31 July 2014
Portfolio Manager Matthew Goodson, CFA Cumulative Fund Performance to 31 January 2025
320
Unit Price at 31 January 2025 200
Application 2.8941 580
Redemption 2.8825 === Long Short Fund
260 e OCR+5%
Investment Limits
240
Gross equity exposure 0% - 400% 220
Net equity exposure -30% - 60%
Unlisted securities 0% - 5% 200
Cash or cash equivalents 0% - 100% 180
Maximum position size 15%
160
Number of Positions at 31 January 2025 140
Long positions 47 120
Short positions 29 100
AX AN A0 A0 A0 20 K A1 AD 4D AD AD A0 A0 A A A A > 4 A Ak
Exposures at 31 January 2025 I A e N e e e e wige”
Long exposure 91.86% Fund performance has been rebased to 100 from inception.
Short exposure 45.69% Past performance is not a reliable indicator of future performance and no
: o representation or warranty, express or implied, is made regarding future
Gross equity exposure 137.56% performance.
Net equity exposure 46.17%
Largest Longs Largest Shorts
Investment Risk to 31 January 2025 Tower Commonwealth Bank of Australia
— . GDI Property Group Breville Group
Fund volatility . 6.54% Turners Automotive Group Auckland International Airport
NZ50G / ASX200Al volatility 13.39% Servcorp Wesfarmers
NZ50G / ASX200Al correlation 0.048 Challenger Reece

1. Annualised standard deviation since fund inception.
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Country Allocation at 31 January 2025 (Gross Equity Exposure)

= Australia - 68.8%

New Zealand - 31.2%

Fund Commentary
Dear Fellow Investor,

The Fund experienced a slightly disappointing month in
January, with a return after all fees and tax of -0.86%. We
put this largely down to randomness in a seasonally quiet
month and the fact that returns were dominated by
“momentum” as a style — a factor that is decidedly not
attuned to how this Fund is managed. NZ equities (where we
have currently concentrated our longs) declined by -0.9%,
while the expensive, momentum-obsessed Australian
market reversed its December losses and surged by +4.6%.

The chart below from Barrenjoey shows how “momentum”
and “quality” swamped other style factors in the month,
with “value” and “beta” being left well behind. Little wonder
that NZ equities lagged Australia and our Fund was running
into the wind.
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Figure 1- S&P ASX 100 January Long/Short style performance
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Markets during January felt like they were in something of a
“phony war”. Some major themes are gradually brewing and
swirling around in the ether but they haven’t quite all come

together yet to determine where we go next.

The first major theme is whether the momentum surge
persists or will we see a swing back to valuation and
cyclicals/beta outperforming? Our view is that momentum
and quality normally outperform when the economic
backdrop is difficult and investors cannot trust earnings
forecasts, with the apparent valuation appeal of cheap
companies turning into a mirage. In NZ, this has been the
case for several years due to our recessionary economy.
However, we may be on the verge of a major change as the
lagged impact of rate cuts gradually works through.
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We are long cyclicals such as Heartland (HGH), Turners
(TRA), Freightways (FRW), NZME (NZM) et al for this reason.

The Australian outlook is murkier. The housing market is
generally retreating from its highs but retail spending
appears to have been relatively solid in December. The
market expects the RBA to cut rates this month although the
evidence is somewhat mixed and it is not a foregone
conclusion. The momentum surge in Australia has spilled
over from the usual high multiple technology suspects to a
raft of retailers which now trade at all-time high valuation
multiples. We think the year ahead could be choppy at best
so have been building up our shorts in a number of these
names as they run ever higher. The lagged impact of the
weak AS will also be a major cost headwind as hedging rolls
off.

The chart below from JP Morgan shows how the surge in
momentum-driven stocks has been a global phenomenon
and this may lie behind some of the Australian move.
Worryingly, it also shows that peaks in this factor have
historically tended to coincide with market peaks more
generally.

