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A Magnificent Moat or Shallow Puddle? In this month’s Letter to Investors, we discuss the Mag-7’s underperformance in January
and the emerging threat of Al upstarts to the Silicon Valley fortress. We also cut through the noise and explore the one factor that
truly drives a company’s share price: Earnings growth - which looks set to broaden out to small caps.
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January 2025 Ophir Fund Performance
Before we jump into the Letter, we've provided a detailed monthly update for each of the Ophir Funds below.

The Ophir Opportunities Fund returned +5.2% net of fees in January, outperforming its benchmark which returned +4.6%,
and has delivered investors +23.0% p.a. post fees since inception (August 2012).

Download Factsheet

The Ophir High Conviction Fund (ASX:OPH) investment portfolio returned +6.6% net of fees in January, outperforming its
benchmark which returned +51%, and has delivered investors +141% p.a. post fees since inception (August 2015). ASX:OPH
provided a total return of +2.0% for the month.

Download Factsheet

The Ophir Global Opportunities Fund returned +5.1% net of fees in January, outperforming its benchmark which returned
+31%, and has delivered investors +18.0% p.a. post fees since inception (October 2018).

Download Factsheet

The Ophir Global High Conviction Fund (Class A) returned +4.5% net of fees in January, outperforming its benchmark
which returned +31%, and has delivered investors +13.9% p.a. post fees since inception (September 2020).

Download Factsheet

The Ophir Global High Conviction Fund (Class B) returned +4.3% net of fees in January, outperforming its benchmark
which returned +31%, and has delivered investors +281% p.a. post fees since inception (June 2023).

Download Factsheet

Idea Bonanza!

*  In another good month for equity markets, January saw all of the Ophir funds outperform, with gains of at least +4% each,
driven by good early Q4 earnings results for our Global Funds.

e The Mag-7 took a back seat in performance during the month, and many investors are asking whether DeepSeek’s Al has
turned their once-powerful moats into mere puddles.

* Investors are focused on what could spark small-cap outperformance, but they should also be judging small caps on their
superior reward-to-risk ratio relative to large caps which, in our opinion, should deliver outperformance over the next 5 years.

*  While small-cap performance has been hampered by sluggish earnings growth, there are promising signs this could be about to
change.

* In January we made the trek to the Needham Growth Conference in New York, leaving with a record number of fantastic
ideas which should serve to significantly strengthen our portfolio.

At Ophir, we have notification alerts set up on our phones with many of the major news outlets including The Australian Financial
Reviewy The Australian, The Wall Street Journal, The New York Times, Bloomberg News ... the list goes on.

This year it has felt like almost every time a notification has popped up, in the headline has been the word “Trump’ or ‘Musk’. We
don’t expect that to change much over the next four years. We just have to get used to it.

For investors though, it helps to remember that, over the long run, almost the only thing that matters for a company’s share price
Is its earnings.

Not tariffs, interest rates, inflation, immigration policy, DOGE spending cuts, how many ‘illegal aliens’ are getting deported this
week from the U.S., or whether a new ‘Riveria’ is being created in the Middle East.

Of course, some ofthese things will matter for some companies’ share prices, but mostly in the short term.

At a portfolio level, over the longer term, politics and government policy runs a distant second (or third or fourth) behind the

idiosyncratic drivers of a company’s earnings.



https://www.ophiram.com.au/wp-content/uploads/2025/02/Final-Ophir-Opportunities-Fund-January-2025-Factsheet-1.pdf
https://www.ophiram.com.au/wp-content/uploads/2025/02/Final-Ophir-High-Conviction-Fund-January-2025-Factsheet-1.pdf
https://www.ophiram.com.au/wp-content/uploads/2025/02/Final-Ophir-Global-Opportunities-Fund-January-2025-Factsheet-1.pdf
https://www.ophiram.com.au/wp-content/uploads/2025/02/Final-Ophir-Global-High-Conviction-Fund-Class-A-January-2025-Factsheet.pdf
https://www.ophiram.com.au/wp-content/uploads/2025/02/Final-Ophir-Global-High-Conviction-Fund-Class-B-January-2025-Factsheet-1.pdf
https://www.ophiram.com.au/

