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Performance (%) 
March 2026 

Net return                                   (3.4) 

Portfolio Exposure (%) 
(as at 31 March 2026) 
 

Long                                 102.8  

Short (50.9) 

Net exposure                                  51.9 

Number of long positions*                                      23 

Number of short positions                                    39 

Top 5 Long Positions 

(as at 31 March 2026) 

 

AppLovin Corporation 

Baltic Classifieds Group 

Constellation Software  

Hemnet Group AB 

ServiceNow  

 
Jan Feb Mar Apr May Jun Jul Aug Sept Oct Nov Dec 

2024       (1.1) 0.6 7.4 6.8 0.2 3.1 

2025 5.1 (1.5) (6.5) (0.6) 1.7 (1.4) (2.2) 1.9 5.6 (3.1) (3.5) 0.3 

2026 (12.1) (12.3) (3.4)          

The Bristlemoon Global Fund returned -25.5 percent for 

the March 2026 quarter, with a -3.4 percent return for 

the month of March 2026, net of fees. Key performance 

contributors in the month of March included Woodside 

Energy, Grindr, and our Dollar General short. Notable 

performance detractors over the same period included 

Floor & Decor, Fair Isaac Corporation, and Hemnet 

Group. The Australian dollar appreciated by 3.4% 

against the USD in the March 2026 quarter, presenting 

a headwind to the Fund’s performance given that the 

Bristlemoon Global Fund is denominated in Australian 

dollars. 

 

This was the most severe drawdown the Fund has 

experienced since inception. Importantly, it was not 

driven by a deterioration of the underlying earnings 

power of the businesses owned by the Fund, but rather 

by a sharp and rapid repricing of what investors were 

willing to pay for those earnings. In this letter we will 

explain what contributed to the weak performance and 

how we plan to address this with our 

compounding/conviction position sizing framework, 

discuss how we have adjusted the Fund’s positioning in 

light of developments from the Iran War, and provide an 

update on the Fund’s AppLovin position. 

 

We believe the current opportunity set is the most 

compelling we have seen since the Fund was launched. 

For those contemplating an investment in the Fund, we 

are seeking to partner with long-term, aligned investors, 

and we would welcome the opportunity to discuss our 

investing approach in more detail. Please contact 

info@bristlemoon.com to learn more about 

investing in the Bristlemoon Global Fund. 

 

% of NAV 

 

% of NAV 

(Alphabetical order) 

 

(Alphabetical order) 

Quarterly Report 

March 2026 

Unit Price: $0.834 

* Excludes derivative positions. 

 

Fund Returns (Net) 

(%) 

http://www.bristlemoon.com/
mailto:info@bristlemoon.com
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It is worth reiterating that the Fund owns a collection of high-quality business that we believe are 

trading far below their intrinsic worth. Based on our estimates, we believe that a number of the Fund’s 

core holdings are worth multiples of where they are currently trading. As a result, we remain confident 

that the stocks held by the Fund offer a highly asymmetric risk/reward. 

 

SaaSpocalypse fallout 

The first quarter of 2026 saw a brutal selloff in software companies, with the IGV software ETF 

declining by -24% over the period. First, it was software-as-a-service (SaaS) companies getting sold off 

on AI fears as the range of future value outcomes widened. But those fears steadily reached a 

crescendo, and subsequently many other non-SaaS businesses suffered significant drawdowns, simply 

because they were digital, asset-light businesses that were perceived to be at higher risk of disruption 

from the spectre of AI.  

 

The Fund’s holdings have been skewed towards quality, high growth, asset-light companies. We believe 

these businesses are exceptional, continue to possess fantastic growth prospects, and in the case of the 

companies owned by the Fund, are insulated from the AI threat. However, these are also the exact sorts 

of businesses that have been in the firing line of the recent “AI loser” trade, with many investors 

dumping these stocks in a “shoot first, ask questions later” panic. 

 

We have consistently cautioned our investors and readers of these quarterly letters of the potential 

volatility from a concentrated portfolio. We continue to believe that concentrating the Fund’s capital in 

our highest conviction ideas is the path to solid long term returns. However, this concentration can also 

exacerbate the downside of the portfolio in the event that multiple positions sell off in tandem. We have 

seen this play out since the beginning of the year. 

 

While the stocks held by the Fund span across different industries, geographies, and have idiosyncratic 

business drivers, this has provided no reprieve. That diversification was rendered moot because the 

market traded the bulk of these companies as if their fate as AI losers was a fait accompli. This has led 

the Fund to have a drawdown that was far greater than what we thought would be probable, as these 

various businesses traded in a highly correlated manner as the market applied a blanket narrative 

across these fundamentally different businesses. 

