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Long-term investing — growth is not linear

Jonathan Rawicz

Question: If | hired a fund manager with perfect foresight as to which stocks would be the best performers over
the next five years, what kind of drawdown would I have to bear in order to get the absolute best possible
returns?

We decided to simulate the performance of such a “perfect foresight” fund manager to determine the drawdowns
relative to the benchmark one may incur if such a strategy was selected.

Our “perfect foresight” fund manager looked at up to 1,000 of the largest companies listed in the United States in
June 1972 (the earliest month for which we have easily available data) and then looked forwards to see which
stocks would produce the best return over the next five years. The manager then constructed an equally weighted
portfolio of the 50 companies that would produce the top returns over the next five years.

Each quarter our “perfect foresight” manager would look forward and select companies that would again produce
the best performance over the following five years and then rebalance the portfolio back to include these stocks.

Needless to say, the performance from such a fund manager would be astonishing. $1invested in such a portfolio

in June 1972 would be worth $430,970,849 at the end of April 2022, for a whopping 48.83% return per annum. This
compares to investing in the S&P 500 which would have turned $1into $158, for a return of 10.67% per annum.

Figure 1. Performance of Perfect Foresight Portfolio Relative to S&P 500
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Past performance is not necessarily a guide to the future.
Source: FactSet and EFGAM calculations.

So how much volatility would one have to bear to turn $1 into $430,970,849? We analysed the monthly drawdown
of such a portfolio against the S&P 500 assuming our manager maintained the discipline of holding onto those 50
best performing companies despite the volatility.

In order the generate this 48.83% return per annum an investor in the fund would need to stomach:
e 92 months where the fund was below the S&P500 by 5% or more;
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e 24 months where the fund was below by 10% or more,

e 11 months where the fund was below by 15% or more;,

e 2 months where the fund was below by 20% or more;

e 1 month where the fund was below by 25% or more.
The maximum drawdown relative to the S&P 500 an investor would suffer would be 26.1% which occurred during
the 2008 financial crisis. Other recent notable periods would also produce gut wrenching drawdowns. During the
Dotcom bust of 2000 the fund would draw down by 11.4%, and during the Covid-19 crisis of 2020, by 16.8%.

Figure 2. Drawdowns relative to S&P 500
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Source: FactSet and EFGAM calculations.

Hiring a fund manager with perfect foresight is of course not possible, but what about hiring one that
consistently picks a significant number of stocks that outperform the benchmark?

Using a Monte Carlo simulation, we constructed three stylised managers. One constructs a portfolio where just
50% of the stocks outperform over the next 5 years with quarterly rebalancing, another with 60% of the stocks
outperforming, and a third with 70% of the stocks outperforming. How do the returns and drawdowns of these
managers compare to the “perfect foresight” manager?

Over the 50-year period, the manager with a 50% “hit ratio” delivered a 8.06% return, but with a maximum relative
drawdown of 76% - not very attractive compared to the S&P500 at a 10.67% per annum. The manager with a 60%
hit ratio delivered a 11.38% return, a healthy 71bps of alpha per annum, but you would need to stomach a 49%
maximum relative drawdown. The exceptionally good manager with a 70% hit ratio delivered a 14.47% annual
return, or 407bps of alpha per annum, but even with this an investor would need to remain steadfast with a
maximum relative drawdown of 34% compared to the benchmark.

In practice fund managers are often fired for much smaller drawdowns than the ones above, and even the
“perfect foresight” fund manager would most likely have been fired many times during their tenure as manager of
this fund.

Even a fund managed with perfect foresight would experience many periods of significant relative drawdowns in
delivering the best possible portfolio return. The key lesson from this is that if one is invested in an investment
process which delivers proven long term returns, one has to be willing to experience significant drawdowns to
obtain better than benchmark performance. The key criteria for assessing whether or not to retain a fund
manager should not be short periods of underperformance but rather the quality of their underlying investment
process and how consistently their process is applied.
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Important Information

For professional clients, qualified investors and accredited investors only. The value of investments and the
income derived from them can fall as well as rise, your capital is at risk. Note: Past performance is not a guide
to the future. Returns may increase or decrease as a result of currency fluctuations.

The opinions herein are those of EFG Asset Management (“EFGAM”) as of the date of this presentation, and are
subject to change at any time due to market or economic conditions. The above does not take into consideration
the client’s situation and does not constitute a recommendation to buy, sell or take any other action. It is not
financial advice.