Letter to Investors - January 2025

Overwhelmingly, the things that have always mattered the most in investing will continue, such as:

*  The size of a company’s addressable market

e The value the company offers its customers compared to its selling price
»  Its ability to scale cost effectively

e The size of any moats that protect it from competition

*  The strength of its balance sheet

*  Its bargaining power with suppliers, and

*  The gap between current and assessed value of the business

It’s easy to forget this when the volume of Trump or Musk articles goes stratospheric.

The Mag-7 finally takes a backseat

Putting aside some of the noise, it was a good month for equity markets overall in January, and for the Ophir Funds.

Each of the Ophir Funds were up +4% or more, and all outperformed for the month. A pleasing result, particularly for the
Ophir Global Funds where the performance was driven by good Q4 earnings results for some of our stocks.

After a muddle through the first half of January, major equity indices put on solid, to- in some cases great, returns in the second
half of the month.

What was most interesting was that U.S. exceptionalism and Magnificent-7 led outperformance over the last couple of years, took
a back seat.

While the S&P 500 was up +2.7%, the Mag-7 actually underperformed, rising just +2.5%. The equal weighted S&P 500 (where
all 500 stocks get a 0.2% weight) rose +3.4%, which highlights that smaller large caps did better than the behemoths.

The perennially underperforming European equity market (Euro Stoxx 50) put on a whopping +8.0% — eclipsing that index’s all-
time high from way back in the year 2000!

It also reverses, albeit for just a month, a little of the 25-year underperformance of the European versus the U.S. share market.

The question for investors is whether this the start of a rotation in leadership for this current bull market in shares that started
back in October of 2022?

Space Race redux

Undoubtedly the big news in January that put a chink in the armour of some of the Mag-7, and particularly U.S. chipmaker
Nvidia, was Chinese firm DeepSeek.

We won’t go into the details here because it’s been thoroughly covered by the press. But many were calling it a ‘Sputnik’ moment
for the U.S. — that is, the U.S. might not be as far ahead in the Al ‘arms race’ as previously thought. This had echoes of the
USSR’s 1957 launch of Sputnik, the first earth-orbiting satellite, a development which shocked Americans and helped trigger the
space race between the U.S. and Russia.

This raises several questions:

o Is DeepSeek’s R1 — China’s new open sourced ‘reasoning’ Al large language model (LLM) — close in performance to the best U.S. models like Open
Als ChatGPT? It appears so.

o Isut significantly cheaper to build and train than the best U.S. models? That’s what 1s being claimed, with some saying R1 was built for
only 5% of the cost of U.S. models, though others argue that figure is understated.

*  And has DeepSeek made some significant advances in soflware architecture that helped provide great performance at low cost? It seems the answer
here too is yes, with U.S. competitors acknowledging the smarts behind DeepSeek’s code.
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What is undeniable, though, is the meltdown that Nvidia’s share price suffered. After the DeepSeek announcement on the 27th
January, Nvidia fell -17.0%, wiping out US$593 billion in market cap from the then-largest listed company in the world.

To put that in perspective, below are the 30 largest listed companies in the U.S. beloww $US500 billion in value at the time.

# Ticker Company Name Market Cap Cont.

1 MA Mastercard Inc $502,698,411,895 lid Ticker Company Name Market Cap

2 UNH UnitedHealth $500,192,941,216 23 BX Blackstone Inc $222,924,833,867
3 XOM Exxon Mobil Corp $484,207,565,031 24 AXP American Express $222,851,140,952
4 ORCL Oracle Corp $442,702,195,680 25 MS Morgan Stanley $220,148,011,870
5 COsT Costco Wholesale $428,473,384,268 26 PEP PepsiCo Inc $212,123,223,155
6 HD Home Depot $422,049,972,960 27 GE General Electric Co $210,462,892,018
7 NFLX Netflix Inc $415,442,266,415 28 MeB ebeonatd'sCorp e e
8 PG Procter & Gamble $397,827,558,763 29 LIN Linde PLC $209,266,636,789
9 JINJ Johnson & Johnson $368,149,628,649 30 IBM IBM $207,240,717,918
10 BAC Bank of America Corp $361,315,900,317

