
We’re different... and each quarter 

brings that difference into sharper 

focus.

The core of NETZ continues to be invested behind our 
central thesis that energy, food, and transportation are 
critical systems in various stages of transition to more 
sustainable models. We believe that the transitioning 
of these systems presents an opportunity to unlock 
tremendous value and we have allocated the fund’s capital 
accordingly.

From a portfolio management perspective, the portfolio is 
positioned with a conservative posture given the backdrop 
of rising rates and growing uncertainty over corporate 
earnings. As such, the majority of our investments are in 
companies with resilient business models, pricing power 
and unique, idiosyncratic drivers of earnings growth even 
in a weaker macro environment.

Quarterly Letter and Performance 
Commentary
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Our Third Quarter Performance

The equity markets third quarter of 2022 grappled (and continue to grapple) 
with broad-based inflation permeating the economy along with an 
increasingly hawkish Federal Reserve. It’s almost hard to remember that the 
federal funds rate was being held near zero as recently as early 2022. The 
dramatic pivot in mindset and rapid action taken by the Fed have increased 
the market’s required equity rate of return, which has driven down valuation 
multiples broadly.

Unprofitable, speculative companies and businesses with long-duration 
cash flows have seen the worst of the de-rating. Fortunately, NETZ has 
generally avoided these types of businesses in favor of companies we view as 
structurally undervalued with strong free cash flow both in the short-term and 
the long-term.

While the quarter in total was challenging for markets, it started strongly with 
the S&P 500 being +9% for the month of July on the back of resilient corporate 
earnings. Outside of notable weakness in certain consumer discretionary 
categories, headwinds in Europe or for companies with outsized exposure 
to the recent lockdowns in China, corporate earnings generally outpaced 
expectations for Q2 with constructive forward outlooks. While we are of the 
view that forward earnings likely need to be revised lower on the basis that 
the Fed is intent on slowing consumption to tame inflation, we have not yet 
seen broad-based earnings slowdowns. To this point, during the quarter, 
expectations for 2023 S&P 500 earnings were only revised -1% lower.
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Performance Breakdown

For Q3, the Morningstar® US Market Extended TR USD 
IndexSM declined by -4.5% while the NASDAQ Composite 
Index fell by -4.6%. Over the same timeframe, NETZ 
returned 5.6% bringing our Year-to-Date performance to 
-7.8%. While our numbers compare favorably to the 
market, we don’t overly focus on the short-term 
outperformance as we know from experience that 
quarterly performance will fluctuate to the positive or 
negative, often seemingly at random.

Instead, our focus is on what we can control: identify high-
quality, undervalued businesses through deep research and 
capitalize on heightened market volatility by concentrating 
our capital in our highest conviction ideas. To highlight the 
current market volatility, the Chicago Board Options 
Exchange Volatility Index (VIX) was 31.6 in Q3 which is the 
2nd highest quarterly result in the past 10 years, surpassed 
only by Q1 2020 when the global pandemic first emerged. 
As investors, with a bottom-up research process to identify 
winners within large systems change, we like volatility. We 
view it as favorable to our ability to generate strong long-
term returns.

Q3 2022 NETZ Top Contributors and Top Detractors†

Top Contributors

% Contribution % Exposure
3Q22 9/30/22

Ford Motor Company (NYSE: F) 2.2% 0.0%

Livent Corp (NYSE: LTHM) 2.0% 6.6%

Deere & Company (NYSE: DE) 1.5% 7.6%

Wolfspeed Incorporated (NYSE: WOLF) 1.2% 0.0%

ConocoPhillips (NYSE: COP) 0.8% 2.2%

NETZ Performance (Quarter end as of September 30, 2022)

Cumulative % Annualized %

1 MO 3 MO 6 MO YTD
Since 

Inception
1 YR 3 YR 5 YR 10 YR

Since 
Inception

NAV -9.89 5.63 -14.49 – -7.75 – – – – -7.75

Market Price -9.99 5.89 -15.58 – -7.70 – – – – -7.70

Index -9.31 -4.53 -20.65 – -20.73 – – – – -20.73

Top Detractors

% Contribution % Exposure
3Q22 9/30/22

Transdigm Group Inc (NYSE: TDG) -0.3% 2.2%

Alcoa Corporation  (NYSE: AA) -0.4% 0.8%

CSX Corporation (NASDAQ: CSX) -0.5% 3.4%

Airbus SE (OTCMKTS: EADSY) -0.7% 3.2%

Bunge Ltd. (NYSE: BG) -0.8% 0.0%

† Gross performance is unaudited. Gross performance attribution is calculated before management fees and expenses. The Top Contributors and Top Detractors in the above table represent attribution 
to the Fund’s gross return for the period from 7/1/22 to 9/30/22. The amount of the profit or loss includes market fluctuations for each position. Return figures shown here use the Carino algorithm, 
which is an industry standard smoothing algorithm. Carino Smoothing calculates a factor that scales each month’s return and uses compound scaled factor to arrive at the total period return. The 
calculation of gross performance attribution does not correspond to the calculation of net performance for the Fund or any investor for the same period because of the difference in calculation 
methodology. The holdings identified do not represent all of the securities in the Fund’s portfolio. Additional information with respect to the calculation methodology and/or a list showing each 
portfolio holding’s contribution to the gross performance during the period is available for review upon request.