Hypothetical performance results have many inherent limitations. No representation is being made that any
account will or is likely to achieve profits or losses similar to those shown; in fact, there are frequently sharp
differences between hypothetical performance results and the actual results subsequently achieved by any
particular trading program. One of the limitations of hypothetical performance results is that they are generally
prepared with the benefit of hindsight. In addition, hypothetical trading does not involve financial risk, and no
hypothetical trading record can completely account for the impact of financial risk of actual trading. For example,
the ability to withstand losses or adhere to a particular trading program in spite of trading losses are material
points which can also adversely affect actual trading results. There are numerous other factors related to the
markets in general or to the implementation of any specific trading program which cannot be fully accounted for
in the preparation of hypothetical performance results and all which can adversely affect trading results.
Performance contribution is gross of fees, all other performance shown is net of fees and expenses. Please refer
to the Prospectus for further information on this Fund and prior to any subscription. All data sourced New
Capital, EFGAM, Bloomberg, as at title date, unless otherwise stated.

Issued in the UK by EFG Asset Management (UK) Limited which is authorised and regulated by the Financial
Conduct Authority (FCA Registration No. 536771). Registered No: 7389746. Registered address: Park House, 116 Park
Street, London W1K 6AP. Telephone: +44 (0)20 7491 9111,

This document is a marketing communication and does not constitute an offer to sell, solicit or buy any
investment product or service, and is not intended to be a final representation of the terms and conditions of any
product or service. The investments mentioned in this document may not be suitable for all recipients and you
should seek professional advice if you are in doubt. Clients should obtain legal/taxation advice suitable to their
particular circumstances. This document may not be reproduced or disclosed (in whole or in part) to any other
person without our prior written permission. Although information in this document has been obtained from
sources believed to be reliable, EFGAM does not represent or warrant its accuracy, and such information may be
incomplete or condensed. All estimates and opinions in this document constitute our judgment as of the date of
the document and may be subject to change without notice.

EFGAM will not be respansible for the consequences of reliance upon any opinion or statement contained herein,
and expressly disclaims any liability, including incidental or consequential damages, arising from any errors or
omissions. Performance results shown are net of applicable fees and expenses.

Any information quoted relating to the New Capital UCITS Fund plc is merely a brief summary of key aspects of
the Fund. More complete information on the fund can be found in the prospectus, the simplified prospectus or
key investor information document, and the most recent audited annual report and the most recent semi-annual
report.

These documents constitute the sole binding basis for the purchase of fund units. Copies of these documents are
available free of charge in the United Kingdom at EFG Asset Management (UK) Limited (“EFGAM”), Park House, 116
Park Street, London W1K 6AP, United Kingdom. Copies of these documents are available free of charge in Germany
at the offices of the German information agent, HSBC Trinkaus & Burkhardt AG, Konigsallee 21/23, 40212
Dusseldorf, Germany. Copies of these documents are available free of charge in France from the French
centralizing agent, Societe Generalg, 29, boulevard Haussmann - 75009 Paris, France. Copies of these documents
are available free of charge from the Swiss Representative: CACEIS (Switzerland) SA, Route de Signy 35, CH-1260
Nyon, Switzerland. Paying Agent: EFG Bank SA. 24 Quai du Seujet, CH-1211, Geneva 2, Switzerland.

Copies of these documents are available free of charge in Luxembourg at the offices of the Luxembourg paying
agent, HSBC Securities Services (Luxembourg) S.A,, 16 boulevard d’Avranches, L-1160 Luxembourg, R.C.S.
Luxembourg, B28531. Copies of these documents are available in the local languages as per the above and from
www.newcapitalfunds.com. A summary of investor rights is available at:

https:/ /www.efgam.com/newcapitalfunds/Summary-Investor-Rights.html.

Country of origin of the collective investment scheme: Ireland

Investment products may be subject to investment risks, involving but not limited to, currency exchange and
market risks, fluctuations in value, liquidity risk and, where applicable, possible loss of principal invested.

In the European Union, this Document is issued by KBA Investments Limited (“KBA”). KBA Investments Limited is
licensed in terms of the Investment Services Act (Cap 370) as an Investment Firm and is regulated by the Ma
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Financial Services Authority (Authorisation 1D KIL2-1F-16174). In the European Union, this Document is available to
Professional Investors only (as defined under Annex Il to Directive 2014/65/EU of the European Parliament and of
the Council of 15 May 2014 on markets in financial instruments and amending Directive 2002/92/EC and Directive
2011/61/EU).

KBA Investments Limited

Licensed in terms of the Investment Services Act (Cap 370) as an Investment Firm and is regulated by the Malta
Financial Services Authority (Authorisation 1D KIL2-1F-16174). KBA Investments Limited is a sub-distributor in
certain countries in the European Union for EFG Asset Management (UK) Limited. For the full list of EU countries,
please visit the https:/ /www.mfsa.mt/financial-services-register/ . Registered Office: Trident Park, Notabile
Gardens, No 2 - Level 3, Zone 2, Central Business District, Birkirkara, Malta. Registered in Malta No. C97015.