" CRM Salesforce Inc $332,174,700,000

12 ABBV AbbVie Inc $312,607,123,139

13 CVX Chevron Corp $282,556,669,030

4 ®e Ceca-ColaCe $275,226,1569,147

15 WEC Wells Fargo & Co $259,500,501,962

16 TMUS  T-Mobile US Inc $256,966,558,467

7 MRK Merck & Co Inc $247,752,515,071

18 CSCO Cisco Systems Inc $235,381,013,166

19 NOW ServiceNow Inc $234,967,720,000

20 ACN Accenture PLC $233,693,483,388

21 ABT Abbott Laboratories $224,490,538,219

22 T™O Thermo Fisher $223,242,454,665

Source: Jefferies, X (Donald Trump Jr)

So, in other words, Nvidia’s market cap loss was the equivalent of McDonalds and Coca Cola being wiped from the face of the
earth. (New Secretary of Health and Human Services RFK Jr has assured us he’s not taking away McDonald’s, one of Trump
favourite foods!)

Moats or puddles?

All eyes during the recent U.S. reporting season were on the big capex plans of the hyperscalers, such as Meta, Google and
Microsoft. Given DeepSeck’s seemingly cut-price AI LLM build job, investors wanted to know the hyperscalers weren’t wasting
that big capex spend.

Investors have given them the benefit of the doubt for now.

As Microsoft CEO, Satya Nadella, said: “Fevons Paradox strikes again! As Al gets more efficient and accessible, we will see its use skyrocket,
turning it into a commodily we just can’t get enough of.”’

The logic of the Jevons Paradox’ is that a lower cost to produce = lower cost to consumers = higher demand from consumers as
Al is built into all sorts of products.

But while the news from DeepSeck seems good for consumers and demand for Al applications more generally, the question now
1s whether the ‘moats’ for Meta, Google, Microsoft, and Co, are now more like shallow puddles in Al — that is, easier to be
attacked by smaller upstarts?

What could spark small-cap outperformance?

Speaking of smaller upstarts, as small-cap investors, probably the most frequent question we get asked is: “We get small-cap

valuations are very cheap versus large caps globally, but what might be the catalyst for small-cap outperformance?”’
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It’s an excellent question.

While small-cap valuations are very cheap globally versus large caps — and particularly in the U.S. where they really haven’t
been this cheap in 25 years — small caps, in our opinion, will likely outperform large over the next 5-10 years.

It’s trickier to identify when that outperformance may start.

Firstly, we’d say don’t try pick the start. It’s better to focus on the fact that ultra-cheap relative valuations provide an asymmetric
return payoff in small versus large caps. That is, should mean reversion in valuations occur like it has historically, small caps have
more limited relative downside (it’s hard for them to get much cheaper in a relative sense) but much larger upside than large
caps. This 1s why we are personally putting more money into our Ophir Global Funds now.

Earnings growth set to broaden out to small caps

One thing that’s likely been holding back small-cap outperformance is that for much of the last two years aggregate earnings of
U.S. small caps (which make up almost 2/3’s of the global small cap market) have been stagnant. (Side Note: this is not the case
for our Ophir Global Funds where through stock picking we have continued to be able to find companies growing earnings
significantly).

This stagnant aggregate U.S. small cap earnings can be seen in the chart below with the yellow line of U.S. small cap earnings-
per-share growth moving sideways, whilst mid, large and mega-cap earnings have grown.

