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PERFORMANCE COMMENT

For those who thought December is a quiet month, the opposite proved
to be the case again last year. We benefited from two last-minute
takeovers in the portfolio (RealPage, acquired by private equity firm
Thoma Bravo, and Huifu Payment, acquired by Purity Investments).
Furthermore, the approval of a new round of stimulus in the US was
positive for our Consumer Finance exposure. The market returned an
impressive 4.66% for the month. Our Fund outperformed strongly,
thereby closing a very volatile year with a healthy performance.

As a reminder, we have a pure focus on the FinTech theme, so we have
no FAANG exposure. Despite the strong FAANG performance this year
amid increased digitalisation requirements due to COVID, we are very
pleased with how the portfolio performed. Besides the purity element,
quality is also a very important factor in our portfolio management
process. We strongly believe that companies with healthy earnings and
solid cash flow will be long-term winners. Last year, however, favoured
‘revenue growth at any price’ companies. In our view, this was a direct
result of the abundance of easy money flooding the world due to the
ultra-low interest rate environment artificially created by central banks
globally.

The amount of debt has piled up in economies. Worldwide debt is now
at a historical high of 3.65 times global GDP. Although 2020 was not a
year in which refinancing requirements, debt levels and profitability were
in general considered important by the market, we strongly believe they
will come back into focus in 2021 as economies get back to normal or
see a new normal. However, economies worldwide, from developed to
developing, will carry the huge burden of debt that has been piling up
since 2009.

Our portfolio focuses on business models that deliver positive and
growing earnings and companies that have low dependency on external
financing. Some call this ‘conservative’, we see it as a quality-growth
focus at a reasonable price with a ‘sleep well’ bonus. Performance was
positive in all three sub-segments for December: Established FinTech
and Enabling Technology both delivered a 6% absolute return, and

Upcoming FinTech performed best (helped by M&A), with a 10%
absolute return.

Portfolio returns were positive in all sectors. Absolute performance was
best in Consumer Discretionary (+7.9%), Information Technology
(+7.1%) and Financials (+5.8%). Relative to the MSCI ACWI, sector
allocation was positive in both Financials and Technology (where
selection was also positive), while our relative underweight in Consumer
Discretionary, Health Care and Materials detracted from performance.

The stocks that contributed most to our relative monthly performance
were RealPage (+26%, takeover by private equity), Endava (+22%,
digitalisation beneficiary), Discover Financial Services (+19%, re-
opening beneficiary), Huifu Payments (+40%, takeover) and Global
Payments (+10%, in talks to be acquired by FIS). The laggards were SBI
Holdings (-13%, concerns around its stake in Ripple, a crypto currency
used for cross-border transactions), IHS Markit (-10%, the market
stopped liking the potential takeover by S&P), Apple (+11% in
December, no position in the Fund), Fiserv (-1%, no reason), and FIS (-
4%, in talks to buy Global Payments). 

MARKET REVIEW

December, a supposedly quiet month, saw a lot of activity. Oil and gold
were up as the world prepared for 2021, with re-opening and a return
to ‘normal’ on the one hand, and fear of inflation, interest rate moves
and a search for safety in assets such as gold on the other hand.
Meanwhile, amid speculation (or a search for an alternative to gold as
some call it) Bitcoin and other crypto currencies saw record highs. The
word that summarises 2020’s market-sentiment perfectly is ‘SPAC’
(special purpose acquisition company). A “blank check” shell
corporation designed to take companies public without having to go
through the traditional IPO process. Only issue is that investors need to
fully trust management to, first of all, find a good target company to
acquire and, secondly, pay a decent price for it. It’s a gamble with only
one winner; those who receive the very hefty fees. The SPAC market
exploded in 2020 and we see more than 70 SPACs lined up to be listed
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in Q1 2021, so this story will continue and the impact on our FinTech
universe will become more noticeable. For those looking forward to a
normal year again, it would be wise to skip 2021. 