 

The stock market so far this year has, in a reductive fashion, bifurcated into perceived AI winners and 

losers. At the index level it has been fairly calm, with indices not too far off their all-time highs. 

However, looking at the various index constituents, there has been enormous dispersion based on an 

industry’s likelihood of winning or losing from AI. 

http://www.bristlemoon.com/
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Source: Bristlemoon Capital 

 

We believe that there are software companies that will almost certainly be disrupted by AI. Daniel Wu’s 

recent article on Adobe highlights one such company that is likely to face veritable headwinds from AI. 

However, we disagree with the market’s indiscriminate application of this AI disruption narrative to the 

broader universe of asset-light, digital businesses. In many instances, the earnings expectations 

remained stable or increased for the Fund’s holdings, yet these company’s share prices declined 

materially. To us, this reflects a narrative-driven selloff rather than a deterioration in the fundamentals 

of the businesses owned by the Fund.  

 

We have thus used this period of dislocation to add to the Fund’s holdings of high-quality businesses at 

lower prices. Ultimately, it is long-term earnings growth that will drive returns, and we retain strong 

conviction that the Fund’s holdings are positioned to compound earnings at attractive rates over time. 

 

Update on Bristlemoon Global Fund key holdings 

Fair Isaac Corporation (FICO) 

Many of the Fund’s holdings suffered multiple compression during the quarter, despite a number of 

these businesses reporting phenomenal earnings results. For example, Fair Isaac Corporation (FICO) 

reported a solid Q4 2025 result with, in our view, a highly conservative earnings guidance for fiscal year 

2026. Earnings expectations for the business have continued to creep up, yet the share price declined 

by almost -37% in the March quarter. FICO’s FY27 earnings multiple derated from above 50x at the 

start of the year, to 25x at the end of March, a more than 50% decline in the multiple over the span of a 

quarter. 

http://www.bristlemoon.com/
https://www.bristlemoonresearch.com/p/adobe-inc-adbe-slowly-then-all-at?r=6grhx&utm_campaign=post&utm_medium=web
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Source: Bristlemoon Capital; Bloomberg 

 

  
Source: Bristlemoon Capital; Bloomberg 
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FICO’s multiple is now more than one standard deviation below its 10 year average, and the P/E ratio 

has declined to a level that has historically only been reached during periods of heightened pessimism. 

Notably, when FICO’s multiple reaches these depressed levels, it has historically staged a sharp 

rebound back through the long-term average multiple when the narrative improves. There is 50% 

upside alone in FICO returning to its long-term average multiple. 

 

While we continue to believe that the barriers to entry protecting FICO from competitive incursions 

remain incredibly strong, as we expanded upon in our deep dive report, there has been a lot of change 

in the credit scoring space (credit bureaus cutting the price of VantageScore, talk of the GSEs testing a 

VantageScore securitisation pool, and rumblings that the FHFA might pressure the GSEs to release 

VantageScore LLPA grids that are unfavourable for FICO) in recent months that have left investors less 

certain about FICO’s future growth prospects. 

 

It is this greater uncertainty that has driven the multiple lower. However, we believe that FICO’s moat 

remains intact and that the company will continue to demonstrate strong earnings growth, particularly 

with the rollout of the Direct Licensing Program, which should help restore investor confidence in the 

business.  

 

As a reminder, the FICO Score is incredibly entrenched in the US mortgage ecosystem, and it is infused 

into multiple systems, workflows and regulatory requirements across the point of loan origination, as 

well as the secondary market securitisation value chain. We would note that there are significant 

challenges to VantageScore, the competing score to the FICO Score, gaining market adoption, even if 

the credit bureaus were to distribute VantageScore for free: 

 

• The FICO Score is tightly integrated into the mortgage value chain, with the score being relied 

upon by multiple parties (lenders, GSEs, MBS investors, insurers, regulators, and a range of 

other intermediaries). Any switch to VantageScore would require buy-in from all these parties, 

many of which do not directly benefit from using VantageScore. Progress in operationalising 

VantageScore for the conforming loan market has been glacial, and right now it is currently not 

possible to sell a VantageScore-scored mortgage to the GSEs.  

• The gating factor to VantageScore adoption has always been the securitisation market, and 

there are reasons to believe that there will be resistance to VantageScore acceptance by MBS 

investors. This is due to VantageScore’s limited history that fails to capture past credit cycles, a 

lack of demonstrated predictive superiority versus FICO 10T, and the GSE’s previously having 

endorsed FICO over VantageScore, reinforcing FICO as the industry standard. 