U.S. Earnings Per Share Growth by Market Cap
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Source: Bloomberg, Ophir

The Fed’s rate rise cycle has basically caused a bifurcated U.S. economy. Large caps earnings have been boosted by very strong

Mag-7 earnings. But small caps, which hold disproportionately shorter-term floating-rate debt, have suffered under the weight of
higher interest costs.

This may be about to change though.
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Interest rates, not just in the U.S., but globally, are now being cut (yellow line below). That should lead to a cyclical upswing in
the U.S. economy — as measured by the Institute of Supply Management’s New Orders Index — a key leading index of
manufacturing activity in the U.S. (red line below).

Global Policy Actions Argue For A PMI Recovery
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Historically, as seen in the below chart, upswings in manufacturing activity have tended to see a broadening out of earnings
growth in corporate America.

Never before have we seen more than two years in a row of flat or negative aggregate earnings growth across U.S. small caps.
So there is some hope that 2025 represents a return to growth and leads to further liquidity flowing into and supporting the
cheap small-cap valuations.

Earnings: PMI Recoveries Tend To See A Rebound In EPS Breadth

U.S. PMI vs. S&P 1500 EPS Revisions
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Big conference conversion

In last month’s Letter to Investors (read here) we spoke about how the election of Donald Trump has given a shot in the arm to
U.S. small business optimism.

Over November and December, the NFIB Small Business Optimism Index jumped the most in any two-month period in the
Index’s 50-year history!

The percentage of small business owners expecting the U.S. economy to improve in the next year also recently reached near
record levels.

With this background we were very excited to head one of our favourite small-cap conferences globally in January, the Needham
Growth Conference in New York.

Over a few days, we had 28 one-on-one company meetings. Normally at conferences like this we would have 2 or 3 high-quality
ideas that result in 1 or 2 investments. This year we had 9 ideas! And we think 4 or 5 investments might come from it.

High grading the portfolio

Small-cap businesses are definitely more bullish heading into the New Year, with a new market and US-economy-friendly
administration in place, and major central banks cutting rates (ex the Bank of Japan who is doing its own thing!).

On one hand our cautious nature has the team asking: have we lowered our threshold for great ideas?

But for us (Andrew and Steven), who have seen this movie before, our muscle memory would tell us it’s more likely that, overall,
the businesses we have seen are indeed more confident that they can grow earnings faster than last year and faster than the market
expects.

This is great news for our Global Funds because it keeps pressure on the portfolios and increases the quality of ideas. If we do
have 5 new stocks come into the Global Funds, the threshold for getting in usually means they are at least an average weight stock
of say 3-4%.

This in turn means the bottom 5 get pushed out, and the strength of the overall companies in the portfolios gets high graded. That
is exactly what we want. New year, new ideas and high pressure for only the best companies to remain in our Funds.

As always, thank you for entrusting your capital with us.

Kindest regards,

Andrew Mitchell and Steven Ng 4 ‘\ 2 o A ///

Founders and Senior Portfolio Managers
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Automic Group |02 8072 1478 Brendan Carrig (Chief Executive Officer)
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The Trust Company (RE Services) Limited ABN 45 003 278 831 AFSL 235150 (Responsible Entity) is the responsible entity of Ophir High Conviction Fund (the
Fund). This document has been prepared by Ophir Asset Management Pty Ltd ABN 88 156 146 717AFSL 420 082 (Ophir), the investment manager of the Fund
and is authorised for release by The Trust Company (RE Services) Limited as responsible entity and the issuer of units in the Trust. The information is of general
nature only and has been prepared without taking into your account your objectives, financial situation or needs. Before making an investment decision, you
should consider obtaining professional investment advice that takes into account your personal circumstances and should read the current product disclosure
statement (PDS) of the Fund. Neither the Responsible Entity nor Ophir guarantees repayment of capital or any particular rate of return from the Fund. All
opinions and estimates included in this document constitute judgments of Ophir as at the date of the document and are subject to change without notice.
Past performance is not a reliable indicator of future performance. Ophir accepts no liability for any inaccurate, incomplete or omitted information of any

kind or any losses by using this information
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