Hong Kong: The contents of this document have not been reviewed nor endorsed by any regulatory authority in
Hong Kong. Hong Kong residents are advised to exercise caution in relation to this offer. An investment in the
Fund may not be suitable for everyone. If you are in any doubt about the contents of this document, you should
consult your stockbroker, bank manager, solicitor, accountant or other financial adviser for independent
professional advice. The Fund is not authorised by the Securities and Futures Commission (“SFC”) in Hong Kong
pursuant to Section 104 of the Securities and Futures Ordinance (Cap 571, Laws of Hong Kong) (“SFO”). This
document has not been approved by the SFC in Hong Kong, nor has a copy of it been registered with the Registrar
of Companies in Hong Kong and, must not, therefore, be issued, or possessed for the purpose of issue, to persons
in Hong Kong other than (1) professional investors within the meaning of the SFO (including professional
investors as defined by the Securities and Futures (Professional Investors) Rules); or (2) in circumstances which
do not constitute an offer to the public for the purposes of the Companies Ordinance (Cap 32, Laws of Hong Kong)
or the SFO. This document is distributed on a confidential basis and may not be reproduced in any form or
transmitted to any person other than the person to whom it is addressed. No interest in the Fund will be issued
to any person other than the person to whom this document has been addressed and no person other than such
addressee may treat the same as constituting an invitation for him to invest.

Singapore: The Fund is not authorised or recognised by the Monetary Authority of Singapore (the “MAS”) and the
shares in the Fund (the “Shares”) are not allowed to be offered to the Singapore retail public. Moreover, this
presentation, and any other document or material issued in connection with the offer or sale is not a prospectus
as defined in the Securities and Futures Act, Chapter 289 of Singapore (“SFA”). Accordingly, statutory liability
under the SFA in relation to the content of prospectuses would not apply. You should consider carefully whether
the investment is suitable for you.

This presentation has not been registered as a prospectus by the MAS, and the offer of the Shares is made
pursuant to the exemptions under Sections 304 and 305 of the SFA. Accordingly, the Shares may not be offered or
sold, nor may the Shares be the subject of an invitation for subscription or purchase, nor may this presentation
or any other document or material in connection with the offer or sale, or invitation for subscription or purchase
of the Shares be circulated or distributed, whether directly or indirectly, to any person in Singapore other than
under exemptions provided in the SFA for offers made (a) to an institutional investor (as defined in Section 4A of
the SFA) pursuant to Section 304 of the SFA, (b) to a relevant person (as defined in Section 305(5) of the SFA), or
any person pursuant to an offer referred to in Section 305(2) of the SFA, and in accordance with the conditions
specified in Section 305 of the SFA or (¢) otherwise pursuant to, and in accordance with, the conditions of any
other applicable provision of the SFA.

Where the Shares are acquired by persons who are relevant persons specified in Section 305A of the SFA, namely:
a) a corporation (which is not an accredited investor (as defined in Section 4A of the SFA)) the sole business of
which is to hold investments and the entire share capital of which is owned by one or more individuals, each of
whom is an accredited investor; or b) a trust (where the trustee is not an accredited investor) whose sole purpose
is to hold investments and each beneficiary of the trust is an individual who is an accredited investor, the shares,
debentures and units of shares and debentures of that corporation or the beneficiaries’ rights and interest
(howsoever described) in that trust shall not be transferred within six months after that corporation or that trust
has acquired the Shares pursuant to an offer made under Section 305 of the SFA except:

1. to an institutional investor or to a relevant person as defined in Section 305(5) of the SFA, or which arises from
an offer referred to in Section 275(1A)

of the SFA (in the case of that corporation) or Section 305A(3)(i)(B) of the SFA (in the case of that trust);

2. where no consideration is or will be given for the transfer;

3. where the transfer is by operation of law;

4. as specified in Section 305A(5) of the SFA; or

5. as specified in Regulation 36 of the Securities and Futures (Offers of Investments) (Collective Investment
Schemes) Regulations 2005 of Singapore. The offer, holding and subsequent transfer of Shares are subject to
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restrictions and conditions under the SFA. You should consider carefully whether you are permitted (under the
SFA and any laws or regulations applicable to you) to make an investment in the Shares and whether any

such investment is suitable for you and you should consult your legal or professional advisor if in doubt.

This advertisement has not been reviewed by the Monetary Authority of Singapore.
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