The performance data quoted represents past performance. Past performance does not guarantee future results. The investment return and principal value of an investment 
will fluctuate so that an investor’s shares, when sold or redeemed, may be worth more or less than their original cost and current performance may be lower or higher than the 
performance quoted. For the most recent month end performance please visit ETF.Engine1.com. Fund performance (since inception) can be found at etf.engine1.com/netz

Index refers to the Morningstar® US Market Extended TR USD IndexSM. Index returns are calculated based on changes in closing index levels. An investor cannot invest directly in an index. NAV 
return represents the total return of the fund based on changes to the net assets and accounts for distributions from the fund. Market Price returns are calculated using the closing price and account 
for distributions from the fund.
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Top DetractorsTop Contributors

The demand environment remains very resilient for 
Deere. Early orders for FY23 are seeing high-single digit 
to low-double digit price increases1—well above the 
historical norm. Inventories remain near 10-yr lows and 
used equipment pricing continues to move higher despite 
a typical seasonal slowdown in the summer. We continue 
to see precision agriculture transforming the DE business 
model towards high-margin, recurring revenue.

Deere & Company (NYSE: DE)

The Inflation Reduction Act (IRA) is a clear boon for the 
US auto industry and a key driver of Ford’s recovery from 
its July lows. The prospect of consumer tax credits up to 
$7,500/vehicle for domestically manufactured EVs and 
equally substantial battery manufacturing subsides are 
positive for Ford. The company also posted strong Q2 
results resulting in modest earnings upgrades. While we 
continue to like the long-term prospects for Ford, we began 
reducing and ultimately exited the position during the 
quarter as we believe our other auto investments present 
more attractive risk adjusted returns. Our decision to exit 
Ford was also consistent with the portfolio management 
decision to moderate the risk exposure of NETZ. We will 
continue to closely monitor Ford and will be quick to 
act if the right opportunity presents itself to revisit the 
investment.

Ford Motor Company (NYSE: F)

Crop pricing saw weakness in Q3 alongside the rest of 
the commodities space, which impacted Bunge’s stock 
negatively. However, given Bunge’s global presence and 
vertical integration through the entire agriculture value 
chain, we do expect BG to generate solid profits in Q3 and 
beyond. Soy crush margins remain at elevated levels, the 
global supply / demand of crops remains tight, and new 
sources of crop demand (i.e., renewable fuels) will continue 
to drive demand higher.

Bunge Ltd (NYSE: BG)

The commercial aerospace market continues to experience 
a broad-based recovery from the pandemic-driven 
disruptions experienced in 2020. Demand from airlines 
for new, fuel-efficient aircraft remains very strong, but the 
global supply chain continues to struggle to meet demand. 
Airbus confirmed as much in its mid-year results update 
by reducing its 2022 delivery target to 700 aircraft from 
7202. While challenges with upstream suppliers are likely to 
continue in the near-term, Airbus is executing well on the 
tasks within its control and continues to post impressive 
unit economics while extending its market leadership 
position against Boeing.

Airbus SE (OTCMKTS: EADSY)

CSX rallied through the summer following a positive 
Q2 earnings report that beat consensus estimates and 
assuaged investor concerns over deteriorating network 
performance. Strong volumes and pricing power more 
than offset increased employee compensation, and these 
workforce investments should help operational efficiency 
going forward while many peers continue struggle with 
labor availability. The stock gave back those summer 
gains in September as recession fears continued to mount, 
dampening expectations for freight demand. Joe Hinrichs 
assumed the CEO role at the end of the month, and we 
are optimistic that his experience in lean manufacturing 
at Ford and GM will enable him to further improve the 
railroad’s operations.

CSX Corporation (NASDAQ: CSX)

An earnings guidance increase and very strong lithium 
prices during Q3 drove strong share price performance 
for Livent. Additionally, the short- and medium-term 
outlook for the lithium market continues to improve and 
industry analysts have raised their 2023 lithium price 
expectations based on very strong demand and a limited 
supply response. We believe that Livent has the potential 
to continue to increase its average selling price materially 
over the next several years as legacy contracts expire and 
are replaced by new contracts at higher prices.