Figure 8: Momentum Crowding (Right-Tail)
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The second theme is that January saw a continued surge but
then a few cracks appear in the most extreme speculative
components of markets globally. Last month, we marvelled
at how the price of Fartcoin had ripped from $0.02 to $1.25.
Well, it carried right on and briefly soared to $2.33 on 20
January before promptly collapsing back to $0.78 as this is
written. That is still $780m of market cap for nothing but hot
air but perhaps this is the canary in the coal-mine? Similarly,
the mega-cap bitcoin punter, Microstrategy peaked at $430
but is now back to the mid-$300 region — it has major
downside when it can no longer raise at an NTA premium to

buy more bitcoin. They also had to re-price a preferred stock
offering from 8% to 10%, a sure sign of trouble.

Will this emerging weakness in the most speculative market
segments extend to the ultra-extended multiples of
companies in the Australian IT sector? Talking about
valuation with respect to these stocks may be a quaint old-
fashioned notion but the sector is on a 1-year forward PE of
86.4x on JP Morgan numbers. Nothing that a 5% terminal
growth rate can’t fix.

The third theme that will be vital for 2025 is the outlook for
inflation and rate cuts. We have argued for some time that
inflation has peaked across key Western countries but that it
is declining only slowly back to target ranges. Data during
the month showed this remains the case, with there being a
common mix of services/non-tradeables inflation of circa
5%, offset by moderate goods/tradeables sector deflation.

The risk in the US is that tariffs and tougher immigration
policies see inflation reverse and start rising again at a time
when it is still well above the Fed’s 2% PCE inflation target.
This is clearly why the Fed decided on a “hawkish hold” in
January.

Australian inflation data is rather muddied by the temporary
subsidies that their Treasurer has used to put a lid on
headline outcomes. That said, the December quarter’s 0.5%
trimmed mean inflation will likely see the RBA cut in mid-
February. The market is pricing this as being highly certain
but there is still some risk around it given tight labour
market conditions. Views of 100bp of cuts over 2025 seem
very hopeful given that the RBA (wisely) never tightened too
far in the first place, the very weak AS will drive higher
inflation, wage inflation will likely remain elevated and the
subsidies won’t last forever. It could be a case of “one and
done”.

Conversely, the trigger-happy RBNZ was too easy for too
long, then too tight for too long and is now trying to put the
genie back in the bottle with a succession of cuts. CPI
inflation data, business survey outcomes and easing labour
markets all point to a 50bp cut this month to 3.75%. Most
terminal estimates centre around the 3% mark. The
interesting thing is that the timing and structure of NZ's fixed
rate mortgages mean that the direct transmission of this into
mortgage-holders’ wallets will only really gather pace in the
second half of this year. Right now, the economy is still
relatively gloomy but there is some light at the end of the
tunnel, and it isn’t Governor Orr driving an express train the
other way.
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The fourth key theme is how “the madness of King Donald”
is making volatility great again. The first several days of
February have seen rapid risk-on and risk-off moves in the
game of charades that is being played around the imposition
of tariffs. We could write an earnest treatise on what the
actual end outcomes might look like and the size of the
negative supply-side shock that lowers GDP growth and lifts
inflation. However, all that is clear is that they will be
stagflationary to some degree, with the impact of tighter
immigration adding to this.

At this point, what really matters is that the increased
uncertainty should give pause to investors in all risk assets. It
should require a higher risk premium for equities, causing
valuation multiple contraction. At the same time, the risks of
holding US sovereign debt continue to rise from a policy
instability viewpoint, greater inflation volatility and via ever-
increasing US fiscal deficits. This means that real interest
rates should continue to rise on top of the Trumpian
inflationary impact on nominal yields.