THEMATIC INSIGHT

The re-opening of economies should be positive for our payments
universe. Higher overall economic activity and an increase in physical
store payments mean that most of our payments companies will benefit.
Consumer finance holdings should also benefit from re-opening, as
better economic activity and employment trends help to strongly
improve credit losses. Finally, the portfolio should benefit from re-
opening through payroll companies. We have a strong preference for
high-quality companies with solid CFROIs and CFROEs as well as good
reinvestment opportunities at relatively attractive valuations.

C-suite discussions are focusing on digital strategy. The focus has
moved from ‘nice to have’ to ‘must have’ in order to continue business
from the perspective of all stakeholders. Shareholder rewards have
clearly gone to digital leaders: clients expect a continuation of services,
and staff expect the right tools to perform their jobs in a work-from-
home environment. Our technology enablers benefit from these market
conditions, and their internal business models are well suited to a
digital, work-from-home world.

Meanwhile, we see China breaking away from the rest of the world. A
large part of the Chinese economy has been moving online over the last
couple of years. Most Tier 1 and Tier 2 cities, for example, had already
gone completely cashless before COVID-19 emerged, and China’s
consumption of digital healthcare services and digital forms of education
has already surpassed that of most developed countries. This
preparedness for a digital society has resulted in a growing Chinese
economy (while the rest of the world shrinks) and a possible rise in
China’s global economic position. From a FinTech perspective, there are
more high-quality companies to be found, and we have expanded our
positioning further. 

PORTFOLIO ACTIVITY

We were also guilty of disturbing the December lull. We made further
changes to the portfolio, in line with what we communicated in previous
months. We sold volatility (Flow Traders, Deutsche Börse, TMX Group)
and actively managed M&A activity (sold S&P Global to limit exposure to
the combined S&P-IHS entity, and sold RealPage too). Finally, we sold
our positions in Repay and Cerved to fund higher-quality re-opening
stocks. We bought SSNC, Shift 4 Payments, WEX, Fair Isaac, Tinexta
and Synchrony Financial. With the exception of Tinexta, which is a
higher-growth replacement in Italy for Cerved, all newly bought positions
benefit from the re-opening theme. 

OUTLOOK

FinTech benefits from strong secular growth trends, such as the move
away from physical cash, the digitalisation of financial services and the
increasing role of cybersecurity. COVID-19 is accelerating these trends
via both push and pull forces. Businesses started to invest more in their
digital infrastructure to remain open during lockdown, and consumers
are demanding digital services for health reasons (such as digital
payments instead of physical cash) and user experience/convenience
reasons.

Our investment process selects the highest-quality companies that
benefit from the abovementioned trends in order to build a well-
diversified portfolio. We strongly believe that 2021 will see investors
start to put emphasis on the quality of business models again, and we
will see an end to ‘revenue growth at any price’ models. The most
important factor to watch this year will be interest rates and policy
decisions around inflation and economic recovery. Our balance between
technology and financials naturally hedges this event. For most of our
technology exposure, higher interest rates are likely going to lead to
lower valuations, while higher interest rates are a clear positive for our
financials exposure.

We believe 2021 will see further M&A, as even the big US payments
companies are looking to merge in order to improve unit-economics.
Scale advantages and cheap financing opportunities create the perfect
setting for it. Our investible universe will grow, despite the M&A wave,
because there are a lot of private companies coming to market. Not
necessarily via the traditional IPO process, rather via SPACs as
described above. This complicates the investment process, as we are
not speculating on target companies and we do our (valuation) work
before we invest in newly listed companies. Besides scarce information,
short deadlines and hidden costs, SPACs also influence the M&A market
itself. There are examples of companies within the FinTech theme which
add a lot of value through M&A. However; these companies have
specific ROI targets and are, in most cases, conservative in their
spending. These serial acquirers now have to compete with SPAC
investors who only get paid when the SPAC successfully finds a target,
hence the incentive to overpay and win the deal is large to the latter
group. Over the years we have built up an extensive network of private
equity investors, investment bank specialists, private company directors
and FinTech experts. We use that network to be as informed as possible
and to take opportunities where possible and be involved at an early
stage. Nevertheless, we always stay true to our investment philosophy
of quality growth at a reasonable price. 

