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INVESTMENT OBJECTIVES
Astral Value Fund is a long-biased, absolute return fund that aims to offer investors exposure to Asian markets equity
returns with lesser risks through a disciplined approach to investing in mispriced situations.

MONTHLY COMMENTARY
Markets throughout the world reacted negatively to increasing spread of the COVID-19 virus. Our fund was not spared
either, falling 13.5% during the month. Despite our small to mid-cap exposure making us more vulnerable to the market
sell-off, our year-to-date decline was in-line with Hang Seng’s decline, and we have outperformed the STI and MSCI
Asia. Earlier in March, we were perhaps too optimistic as we deployed our cash on hand, we did not anticipate the
pandemic morphing into a credit crisis. Once the market lurched into a global credit crisis, it was hard to escape
unscathed, no matter how well one positions his portfolio. All asset classes, except cash, sold off in the latter half of
March. The silver lining was that the aggressive monetary responses from global central banks had been timely and had
to a certain extent, stabilized the volatile global markets.
While we might not have anticipated the credit crisis, we did not sit still during the month. We quickly determined the
impact of COVID-19 pandemic on our portfolio of businesses and made sure we continue to hold businesses that would
survive our worst-case scenario. During the month, when selling got to indiscriminate levels, we switched out of some
lower liquidity stocks and switched to oversold names, which have better business quality and better liquidity. We were
vindicated by our decision when the stocks we switched into rallied from their oversold levels. We estimate our actions
improved our last month performance by 2 percentage points. From our experience during the global financial crisis,
there will be unexpected opportunities which may surface such as margin calls. Therefore, we restored our cash levels
to 7% at the start of the month in April.
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How do we see the situation evolving?
Even medical experts are not able to say for certain how long the pandemic will last, and neither can we. As value
investors though there are a few things we can do. One is to know how much the market is discounting this crisis and
the other, is to determine the probabilities of the possible scenarios before deciding our next course of action.
What is discounted?
The market has certainly priced in a doomsday scenario. Our reference point was the drawdown in 2009, the so-called
once in a century Global Financial Crisis. It is our view that the leverage levels now are not as pronounced as in 2009
and banks now are better capitalised making credit still accessible. Hence, we should expect valuations to approach but
probably not reach the depths of 2009.
Looking at the chart next page, S&P500 is currently trading at 16x after recently trading as high as 22x in February
recently, which now seems a long time ago. The low of S&P500 reached as low as 11.2x in March 2009. This could
suggest some downside in the US markets should COVID-19 escalates in US soil. On the other hand, Asia’s stock market
valuations are not far away from the valuations reached in 2009. The current trailing PE of STI and Hang Seng are both
around 9.5x whereas the low reached in 2009 were 5.9x and 8.0x respectively.
What are the possible scenarios?
We have envisaged 3 potential scenarios as follows:
1. Quick resolution by June 2020
This was the timeline initially touted by many analysts at the start of the pandemic as they took reference to
SARs epidemic in 2003. However, given the extent of the global spread of COVID-19 due to its high
transmissibility and the various waves of re-infections into nations which seem to have kept the virus in control,
we assign a low probability of less than 20% for this scenario happening.
2. Resolution before the end of the year 2020
This currently forms the base case on what many analysts are predicting. Many countries have woken up to the
risks of simply allowing the virus to spread across the population and create a herd immunity. The chief risk is
that the healthcare system simply cannot cope with such a surge in caseloads and would be overwhelmed. The
deluge of cases would lead to an attrition of the medical staff as well as a drastic rise in the mortality rate. Hence,
many countries have instituted lockdowns to control the spread of the virus (a.k.a. flatten the curve). From
China’s experience, it took a draconian lockdown of about 1 to 2 months to keep the pandemic under control.
Unfortunately, given the looser and disparate lockdown scenarios instituted among the various countries, we
estimate that it will take longer for the whole world to bring the virus under control. We attribute a 50%
probability to this scenario happening.
3. Resolution in the first half 2021
In the event when lockdowns fail to bring the virus to its heel, it is possible that the current situation will drag
on till next year. Lockdowns must be repeated due to re-infections, as the virus kept coming back in a few weeks
to months once the initial lockdowns are lifted. A vaccine is needed to assure the public that it is safe to go out
once again.
Globally, pharmaceutical companies are racing against time to try to come out with a vaccine. Before the
outbreak, it usually takes about a year whereby a vaccine is even suitable for human testing. Both China and
the US have accelerated their approval processes and allowed Phase 1 human clinical trial for potential vaccines.
We are rather confident that a vaccine could be produced by first half next year. Hopefully, we do not come to
this scenario, but we attribute a probability of 30% of this scenario happening.
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How are we positioning ourselves?
Whilst we think the likely resolution should come only in the latter part of this year, it is in our DNA to prepare for the
worst and hope for the best. For every individual company that currently sits in our portfolio, we make sure they can
survive at least 2 years till a vaccine becomes available. Not only do these companies have little to no debt, we make
sure these companies can withstand a long period of losses. Using these criteria as a pre-requisite for the companies in
our portfolio, we divide the names in 3 general categories:
1.