• It is our view that the additional uncertainty of VantageScore would translate to a discount on 

VantageScore-backed paper. This would ultimately flow through to higher borrowing costs for 

VantageScore-scored loans, which is precisely the opposite of what the FHFA is trying to 

achieve. 

 

As we can see below for a typical mortgage, for every 1 basis point of risk premium from using 

VantageScore instead of the FICO Score, the borrower will pay an additional $926 over the life of the 

loan. And this is all an upfront saving on the credit report cost that is likely to be in the tens of dollars. 

 

http://www.bristlemoon.com/
https://www.bristlemoonresearch.com/p/fair-isaac-corporation-fico-pricing?r=6grhx&utm_campaign=post&utm_medium=web
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We believe that FICO, in a scenario where there’s a modest recovery in mortgage origination volumes, 

can grow its earnings at north of 40% per annum over the next two years. If this unfolds, we expect 

FICO to be worth more than $2,400 per share, or 2.2x where the stock is trading today. And in the 

event that mortgage market activity stages a more significant rebound to normalised levels, then the 

upside to FICO’s stock materially increases. 

 

Hemnet Group 

The most extreme case of multiple compression in the portfolio has been Hemnet. 

 

 
Source: Bristlemoon Capital; Bloomberg 

http://www.bristlemoon.com/
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Unlike many of the Fund’s other holdings which have experienced stable to increasing earnings 

estimates, Hemnet’s multiple deterioration has been accompanied by a reduction in consensus 

earnings estimates (in this sense, the decline in the earnings multiple afforded to Hemnet has not been 

totally unfair). We underestimated the cyclicality of the housing market as well as rising competitive 

pressures. This has resulted in a particularly severe decline in Hemnet’s stock price, making Hemnet 

the largest detractor from the Fund’s returns since inception.  

 

Hemnet, in our view, remains a quality business with a bright future ahead. The narrative, however, has 

been muddied by a very weak Swedish property market, competition concerns, and fears of AI 

disintermediation. We believe that these concerns are overblown and our view is that they should begin 

to fade once listings volumes start growing again.  

 

However, this deteriorating narrative has reduced the earnings multiple that investors are willing to 

pay for Hemnet, with the P/E multiple declining from north of 50x at the beginning of 2025, to just 18x 

today. In other words, in a little over a year, there was a -64% decline in the share price just from the 

multiple alone. Furthermore, Hemnet’s multiple is almost two standard deviations lower than its 

average P/E multiple of 50x since the business went public in 2021, which statistically speaking is a 

very low probability event. When layering on the decline in earnings estimates, Hemnet stock has 

declined by around -75% since the February 2025 share price peak. 

 

The stock had always traded at a rich multiple, and we felt that this was an acceptable price of 

admission to gain access to our view at the time of a strong earnings growth trajectory. In hindsight, we 

paid too high of a price for Hemnet in light of the downturn in the Swedish housing market, which has 

changed agent behaviour in a way that has fed increasing listings supply to Booli, Hemnet’s competitor. 

The price we paid left no margin of safety for a deterioration in near-term earnings expectations for the 

business. Over a longer time frame, we believe that Hemnet will return to growth and this episode will 

be but a bump in the road. But in the short-term we have suffered a significant drawdown in the Fund’s 

Hemnet position that has materially weighed on the overall returns of the portfolio. 

 

Importantly, our mistake was not necessarily in purchasing Hemnet on the basis of our assessment of 

the long-term earnings power of the business. It was in anchoring too heavily to this long-term view, 

while not being nimble enough with adjusting our position size as investor confidence deteriorated and 

as the market became less willing to look out at those future earnings. We have channelled these 

reflections into the position sizing framework we discuss later in this letter. 

 

We are thankfully starting to see some green shoots with Hemnet, stemming from the Sell First Pay 

Later (SFPL) payment option rollout, as well as the LVR rule changes that came into effect April 1, 

2026. 

 

As a reminder, Hemnet is in the process of rolling out a new payment option where property sellers can 

list their home on Hemnet at no upfront cost, and will only pay Hemnet in the event that their property 

sells. We believe this removes the largest friction to sellers listing on Hemnet – that is, the upfront 

outlay without a guarantee that the property will sell – and our thesis was that this would lead to a 

significant improvement in listings volumes over time. 

http://www.bristlemoon.com/
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This is already beginning to occur. For example, in the first week of February 2026 in Stockholm where 

the SFPL model was introduced, Stockholm listings were down -5% year-over-year compared to listings 

being down -22% year-over-year for Hemnet as a whole. Hemnet’s share of listings in Stockholm 

jumped from 78% on an LTM basis to 95% in the first week of February. And we have observed further 

improvements in listing volumes, with the number of published homes on Hemnet declining by -1.8% 

year-over-year in the first week of April 2026, compared to a -40% year-over-year decline in the 

preceding week. Listing volumes in the first week of April surged by an incredible 67% week-over-week. 