Sincerely,

LO Funds–FinTech investment team.
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IMPORTANT INFORMATION
The following risks may be materially relevant but may not always be
adequately captured by the synthetic risk indicator and may cause
additional loss:
- Concentration risk: To the extent that the fund's investments are
concentrated in a particular country, market, industry, sector or asset
class, the fund may be susceptible to loss due to adverse occurrences
affecting that country, market, industry, sector or asset class.
- Emerging market risk: Significant investment in emerging markets may
expose to difficulties when buying and selling investments. Emerging
markets are also more likely to experience political uncertainty and
investments held in these countries may not have the same protection
as those held in more developed countries.
- Active management risk: Active management relies on anticipating
various market developments and/or security selection. There is a risk at
any given time that the fund may not be invested in the highest-
performing markets or securities. The fund's net asset value may also
decline.
 
For more details about risk, see appendix B “Risk Factors” of the
prospectus.
 
RISK AND REWARD PROFILE
SRRI score: 6 (1 : Lower risk - potentially lower rewards; 7 : Higher risk
- potentially higher rewards)
 
For professional investor use only.
This marketing document is issued by Lombard Odier Funds (Europe)
S.A. a Luxembourg based public limited company (SA), having its
registered office at 291, route d’Arlon, 1150 Luxembourg, authorised
and regulated by the CSSF as a Management Company within the
meaning of EU Directive 2009/65/EC, as amended; and within the
meaning of the EU Directive 2011/61/EU on Alternative Investment Fund
Managers (AIFMD). The purpose of the Management Company is the
creation, promotion, administration, management and the marketing of
Luxembourg and foreign UCITS, alternative investment funds (“AIFs”)
and other regulated funds, collective investment vehicles or other
investment vehicles, as well as the offering of portfolio management and
investment advisory services. Lombard Odier Investment Managers
(“LOIM”) is a trade name.
The Fund is authorised and regulated by the Luxembourg Supervisory
Authority of the Financial Sector (CSSF) as a UCITS within the meaning
of EU Directive 2009/65/EC, as amended. The management company
of the Fund is Lombard Odier Funds (Europe) S.A. (hereinafter the
“Management Company”), a Luxembourg based public limited company
(Société Anonyme SA), having its registered office at 291, route d’Arlon,
L-1150 Luxembourg, authorised and regulated by the CSSF as a
Management Company within the meaning of EU Directive 2009/65/EC,
as amended. The Fund is only registered for public offering in certain
jurisdictions. The articles of association, the prospectus, the Key
Investor Information Document, the subscription form and the most
recent annual and semi-annual reports are the only official offering
documents of the Fund’s shares (the “Offering Documents”). They are
available on http//www.loim.com or can be requested free of charge at
the registered office of the Fund or of the Management Company, from
the distributors of the Fund or from the local representatives as
mentioned below.
 
Austria. Supervisory Authority: Finanzmarktaufsicht (FMA),
Representative: Erste Bank der österreichischen Sparkassen AG, Am
Belvedere 1, 1100 Vienna – Belgium. Financial services Provider:
CACEIS Belgium S.A., Avenue du Port 86C, b320, 1000 Brussels –
France. Supervisory Authority: Autorité des marchés financiers (AMF),