10 Year TIPS Yield 2.073 -0.091 (-0.0910%

2005 2010 2015 2020 2025 6

The chart above shows that real rates for 10-year US debt
have settled in the 2-2.5% region. This is far higher than the -
1% lows in the post-Covid era of funny money and returns us
to pre-GFC norms. The US fiscal situation will more likely
worsen rather than be solved in the immediate future, so
one should expect real yields to at least remain at these
levels, if not rise a little further. This is not normally a helpful
backdrop for equities, especially when valuation multiples
are vastly higher than pre-GFC.

The fifth theme is the Deepseek shock to the Artificial
Intelligence eco-system and just what that means for this
large and important segment_of the stock market. Our initial
reaction is that this is a classic case of Schumperterian
creative destruction. Remember that most companies who
initially built the railroads ended up going bust.

No one really knows what the long term implications will be
but it certainly raises doubts around the colossal
expenditure currently occurring on data centres and the
build-out of the infrastructure for Al. If the efficiency of Al
models is going to improve sharply, then will all the data
centres be needed? Are they even in the right place? Will
they be compatible with future technology developments?
These all have highly uncertain answers and the market was
incredibly vulnerable when one considers that Wall St
analysts had 70 buys on Nvidia and 0 sells. Similarly, it was
the most held stock on the Sharesies platform.

We have no holdings left in the space and are increasingly
feeling that the asset realisation from our very successful
investment in Global Data Centres (GDC) may have occurred
close to the top. We used the pullback to cover off shorts in
plays such as Goodman Group (GMG) and Homeco (HMC)
but we will certainly revisit them if euphoria re-emerges.

Fund Performance in January

Returning to the Fund’s performance in the month of
January, our overall return of circa -1.0% pre fees and tax
was composed of our longs returning +1.2% but our short
booking detracting -2.2%. Our longs simply did not do well
enough in a month where momentum names ruled the
roost. This also meant our overall “winners to losers” ratio
was an unusually weak 48%. There was no unusual size skew
and most contributors and detractors were relatively
modest.

Our gross exposure rose from a relatively low 129% to 138%
as a number of opportunities presented themselves. We
would expect it to rise a little further this month if result
season sees its usual array of overreactions. Our net position
was unchanged at 46%. However, as one can see from this
still delivering a negative outcome in a positive month, our
style means we march very much to the beat of our own
drum and are market-neutral in terms of the outcomes we
deliver. We remain solidly net long cheap NZ cyclicals and
are more neutral in the expensive Australian market, with
our shorts rising in historically expensive cyclicals, which
have over-reacted to what will be a modest easing cycle.

There were only five negative days for the 50/50 index of
Australia and NZ in January. The average return for the
market on those days was -0.44%. As it happened, the Fund
was up on three of those days and with a near-zero average
return on all of them of -0.08%. There continues to be no
correlation between the performance of the Fund and that
of the market.
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Our largest winner was a good-sized long in Heartland Bank,
(HGH, +9.1%). In many ways, this is a classic Salt position in
that we have paid very cheap multiples to buy what we think
is a business that is transforming from a dud into one that
can grow and reinvest to earn strong returns. We may
perhaps be too early but this transformation is well
underway.

Historically, HGH was one of our favourite shorts. They were
a second-tier bank with a higher cost of funding than the
majors, which meant they had to charge more for their
loans. Unsurprisingly, this led to negative adverse selection
in their book. This was invisible when the economy was fine
but bad loans crept out of every nook and cranny when the
recession arrived. The risk to our investment is that further
provisions may be needed but we see this as ancient history
and any further such losses should be on a PE of 1x.

Looking forward, HGH now has three good businesses. They
are the leading reverse mortgage provider in Australia and
NZ, with this having growth for many years at very attractive
returns. These are hidden for now by how reverse mortgages
consume cash when the book is growing and maturing but
the returns are real. Secondly, they have a rural lending
franchise that earns volatile but good returns and is now
funded by cheaper deposits from their new Australian bank
licence. Thirdly, their car lending business has been
struggling of late but earns acceptable returns over the
cycle.