Beneficiaries of COVID-19 – Given that we do not know how long it will take to bring this virus under control,
it is important to buy some reasonably priced companies that could potentially benefit from this crisis. In our
portfolio, we have the following companies at low teens PE: a ventilator manufacturer and a glove manufacturer
which are both now working 24-hours to meet demand, a cold chain logistics player that stores necessities and
food, a cup noodles producer and a port operator that in imports raw material for making alcohol.

2. Necessities – Another part of the portfolio comprises of companies providing necessities. We believe some may
see a slight to moderate decline in their business earnings due to lesser business activities. Most have seen a
huge drop in their share prices during the recent flight to safety. They trade at high single-digit normalised PE,
but we believe they should rally well when sentiment recovers: These companies include food producers,
packaging manufacturers, education providers, medical specialists and distributors of medical supplies.
3. Fallen Angels – The remaining part of our portfolio is made up of companies that have been severely beaten
down. They are mostly leaders in their own fields and have solid financial positions that could ensure they will
survive throughout this difficult market situation. Many of these companies continue to pay good dividends
even in current arduous conditions and most of them trade at less than 6x their normalised earnings. We
predict they will recover and perform very well when the situation stabilises as most of their competitors will
likely fold or cut back on marketing. These companies include state-owned infrastructure companies, well-run
restaurants, manufacturers of discretionary products and online platform providers.

As each country is moving along a different trajectory for this pandemic, we are cautious and consciously avoiding
countries or regions that are poorly managing the pandemic. It is highly likely that a full outbreak in underprepared
countries would lead to devastating outcomes, in terms of many lives lost as well as prolonged economic recessions.
Hence, we are placing our bets on countries and cities that have demonstrated that they are able to handle this crisis
well, as their recovery will be much faster and stronger.
While our fund’s NAV have taken a hit this quarter, we have a strong belief that we can bounce back in the months
ahead. Finally, we attach below some pictures of activity in China during the first weekend of April, suggesting that it
is not all bleak, at least in China. We welcome both feedback and questions. Do feel free to email us at
enquiries@astralasset.com.

A pessimist sees the difficulty in every opportunity;
an optimist sees the opportunity in every difficulty.
– Winston Churchill
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FUND INFORMATION

Fund Name

Astral Value Fund

Bloomberg Ticker

ASTRALV KY Equity

ISIN

KYG059281090

Base Currency

USD

Fund Manager

Astral Asset Management

Jurisdiction

Cayman Islands

Share Class

A

B***

Subscription Charge

1.0%

Waived

Management Fee

1.5% p.a.

1.2% p.a.

Performance Fee

15%

12%

3% in Year 1

3% in Year 1,

Early Redemption Charge

2% in Year 2,
1% in Year 3

Redemption Charge

1%

High Watermark

Yes

Fund Administrator

Apex Fund Services Singapore Pte Ltd

Fund Custodian

DBS Bank Ltd.

Fund Auditor

Deloitte

***Limited Capacity

For more information:
Phone: +65 6407 1544
Email: enquiries@astralasset.com
Website: www.astralasset.com

IMPORTANT NOTICE: This publication is strictly for information and general circulation only and does not have regard to the specific objectives,
financial situation and particular needs of any specific person. It is not, and should not be construed as an offer, invitation to offer, solicitation,
recommendation or commitment to enter into any dealing in securities and form of transaction. Nothing contained herein constitutes investment
advice and AAM is not carrying out any financial advisory services and not acting as any investor’s and potential investor’s financial adviser or in any
fiduciary capacity. Investors and potential investors should seek independent advice from a financial advisor regarding the suitability of the Fund
and securities mentioned before making any investment. In the event that the investor or potential investor chooses not to do so, he should consider
carefully whether the Fund and securities are suitable for him. Past performance of the Fund, securities and the Investment Manager and any
forecasts made or opinions expressed on the economy, stock market or economic trends of the markets are definitely not indicative of future or likely
performance or any guarantee of returns. AAM accepts no liability and responsibility, whatsoever, for any direct or consequential loss arising from
any use of or reliance on this publication. Investments in units in the Fund (“Units”) are not deposits or other obligations of or guaranteed or insured
by AAM and subject to high degree of risks, including possible loss of entire principal amount invested. The value of the Units and the income
accruing to the Units, if any, may fall or rise. This publication is provided on an “as is” and “as available” basis and subject to change, of whatsoever
form and nature, at any time without notice.
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