Representative: CACEIS Bank, place Valhubert 1-3, F-75013 Paris –
Germany. Supervisory Authority: Bundesanstalt für
Finanzdienstleistungsaufsicht (BaFin), Representative: DekaBank
Deutsche Girozentrale, Mainzer Landstraße 16, D-60325 Frankfurt am
Main – Gibraltar. Supervisory Authority: Gibraltar Financial Services
Commission (GFSC), Information agent: Lombard Odier & Cie (Gibraltar)
Limited, Suite 921 Europort – Italy. Supervisory Authority: Banca d’Italia
(BOI)/ConSob, Paying Agents: Société Générale Securities Services
S.p.A., Via Benigno Crespi, 19/A – MAC 2, 20159 Milano, State Street
Bank International GmbH – Succursale Italia, Via Ferrante Aporti, 10,
20125 Milano, Banca Sella Holding S.p.A., Piazza Gaudenzio Sella, 1,
13900 Biella, Allfunds Bank S.A.U., Milan Branch,Via Bocchetto 6,
20123 Milano, BNP Paribas Securities Services, With its registered
office in Paris, rue d’Antin, 3, and operating via its Milan subsidiary at
Piazza Lina Bo Bardi, 3, 20124 Milan – Liechtenstein. Supervisory
Authority: Finanzmarktaufsicht Liechtenstein (“FMA”), Representative,
LGT Bank AG Herrengasse 12, 9490 Vaduz – Netherlands. Supervisory
Authority: Autoriteit Financiële Markten (AFM). Representative: Lombard
Odier Funds (Europe) S.A. – Dutch Branch, Gustav Mahlerlaan, 1081 LA
Amsterdam – Spain. Supervisory Authority: Comisión Nacional del
Mercado de Valores (CNMV), Representative: Allfunds Bank, S.A.U. C/de
los Padres Dominicos, 7, 28050, Madrid – Sweden. Supervisory
Authoriy: Finans Inspektionen (FI). Representative: SKANDINAVISKA
ENSKILDA BANKEN AB (publ), Kungsträdgårdsgatan, SE-106 40
Stockholm – Switzerland. Supervisory Authority: FINMA (Autorité
fédérale de surveillance des marchés financiers), Representative:
Lombard Odier Asset Management (Switzerland) SA, 6 av. des
Morgines, 1213 Petit-Lancy; Paying agent: Bank Lombard Odier & Co
Ltd, 11 rue de la Corraterie, CH-1204 Geneva. UK. Supervisory
Authority: Financial Conduct Authority (FCA), Representative: Lombard
Odier Asset Management (Europe) Limited, Queensberry House, 3 Old
Burlington Street, London W1S3AB.
 
Notice to residents of the United Kingdom: The Fund is a Recognised
Scheme in the United Kingdom under the Financial Services & Markets
Act 2000. Potential investors in the United Kingdom are advised that
none of the protections afforded by the United Kingdom regulatory
system will apply to an investment in LO Funds and that compensation
will not generally be available under the Financial Services
Compensation Scheme. This document does not itself constitute an
offer to provide discretionary or non-discretionary investment
management or advisory services, otherwise than pursuant to an
agreement in compliance with applicable laws, rules and regulations.
Singapore: This marketing communication has been approved for use by
Lombard Odier (Singapore) Ltd for the general information of accredited
investors and other persons in accordance with the conditions specified
in Sections 275 and 305 of the Securities and Futures Act (Chapter
289). Recipients in Singapore should contact Lombard Odier (Singapore)
Ltd, an exempt financial adviser under the Financial Advisers Act
(Chapter 110) and a merchant bank regulated and supervised by the
Monetary Authority of Singapore, in respect of any matters arising from,
or in connection with this marketing communication. The recipients of
this marketing communication represent and warrant that they are
accredited investors and other persons as defined in the Securities and
Futures Act (Chapter 289). This advertisement has not been reviewed by
the Monetary Authority of Singapore.
Hong Kong: This marketing communication has been approved for use
by Lombard Odier (Hong Kong) Limited, a licensed entity regulated and
supervised by the Securities and Futures Commission in Hong Kong for
the general information of professional investors and other persons in
accordance with the Securities and Futures Ordinance (Chapter 571) of
the laws of Hong Kong.
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An investment in the Fund is not suitable for all investors. There can be
no assurance that the Fund’s investment objective will be achieved or
that there will be a return on capital. Past or estimated performance is
not necessarily indicative of future results and no assurance can be
made that profits will be achieved or that substantial losses will not be
incurred. Where the fund is denominated in a currency other than an
investor’s base currency, changes in the rate of exchange may have an
adverse effect on price and income. All performance figures reflect the
reinvestment of interest and dividends and do not take account the
commissions and costs incurred on the issue and redemption of
shares/units; performance figures are estimated and unaudited.
Netxperformance shows the performance net of fees and expenses for
the relevant fund/share class over the reference period. This document
does not contain personalised recommendations or advice and is not
intended to substitute any professional advice on investment in financial
products. Before making an investment in the Fund, an investor should
read the entire Offering Documents, and in particular the risk factors
pertaining to an investment in the Fund, consider carefully the suitability
of such investment to his/her particular circumstances and, where
necessary, obtain independent professional advice in respect of risks, as
well as any legal, regulatory, credit, tax, and accounting consequences.
This document is the property of LOIM and is addressed to its recipient
exclusively for their personal use. It may not be reproduced (in whole or
in part), transmitted, modified, or used for any other purpose without the
prior written permission of LOIM. It is not intended for distribution,
publication, or use in any jurisdiction where such distribution,
publication, or use would be unlawful. This document contains the
opinions of LOIM, as at the date of issue. The information and analysis
contained herein are based on sources believed to be reliable. However,
LOIM does not guarantee the timeliness, accuracy, or completeness of
the information contained in this document, nor does it accept any
liability for any loss or damage resulting from its use. All information and
opinions as well as the prices indicated may change without notice.
Neither this document nor any copy thereof may be sent, taken into, or
distributed in the United States of America, any of its territories or
possessions or areas subject to its jurisdiction, or to or for the benefit of
a United States Person. For this purpose, the term “United States
Person” shall mean any citizen, national or resident of the United States
of America, partnership organised or existing in any state, territory or
possession of the United States of America, a corporation organised
under the laws of the United States or of any state, territory or
possession thereof, or any estate or trust that is subject to United States
Federal income tax regardless of the source of its income.
Important information on performance: Past performance is not a
guarantee of future results. Where the fund is denominated in a
currency other than an investor’s base currency, changes in the rate of
exchange may have an adverse effect on price and income. All

