
At the same time as the world embarks on vaccination
programs the daily tally of infections and deaths continue to
set new records in most regions which we believe will lead
to a disjointed and uneven recovery. The discovery of more
infectious strains and mutations has invited the
conversation about the effectiveness of current vaccines
and the potential need to regularly tweak vaccine designs as
Covid-19 evolves. This is something we are keeping a close
eye on.

While we agree with consensus that Covid-19 will likely be
under reasonable control before the end of this year, which
would kick-start a recovery in leisure activities, we differ in
our belief that the extent of re-opening activities will not be
as robust. There may be a lot of pent-up demand for various
leisure activities, but it may prove difficult to fully satiate as
many consumers are likely to remain cautious so long as
Covid-19 is not eradicated, which at this time does not
appear to be likely. Moreover, the market may not be fully
factoring the negative margin impacts from higher costs and
capacity issues when operating in a post-Covid-19 world for
certain companies conducting high-risk activities (especially
within travel & hospitality).

Therefore, the Fund continues to be positioned with a bias
towards an economic outlook where Covid-19 continues to
have a significant impact on consumer behavior towards
higher spending on products and “at home” and less on
leisure and services, which we believe will experience
longer-lasting effects of this pandemic.

Our core holdings in stocks that benefit from the “stay-at-
home” phenomena includes technology growth stocks
Adobe, Amazon, Facebook, Microsoft and Shopify. That
said, our bullish view of these companies more reflects our
positive view of their long-term secular growth trends. We
also consider our longstanding core holding, Lululemon, as
being the clothing retailer best positioned to capture
market share in a “stay-at-home” environment, but where
our bullish thesis has much more to do with its overall
market leading growth trend.
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Jemekk Total Return Fund 1.91% 3.33% 103.08%
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During Q4, we witnessed breakthroughs in vaccine
effectiveness that far exceeded expectations, propelling
capital markets higher globally. This prompted a major
recovery in cyclical and leisure stocks (traditional value
names) and the first rotation out of growth stocks that
had staying power. The election of Joe Biden for President
seems to have buoyed most sectors, including, counter
intuitively, the energy sector due to the outlook for
increased stimulus and, more importantly, the belief that
President-elect Biden will govern more towards the
center-left as opposed to the more highly progressive
agenda from some in the Democratic party. For 2020 in
general, we experienced the sharpest and quickest decline
in the S&P 500 in history, marking a truly historic period in
capital markets. Against the strong quarter for equities
(S&P/TSX +8.97%) the Jemekk Total Return fund produced
a positive return (+1.91%), which resulted in positive
results for a tumultuous year, but unfortunately lagged
the broader markets as will be discussed below.

In retrospect we entered the quarter too cautiously
positioned given our concerns regarding the economy, the
pandemic, and the U.S. election – all of which surprised
positively to the upside resulting in the strong quarter,
driven primarily by a rotation into the lagging value stocks.
The Jemekk Total Return Fund’s performance in Q4 was
highly, and positively, impacted by value & cyclical stocks
with the top performers being Stelco, Air Canada, and
General Motors. However, the Fund’s positive bias to
Covid-negative stocks and poor performance from our
gold positions resulted in more muted gains vs. the
indices. The combination of rising rates and fear
dissipation leaned on the gold price, and oddly also
hindered growth stocks/multiples. We see this becoming
less relevant going forward primarily due to the Fed’s
intention to maintain a low-rate environment.

We enter 2021 optimistic on the outlook for equity
markets but are cautious about the extent of re-opening
activities, which we expect to be slower and more
staggered than most expect.
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In addition, we have been increasing our exposures to
products and materials stocks given our view on consumer
spending. Since adding stocks in this segment such as
General Motors, La-Z-Boy, Norbord, and Sleep Country in
the fall, the Fund recently added TECK/B as well.