Livent Corp (NYSE: LTHM)

Transform Climate ETF (Ticker: NETZ) Q2 2022  

1 Company FQ3 2022 earnings call. 
2 Company 1H 2022 earnings release.

© 2022 ENGINE NO. 1 LP 4



We’re in a period of uncertainty driven by geopolitical tensions, pent up 
economic forces, and an inexorable movement toward a more decarbonized 
and sustainable world.  While we anticipated many of the secular trends that 
are reshaping key industries, and though we continue to work collaboratively 
with some of the companies that are navigating the hazards, there is still 
considerable work to do. In such a challenging environment we find that 
incumbent businesses have distinct advantages of talent, insight, and resilience 
over newer and less experienced companies. The incumbents we admire are 
those that recognize the urgent need to change and see it as an occasion to 
demonstrate leadership.  By taking these factors into account and combining 
them with relevant metrics meant to resolve uncertainty, we are bringing 
overlooked opportunities into sharper focus. 
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Important Information
© 2022 Engine No. 1 LP. All rights reserved.

Before investing you should carefully consider the fund’s 
investment objectives, risks, charges and expenses. This and 
other information is in the prospectus, a copy of which may 
be obtained from https://etf.engine1.com. Please read the 
prospectus carefully before you invest. Investing involves risk, 
including the possible loss of principal. 

Shares of any exchange-traded fund (ETF) are bought and sold at 
market price (not net asset value (NAV)), may trade at a discount 
or premium to NAV and are not individually redeemed from the 
Fund. Brokerage commissions will reduce returns. 

The Transform Climate ETF (NETZ) is actively managed and may 
be susceptible to an increased risk of loss, including losses due 
to adverse events that affect the Funds’ investments more than 
the market as a whole, to the extent that the Funds’ investments 
are concentrated in the securities of a particular issuer or issuers, 
country, group of countries, region, market, industry, group of 
industries, sector or asset class. Shares are subject to the risks of 
an investment in a portfolio of equity securities in an industry or 
group of industries in which each Fund invests. Investments in 
emerging market countries may be subject to greater risks than 
investments in developed countries. The Funds may purchase and 
write put and call options on futures contracts that are traded on 
an exchange as a hedge against changes in value of its portfolio 
securities, or in anticipation of the purchase of securities, and 
may enter into closing transactions with respect to such options 
to terminate existing positions. There is no guarantee that such 
closing transactions can be effected.  

The description of Engine No. 1’s investment strategy is intended 
to be representative but may be changed from time to time by 
Engine No. 1, and Engine No. 1 may alter the information at its 
discretion. Engine No. 1 intends to be focused and directed in 
the selection of opportunities to actively engage with portfolio 
companies of the Fund. Engine No. 1 intends to measure the 
investment made by companies in their employees, communities, 
customers and the environment, including through the use of 
financial, operational, and environmental, social and governance 
(“ESG”) metrics. While Engine No. 1 may seek an active 
ownership approach, such activities may not be successful or, 
even if successful, the Fund may incur additional costs or its 
investment may still lose value. In addition, while Engine No. 
1 intends to seek opportunities to employ its active ownership 
beliefs, restrictions, corporate policies, regulatory and fiduciary 
concerns may limit the nature and extent of engagement under 
certain circumstances and such activities may not be successful. 

This letter may contain forward-looking statements, which reflect 
Engine No. 1’s current views with respect to, among other things, 
Engine No. 1’s operations and performance. You can identify 
these forward-looking statements by the use of words such as 
“anticipate,” “approximately,” “believe,” “continue,” “estimate,” 
“expect,” “intend,” “may,” “outlook,” “plan,” “potential,” “predict,” 
“seek,” “should,” or “will,” or the negative version of these words or 
other comparable words. Forward-looking statements are subject 
to various risks and uncertainties. Accordingly, there are or will 
be important factors that could cause actual outcomes or results 
to differ materially from those indicated in these statements. 
Engine No. 1 undertakes no obligation to publicly update or 
review any forward-looking statement, whether as a result of new 
information, future developments or otherwise. 

Engine No. 1 may consider any ESG factors as core to its 
investment process but its specific focus for the Fund will be 
on the environmental factors most relevant to climate change. 
Engine No. 1 intends to incorporate ESG insights and analysis to 
ultimately drive financial and operational performance however 
there is no guarantee that this strategy will be achieved, and 
such assessment is at Engine No. 1’s discretion. Engine No. 1 does 
not use ESG ratings or rankings to exclude specific companies, 
but instead uses its own proprietary analysis to attempt to make 
better informed decisions. The Fund may forgo certain investment 
opportunities that do not meet Engine No. 1’s criteria and results 
may be lower than other funds that use different or no ESG 
criteria to screen out certain companies or industries. 

SPX refers to the Standard and Poor’s 500, a stock market index 
tracking the stock performance of 500 large companies listed on 
exchanges in the United States.

The Fund is advised by Fund Management at Engine No. 1 LLC. 
Distributed by Foreside Financial Services, LLC.

Cash flow duration is the weighted-average time to maturity of 
the cash flows generated by the stock. 

The Nasdaq Composite is a stock market index that includes 
almost all stocks listed on the Nasdaq stock exchange.

Chicago Board Options Exchange’s CBOE Volatility Index is a 
measure of the stock market’s expectation of volatility based on 
S&P 500 index options.
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