performance figures reflect the reinvestment of interest and dividends
and do not take account the commissions and costs incurred on the
issue and redemption of shares/units; performance figures are
estimated and unaudited. Net performance shows the performance net
of fees and expenses for the relevant fund/share class over the
reference period. Source of the figures: Unless otherwise stated, figures
are prepared by LOIM.
Important information on benchmarks: Any benchmarks/indices cited
herein are provided for information purposes only. No benchmark/index
is directly comparable to the investment objectives, strategy or universe
of a fund. The performance of a benchmark shall not be indicative of
past or future performance of any fund. It should not be assumed that
the relevant fund will invest in any specific securities that comprise any
index, nor should it be understood to mean that there is a correlation
between such fund’s returns and any index returns.
Important information on target performance/risk: Target
performance/risk represents a portfolio construction goal. It does not
represent past performance/risk and may not be representative of actual
future performance/risk.
Important information on portfolio composition: The portfolio information
provided in this document is for illustrative purposes only and does not
purport to be a recommendation of an investment in, or a
comprehensive statement of all of the factors or considerations which
may be relevant to an investment in, the referenced securities. They
illustrate the investment process undertaken by the manager in respect
of a certain type of investment, but may not be representative of the
Fund’s past or future portfolio of investments as a whole and it should
be understood that they will not of themselves be sufficient to give a
clear and balanced view of the investment process undertaken by the
manager or of the composition of the investment portfolio of the Fund.
As the case may be, further information regarding the calculation
methodology and the contribution of each holding in the representative
account to the overall account’s performance can be obtained by the
Fund or the Management Company.
Although certain information has been obtained from public sources
believed to be reliable, without independent verification, we cannot
guarantee its accuracy or the completeness of all information available
from public sources.
No part of this material may be (i) copied, photocopied or duplicated in
any form, by any means, or (ii) distributed to any person that is not an
employee, officer, director, or authorised agent of the recipient, without
Lombard Odier Funds (Europe) S.A. prior consent. In Luxembourg, this
material is a marketing material and has been approved by Lombard
Odier Funds (Europe) S.A. which is authorised and regulated by the
CSSF.
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