We believe that if Hemnet can show a continued improvement in the listings volume trajectory, then 

investors will begin to rebuild confidence in the stock and the multiple should rerate. 

 

From these incredibly beaten down levels, we are projecting a more than 40% IRR from the Fund’s 

Hemnet investment over the next three years. 

 

PAR Technology Corporation (PAR) 

PAR Technology Corporation (PAR) is another holding in the Fund that has experienced a severe 

drawdown, despite healthy underlying business performance. The difficulty with PAR is that the 

business is only in the early stages of ramping up its earnings profile. The corollary of this is that with 

minimal near-term earnings support, and in a market that has been particularly unforgiving towards 

software businesses, PAR’s stock has struggled to find a floor. 

 

To highlight how savage the selloff has been for PAR, the stock fell from around $70 per share in mid-

2025 to around $13 per share today, a more than -80% decline. On FY27 consensus adjusted EBITDA 

estimates of $66 million, the stock trades at a 13x multiple, and this is despite a long runway to 

continue winning new logos, with PAR in discussions with multiple mega tier 1 restaurant chains for 

deals that would provide strong visibility over robust annual recurring revenue (ARR) growth for years 

to come. Our thesis of PAR becoming the operating system for enterprise restaurants continues to play 

out, with PAR continuing to sign deals with new restaurants, and an increasing number of these deals 

starting off as multi-product deals. PAR charges just 15-20 basis points of a restaurant’s sales for a 

mission-critical product that restaurants cannot function without. 

 

Notably, the last time PAR traded below $20 per share was during the COVID sell off of March 2020, 

with the stock remaining below this level for less than two months. And from the COVID lows, the stock 

increased by 8.3x over the next year. While we are not anticipating an exact repeat of this meteoric 

share price performance, noting that 2021 was an unusually speculative period for the US stock market 

and a time when investor confidence in the SaaS business model remained intact, it does highlight how 

quickly investor sentiment can shift. 

 

What is perhaps the most striking datapoint for us is that during March of 2020, PAR had less than 

$30 million of ARR. Fast forward to today and PAR has $315 million of ARR. However, despite a more 

than 10x larger base of ARR, the stock currently trades at the same price it did in March 2020. This to 

us is remarkable, and highlights just how bearish investors have gotten on PAR. We continue to hold 

the stock and believe that as the company executes on its long-term strategy and improves its margin 

profile, the current level of pessimism will prove unsustainable. 

 

Reflecting on our recent poor performance has prompted us to conceptualise our approach to stock 

selection and position sizing using the frameworks we will describe below. 

http://www.bristlemoon.com/
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Investing in mispriced quality 

The strategy of the Fund is to invest in “mispriced quality”. We define a high quality business as one 

that has the following characteristics:  

 

1. The ability to forecast future earnings and cash flows with a high degree of confidence; and  

2. The ability to achieve and sustain high future returns on capital.  

 

But a high-quality business that is fully valued is unlikely to deliver attractive future risk-adjusted 

returns. Thus, under our framework, we avoid overpriced compounder stocks with no clearly defined 

catalyst or mispricing. Rather, we characterise mispricings as inflection mispricings, narrative 

mispricings, or duration mispricings, and our deep due diligence is focused on forming variant 

perceptions around these mispricings. 

 

 
Source: Bristlemoon Capital 

 

Our mispriced quality framework guides us on what to own while the below position sizing framework 

guides us on how large we should own that stock. Notably, it is only inflection mispricing positions that 

should be sized aggressively with a conviction position.  

 

http://www.bristlemoon.com/
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Position sizing: two positions in one 

We previously discussed our position sizing framework in our December 2024 quarterly letter. We felt 

it would be helpful to pen some additional thoughts on the topic as a way to refine our approach, embed 

the lessons learned, and reduce the likelihood of future large drawdowns arising from multiple 

compression. 

 

We increasingly think about each investment position as two distinct exposures: 1) the 

compounding position; and 2) the conviction position. 

 

 
Source: Bristlemoon Capital 

 

The compounding position 

The size of the compounding position varies for each stock and is determined by the risk/reward skew, 

our level of conviction in our investment thesis, and the expected volatility of the stock. Essentially, a 

compounding position is where we recognise there to be compelling value in the stock based on our 

estimates of future earnings, but we lack a high-conviction divergent view on the earnings path over the 

next 12-18 months. These positions are typically sized in a range of 2-5% and fall into the narrative 

mispricing and duration mispricing buckets, as described above. 

