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Quarterly Performance Overview 

 

The AXS Merger Fund (GAKIX) returned +1.20% for the first quarter of 
2023. The Fund held 34 positions at the end of March with 22 deals 
completing successfully during the quarter, including: 

• UnitedHealth Group’s $6.2 billion acquisition of LHC Group 

• Ritchie Brother Auctioneers $5.4 billion merger with IAA Inc. 

• Apollo Global Management’s $4.6 billion buyout of Atlas Air 
Worldwide 

• Amazon’s $3.7 billion deal for 1Life Healthcare 

Activision Blizzard | Microsoft 

Positive performance was driven by the tightening of the spread in 
Microsoft’s $67.9 billion merger with Activision Blizzard. In December, the 
Federal Trade Commission (FTC) sued to block the deal and it will go 
before an internal administrative law judge mid-year. The deal still 
requires approval in several other jurisdictions, most notably the EC and 
by the UK Competition and Markets Authority (CMA). In March, the CMA 
narrowed the scope of its investigation on the deal to focus solely on 

cloud gaming, saying new evidence revealed that Microsoft would not 
benefit from restricting access to its games on other consoles, the main 
argument of the FTC. This caused the spread to tighten by half. We 
believe that the FTC’s vertical harm theory of foreclosure will not hold up 
in court, if it makes it that far. Microsoft has signed several deals with 
console makers to continue selling its games to these platforms for a 
period of 10 years. Sony, the main opponent and rival to Microsoft’s Xbox, 
refuses to sign the same deal, trying to thwart the transaction from 
happening. If Microsoft is successful in winning approval in Europe and 
the UK, it will make the FTC’s case even more difficult. We expect this 
situation to play out over the next two quarters. 

First Horizon | TD Bank 

Detracting from performance was the widening of the spread in the $13.4 
billion deal between First Horizon (FH) and Toronto Dominion Bank (TD). 
In early March, FH disclosed in its 10-K that TD informed them that they 
did not expect to receive the required regulatory approvals by the May 
27th termination date. With the closing timeframe in question, FH traded 
down. The spread widened further the next week as the banking crisis 
swept through regional banks and the market speculated whether TD 
would use this as a way out of the deal or to renegotiate the price. We 
believe that TD wants to do this deal as it would continue its expansion in 
the US but will look to complete it at a lower price. 

 

 

 

Fund Performance as of 3/31/2023 

    
 

ANNUALIZED RATES OF RETURN 

(%) 3 MO YTD 1 YEAR 3 YEAR 5 YEAR 10 YEAR 
SINCE 

INCEPTION 

Class I Shares 1.20 1.20 2.98 3.36 2.33 2.39 2.56 

Investor Class 1.05 1.05 2.68 3.06 2.06 2.08 2.26 

The inception date for the Fund is 6/29/2012. Total gross/net annual fund operating expense are 2.38%/2.08% for Class I shares and 2.63%/2.33% for 
Class A shares. The Advisor has contractually agreed to waive its fees and/or pay for operating expenses of the Fund to ensure that total annual fund 
operating expenses do not exceed 1.50% and 1.75% of the average daily net assets of Class I and Investor Class shares of the Fund, respectively, through 
at least 1/31/2024. 

The performance data quoted represents past performance and is no guarantee of future results. Investment return and principal value of an investment 
will fluctuate so that an investor's shares, when redeemed, may be worth more or less than their original cost. Current performance may be lower or higher 
than the performance data quoted. For the most recent month-end performance, please call 833.AXS.ALTS or visit the Fund’s website at 
www.axsinvestments.com. 

Performance for periods prior to January 22, 2021 reflect the performance of the Kellner Merger Fund (the "Predecessor Fund”) whose assets and liabilities 
were acquired by the Fund as of that date. 

  

http://www.axsinvestments.com/
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DEAL ACTIVITY 

Global deal activity was $550.5 billion in the first quarter, down 45% 
from the same time last year, the largest decline in the first quarter 
since 2001. U.S. deal volume fell 47% to $271.7 billion for the quarter. 

Healthcare continued to provide a spark to deal volumes, accounting 
for nearly 20% of all activity, boosted by Pfizer’s $43 billion deal for 
Seagen, the largest deal in the quarter. This affirmed the thesis in our 
year-end letter that healthcare companies are trying to plug the $200 
billion revenue hole from patent expirations by decades end with its 
$1.4 trillion in cash. Additionally, CVS Health will buy Oak Street Health 
for $9.7 billion and NuVasive and Globus Medical will combine in a $2.9 
billion transaction. Other notable deals this quarter included: 

• Public Storage’s $10.5 billion deal for Life Storage (subsequently 
topped by Extra Space Storage) 

• Xylem Inc.’s $6.5 billion acquisition of Evoqua Water 
Technologies 

• Philips 66’s $3.8 billion transaction with DCP Midstream 

Global leverage buyout activity was down approximately 17% from last 
quarter to $136.1 billion, its lowest level since 2020. This is no surprise 
as credit conditions continue to remain tight in the wake of regional 
banks coming under pressure in March. Despite this, private equity 
deal activity continues. Silver Lake and Canada Pension Plan 
Investment Board will acquire enterprise software company Qualtrics 
International for $10.5 billion. Other deals included: 

• Apollo Group and the Abu Dhabi Investment Authority’s $5.7 billion 
buyout of Univar Solutions 

• Blackstone’s $4.2 billion deal for Cvent Holding Corp. 

