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We invested 6% of the fund’s capital into Fedex in March at USD118.36.

We simplistically think of Fedex as an asset heavy service network that becomes increasingly
valuable and entrenched as its volumes grow. The network is skewed towards business to business
deliveries, while maintaining a meaningful exposure to business to consumer activities. The network
is focussed in North America, with a significant presence in Asia and expanding interests in Europe.
We hold management in high regard.

The business is exposed to trade and the macro environment. Despite this external volatility, we
consider that Fedex has generated attractive returns on capital over time; they have tended to

invest aggressively ahead of growth, but then they have consistently delivered adequate returns
from this investment. We think of Fedex as a high quality business that operates in cyclical areas.

Over the last two years there have been a number of issues weighing on Fedex. Global trade
tensions disrupted their activities, their acquisition of TNT Express NV has taken longer and been
more difficult to integrate than expected, Fedex have increased their North American deliveries from
5 to 6 and now often 7 days a week, adding network capacity when volumes have been softer than
anticipated, Amazon has aggressively built out its last mile delivery infrastructure to such a degree
that Fedex stepped away from servicing them in 2019 and now the economic dislocations of COVID-
19 has added to this mix.

When we think about this list of concerns, we focus on Amazon’s activities in last mile delivery.
Aside from this concern, we consider the other points to be either inherent in the nature of the
business or the expected results of management’s decisions. These decisions would have immediate
negative impacts on earnings, but they are initiatives designed to strengthen the business longer
term.

The TNT acquisition was always going to be complex, but it provides Fedex with a dense, domestic
European focused delivery network that is difficult to replicate. Increasing delivery days in North
America expands the capacity of the network and improves its service levels ahead of volumes, and
walking away from Amazon’s business aligns Fedex with retailers outside of Amazon’s environment
and eliminates the risk of Amazon pulling increasing amounts of their delivery volumes in house. We
regard these initiatives as positive — they are intentional, the earnings impacts are expected. We
view this as a completely different dynamic to management being blindsided and then trying to
manage problems within a business.

With regard to Amazon’s expansion into last mile delivery, our view is that Amazon’s internal growth
is forcing them to expand in this direction. Amazon’s volumes are large, highly seasonal and growing
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at 20% plus. UPS, Fedex and the US Postal Service don’t have either the labour or physical capacity
to adequately service these seasonal and growing peaks.

In 2019, Fedex stepped away from servicing Amazon, aligning itself with retailers outside of
Amazon’s environment. They are capable in managing and are actively pursuing volumes in non-
standardised packages (think packages that are either too heavy or too large to be processed
through an automated package sorting facility). Our view with regard to the Amazon risk, is that
there is enough room for both of them in last mile delivery. The space is a lot larger than business to
consumer online fulfillment. We expect that Fedex will continue to find profitable opportunities
despite Amazon’s involvement.
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Terms and conditions

This document is only made available to wholesale clients as that term is used in sections 761G and 761GA of the
Corporations Act 2001 (Cth).

Long Tail Asset Management Pty Limited holds an AFS Licence (number 341474). The information provided in this document
is only intended to describe the activities of the Fund to existing and prospective investors. As such the information is generic
in its nature and does not and cannot take into account an investor’s objectives, financial position or needs. Investors should
rely upon their own enquiries and analysis as to the merits and risks in deciding whether to make any investment and seek
appropriate advice as necessary prior to making any investment decision. The document contains general financial product
advice only.

You should understand that any forecasts or opinions in this document regarding the direction or prospects of any
investment or market are based on a number of assumptions and may not be realised. Such forecasts or assumptions may
change from time to time without notice to you.

Long Tail Asset Management Pty Limited has taken all reasonable care and believes that the information in this document is
correct and accurate but no warranty or assurance is made with respect to its completeness, currency or accuracy, and
neither Long Tail Asset Management Pty Limited nor its related bodies corporate, agents, Directors, officers, employees or
advisers are, to the extent permitted by law, responsible for loss or damage suffered as a result of reliance by any investor
or prospective investor on any statements, opinions or data contained in this document.

Copyright on the information in this document is owned by Long Tail Asset Management Pty Limited. You may use and copy
the information for your personal use only. Long Tail Asset Management Pty Limited expressly prohibits the reproduction,
transmission, or distribution of this information for any other purpose without the written permission of Long Tail Asset
Management Pty Limited.

Investors should be aware of the risks of investing in products offered by Long Tail Asset Management Pty Limited. Prior to
investing in a Fund operated by us you should read the Information Memorandum carefully and fully understand the risk
factors.

Long Tail Asset Management Pty Limited does not guarantee or assure the return of all or any capital invested, nor the
performance or profitability of its Fund. Investors should be aware that past performance of the Fund is not indicative of the
performance which may be achieved in the future and is not a reliable indicator of future performance. No representation
is made that profits will be achieved on behalf of the Fund or losses will be avoided in the future.

To the maximum extent permitted by law, the information and opinions contained in this document are provided without
any warranty of any kind. Long Tail Asset Management Pty Limited and its associates expressly disclaim all liability for any
loss or damage of any kind (including direct, indirect, special and consequential loss and damage of business revenue, loss
of profits, loss or corruption of data, failure to realise expected profits or savings or other commercial or economic loss of
any kind), whether reasonably foreseeable or not, incurred or suffered by any person arising out of or in any way related to
this document.
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