HGH has stopped over-paying its dividend, it will benefit
from the NZ easing cycle and it just has to work through the
detritus of the last downturn before this becomes apparent.
That is the risk. They are on a consensus forward PE of 10.0x
going to 7.4x and then 6.7x.

Our second winner was a moderate position in the uranium
miner, Boss Energy (BOE, +36.2%). It is the most shorted
stock in Australia but we think it has two good uranium
projects and they provided a strong operational update
during the month. We are bullish on the long term uranium
outlook given the vast number of nuclear power plants
planned globally, irrespective of data centre power
requirements. BOE is very volatile, so we tend to be very
light-footed with this holding.

The third largest contributor was our good-sized holding in
Challenger Financial (CGF, +5.2%) which largely rose with the
market.

CGF has structural growth tailwinds from being Australia’s
dominant annuity provider yet is on a consensus PE path of
just 10.0x, 9.4x and 8.8x for the next three years. Better
growth than the market at a fraction of the price.

Other winners were modest in size, with our large GDI
Property (GDI, +2.6%) creeping up on no new news; our
large and highly successful Servcorp (SRV, +4.1%) position
continuing to advance and still being cheap with earnings
upside risk in our view; and a small speculative holding in
Opthea (OPT, +40.7%) surging as this extremely interesting
biotech is getting close to phase 3 results in what could be a
massive macular degeneration drug.

Our headwinds all came from high multiple shorts which
benefitted from the momentum surge during the month.
Breville (BRG, +8.4%) was the biggest such detractor and |
have never seen a name which gets so much analyst love
and commentary on positive news from the most tenuous of
global compcos. At the end of the day, it is an appliance
maker that is on a forward PE of 40x and which has had a
steadily increasing proportion of costs be capitalised over
time. Bulls would say that this shows the investment
opportunities whereas bears might suggest the company is
managing to a number. If it is the latter, then that never
ends well.

Wesfarmers (WES, +7.1%) rose strongly following a broker
upgrade. It is on a record forward PE of 33x. For that you get
the outstanding but mature Bunnings business just as the
housing cycle is turning over; the outstanding Kmart
business that showed some surprising cracks in its last result;
a drug distributor that is losing market share; and a lithium
mine.

Other classic momentum-driven headwinds came from the
most expensive bank in the world, Commonwealth Bank
(CBA, +4.8%); a small short in the rapidly growing Hub24
Limited (HUB, +15.9%) where we suspect the growth runway
may mature before the PE of 72x can be justified; JB Hi-Fi
(JBH, +9.5%) and Reece (REH, +6.8%). We are particularly
bemused by the latter. It has fallen nicely over the last few
months but the Australian and US housing markets have only
weakened since its last warning and it is still on a forward PE
of 40x.
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Thank you for your continued support and interest in the
Fund. January was frustrating but the losses were relatively
small and style-driven in nature rather than having any
major problem-children. We remain cautiously optimistic on
the outlook for NZ equities in 2025 given easing monetary
policy conditions and a return to moderate growth.
However, global volatility risks are massive and the
Australian market has numerous names on truly historic
multiples that will require extremely good results this
February result season to be sustained. We sense that
considerable volatility lies ahead and we will continue to do
our level best to deliver equity-like returns, with far less
volatility and no correlation to long-only equity markets.

Matthew Goodson, CFA

Disclaimer: The information in this publication has been prepared from sources believed to be reliable and accurate at the time of preparation but Salt Funds Management
Limited, its officers, directors, agents, and employees make no representation or warranty as to the accuracy, completeness, or currency of any of the information
contained within, and disclaim any liability for loss which August be incurred by any person relying on this publication. All analysis, opinions and views reflect a judgment at
the date of publication and are subject to change without notice. This publication is provided for general information purposes only. The information in this publication
should not be regarded as personalised advice and does not take into account an individual investor’s financial situation or goals. An individual investor should, before
making any investment decisions, seek professional advice. Past performance is not a reliable indicator of future performance and no representation or warranty, express
or implied, is made regarding future performance.