One area of negative contribution in the quarter was
precious metals. We believe the price of gold has
consolidated in the quarter in the face of rising rates,
pausing before resuming its recent ascent. The bullish
argument for gold remains intact with continuing high
government spending and escalating sovereign debt levels.
As well, talk of inflation has gone from “almost
nonexistent” back in the fall to now something that has
become at least topical. With a meaningful increase in the
U.S. 10-year bond yield to over 1.0% for the first time since
the Covid-19 pandemic had its spring peak, gold as an
inflation hedge becomes an ever more relevant
conversation. Although the group has negatively
contributed to performance in this quarter, we remain
committed to the thesis.

As per usual, below we highlight a key name in the Fund;

Facebook Inc. (FB) - A company that is not short of any
controversy, Facebook could have a strong 2021 as the
company shifts from scale to monetization. We feel the FB
story is largely understood so won’t go into much detail
about its business but will highlight its primary assets and
respective Monthly Active Users: Core FB (2.75B MAUs),
Instagram (1b+ MAUs), FB Messenger (1.3b+ MAUs), and
WhatsApp (2b+ MAUs). Clearly, scale is not the issue for
FB. The next leg of growth is monetization, which we
believe FB can accomplish.

Our thesis on owning FB now is largely centered on
WhatsApp and e-commerce. But first, we will address the
material risks to the story - privacy and regulation. Apple is
releasing a new iOS update that will require users to allow
for the collection of data. This has the potential to hurt ad
platforms such as Facebook, Google, and all social media
sites. More widely known is the antitrust issues
surrounding big tech. Specifically, the FTC and 48
State/Territory AGs filed two antitrust lawsuits in
December against FV. During our time managing money we
have seen Congress come after big tech several times but
usually nothing materializes. This time could definitely be
different, but we don’t believe a break-up of FB is likely.
Reminder that the same antitrust regulators approved the
acquisitions in question (Instagram & WhatsApp). If
anything, we see fines and greater scrutiny on future M&A.

WhatsApp was bought in 2014 and since then has been
scaling with no clear plan to monetization. But given FB’s
July $5.7b 9.99% investment in Jio Platforms (India’s
largest mobile network operator, which WhatsApp plans
to partner with on commerce) and FB’s November $1b
acquisition of Kustomer (a CRM platform) it’s clear to us
FB is investing heavily into WhatsApp with the goal of
monetizing the platform. The way we look at the FB
assets - core FB and Instagram are storefronts and
WhatsApp is the point of commerce. Embedding
payments into WhatsApp makes for a much smoother
and frictionless transaction. Take India alone, the
WhatsApp community in that country (400mm users) is
10x the entire population of Canada. Business owners are
highly dependent on WhatsApp in India. FB has its sights
on social commerce and struck several key partnerships
in 2020, Shopify being one of them. The additional non-
ad revenue is not being properly priced by the market in
our opinion. The valuation for FB is highly compelling at
20x 2022 GAAP PE.

From a risk/reward perspective we view FB as an
attractive investment given the downside from the risks
mentioned above (privacy/regulation) are widely
understood. On the flip side, the upside potential from
the ‘call options’ (FB Shops, IG Checkout, WhatsApp Pay,
FB Marketplace) we have highlighted could result in
significant performance for the stock.

Although risks remain elevated (pandemic, economic
recovery, and rising rates) our comfort level with respect
to equities has grown resulting in our current net long of
close to 80% as we enter 2021. We remain exposed to
larger, more liquid names, as we expect the recovery to
be choppy, but skewed to the upside. The primary
underlying belief in the Fed’s commitment to low rates
and the government’s focus on stimulus in 2021 remains
unchanged, and in fact has strengthened. We remain
focused on changes to these fundamentals and will move
quickly to adjust the portfolio accordingly.

We thank you for your continued support and hope
everyone is keeping safe during these difficult times. We
look forward to reporting to you at the end of the first
quarter.

Gerard Ferguson: 1.416.777.4491
Rick Ummat: 1.416.777.4496
Michael Lam 1.416.597.4502
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