• Clayton, Dublier & Rice’s $3.5 billion transaction with Focus 
Financial Partners.  

The obstacle does not seem to be funding as much as falling 
valuations, where sellers are reluctant to sign deals and lock in lower 
prices. While the rise in interest rates has hindered larger transactions, 
mid-sized deals are getting done, albeit with larger equity checks and 
non-bank financing. For example, some technology buyouts in March 
were financed with 70% to 90% equity, much higher than the median 
contribution of around 48%. Private credit groups such as Apollo, Ares 
and Blackstone continue to play a prominent role in bringing deals to 
fruition, supplanting big banks as the preferred source of funding. We 
would expect this to continue in this environment.  

. 

 

TOP 10 EQUITY HOLDINGS1 
(Target | Acquirer) 

Gross 
Weight 

Net 
Weight 

DCP Midstream LP/Phillips 66 5.30% 6.44% 

Activision Blizzard Inc/Microsoft Corp 4.08% 4.95% 

Aerojet Rocketdyne Holdings Inc/L3Harris 
Technologies Inc 

2.19% 2.66% 

Focus Financial Partners Inc/Clayton, Dubilier 
& Rice  2.15% 2.61% 

Horizon Therapeutics Plc/Amgen Inc 1.92% 2.33% 

VMware Inc/Broadcom Inc 1.64% 1.99% 

TravelCenters of America Inc/BP Plc 1.61% 1.96% 

National Instruments Corp/Emerson Electric 
Co. 1.51% 1.83% 

Univar Solutions Inc/Apollo Global 
Management Inc 

1.49% 1.81% 

Indus Realty Trust Inc/Centerbridge Partners 
and GIC Pte 

1.43% 1.74% 

Total Portfolio % 23.33% 28.32% 

1Source: UMB Fund Services. 

Holdings are subject to change at any time and are not a recommendation to buy or sell any 
security. Gross weight is the percentage of the investment value over the absolute value of the 
fund's long and short positions. Net weight is the percentage of the investment value over the 
net value of the fund's long and short positions. Cash and money markets are included in the 
total investment value. 

OUTLOOK 

Although the dealmaking environment remains challenging with 
increasing concerns about the broader economy and tightening 
financing markets, we are seeing steady deal flow with attractive 
spreads. If dealmakers get a hint that interest rate hikes have peaked, 
we expect deal flow to pick up precipitously. Private equity continues 
to bottom-fish and sit on record cash levels. They are deploying this 
capital in deals with larger equity checks and funding from private 
lenders. We are seeing an uptick in unsolicited approaches as would 
be expected in a time of volatility and lower valuations. While the 
antitrust environment has created many opportunities, we are being 
highly selective in the deals we invest. We continue to keep the duration 
of the portfolio on the shorter end, with over 85% of the portfolio set to 
close over the next two quarters. Despite the lower deal volume, we 
have remained constant in the number of positions we have had over 
the last several years. Volatility and higher interest rates, not record 
deal volumes, drive the spread environment and that is exactly what 
we have right now. This leaves us very encouraged for the remainder 
of the year. 

Commentary provided by Kellner Capital, who serves as the Sub-
Adviser for AXS Merger Fund and is not affiliated with AXS 
Investments. 
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IMPORTANT RISK DISCLOSURE 

Mutual funds involve risk including possible loss of principal. There is no assurance that the Fund will achieve its investment objective. 

Investments in companies that are the subject of a publicly announced transaction carry the risk that the proposed or expected transaction may 
not be completed or may be completed on less favorable terms than originally expected, which may lower the Fund’s performance. Investments in 
foreign securities involve greater volatility and political, economic and currency risks and difference in accounting methods. Investments in small 
and medium sized companies involve additional risks such as limited liquidity or greater volatility. Derivatives involve special risks including 
correlation, counterparty, liquidity, operational, accounting and tax risks. These risks, in certain cases, may be greater than the risks presented by 
more traditional investments. The Fund may make short sales of securities, which involves the risk that losses may exceed the original amount 
invested. The Fund may use leverage which may exaggerate the effect of any increase or decrease in the value of portfolio securities or the Net 
Asset Value of the Fund, and money borrowed will be subject to interest costs. The Fund is non-diversified, meaning it may concentrate its assets 
in fewer individual holdings than a diversified fund. Therefore, the Fund is more exposed to individual stock volatility than a diversified fund. 

Investors should carefully consider the investment objectives, risks, charges and expenses of AXS Merger Fund. This and other important 
information about the Fund is contained in the Prospectus, which can be obtained by calling 833.AXS.ALTS (833.297.2587). The Prospectus 
should be read carefully before investing. 

Distributed by ALPS Distributors, Inc, which is not affiliated with AXS Investments. AXI000200 
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