 

The compounding position is sized at a level that allows us to hold the stock through any periods of 

volatility and multiple compression, provided that our thesis remains intact. In other words, the 

position is small enough that we can tolerate the volatility along the way, provided that the underlying 

business remains on the correct trajectory towards our longer-term earnings estimates. 

http://www.bristlemoon.com/
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Taking a stock exposure beyond just a standard compounding position involves scaling into what we 

label a conviction position, and this requires a higher standard of evidence. 

 

The conviction position 

For a conviction position to be considered, we need to have stronger conviction around an accelerating 

earnings profile that other investors do not yet fully appreciate. Thought of another way, we must be 

confident that our earnings estimates over the next 12-18 months meaningfully diverge from consensus 

estimates.  

 

Tying this back to our abovementioned stock selection framework, the types of investments that are 

eligible for a conviction position are “inflection mispricings” – that is, where we expect both positive 

earnings revisions and the multiple to rerate.  

 

Importantly, stocks can traverse these various buckets. For example, our position in Alphabet in June 

of 2025 started as a “narrative mispricing” investment, and our initial exposure of 3% was a 

compounding position. However, upon doing further work on the stock and after several positive 

catalysts materialised, we formed the view that consensus earnings estimates for Alphabet were unduly 

low. We thus scaled up the Fund’s Alphabet position to 9% in September of 2025, with this additional 

exposure classified as a conviction position. Alphabet, while no longer owned by the Fund, was a 

material winner and a good example of flexing up a position size based on this 

compounding/conviction position framework as a way to capitalise on our high conviction divergent 

view of Alphabet’s near-term earnings trajectory.  

 

It is worth noting that in a conviction position, our tolerance for potential downside to the earnings 

multiple is much lower. What we mean by this is that to add to a stock exposure with a conviction 

position, we need to have confidence that the earnings multiple will expand. 

 

We believe this compounding/conviction position framework prevents over-sizing 

positions that lack near term catalysts and may be vulnerable to negative narrative 

shifts. It also prevents under-sizing opportunities where we believe we have a clear edge 

that allows us to take a view that consensus estimates are wrong. 

 

The point of separating these two positions is to recognise that while the Fund can be concentrated, it 

shouldn’t be the norm. There must be very specific criteria that are satisfied before sizing up a position. 

Where we’ve suffered drawdowns is where we’ve deviated from this framework. Our intention is to 

double down on this sharpened framework to reduce the risk that we oversize positions where we like 

the long-term earnings potential of the business, but the stock sells off due to an interim narrative shift 

that catches us off guard. 

 

If the facts change or incremental evidence emerges that makes us less confident in our 

variant perception around upside to earnings estimates in the ensuing quarters, our 

framework dictates that the conviction position should be reduced or, if warranted, 

eliminated entirely. The point of the framework is to conceptualise and understand why we’re tilting 

our exposure into a given stock, and to allow for swift changes to position sizes in the event that the 

reasons for a conviction position no longer hold.  

http://www.bristlemoon.com/
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But being able to keep a smaller compounding position avoids the risk of exiting a position too quickly 

simply because its run hard, given that the stock might remain at elevated levels if earnings continue to 

surprise to the upside in ways that we don’t anticipate. 

 

Our framework is evidence based and Bayesian in nature. It requires us to constantly ingest datapoints 

and update our investment thesis, monitoring the investment to make sure it is on track to hit our 

numbers. Disconfirmatory evidence is sought after, and used to flex down a conviction position.  

 

If paying a higher multiple that is underpinned by others retaining confidence around a company’s 

business model and future growth prospects, you must be willing to swiftly adjust your position size to 

the extent that doubt is cast on any of those factors. And this is the key problem with high conviction 

investing: your deep work might cause you to remain confident in a stock’s prospects when others lose 

faith and run for the exits.  

 

The result is often multiple compression that can be detrimental to returns in the short term, even if 

our assessment of the fundamentals of a business remains correct. This dynamic is exacerbated with 

complexity. As a rule of thumb, the more complex the investment, the greater the potential for multiple 

compression when the trajectory of the narrative around that stock shifts negatively. It exposes those 

who haven’t done the work.  

 

Our compounding/conviction framework aims to take all of these factors into account as a way to 

ensure that we are able to decisively adjust position sizes where warranted. 

 

Iran War and positioning changes 

We wanted to briefly touch on portfolio positioning changes that occurred in March following the 

outbreak of the Iran War. We will qualify any statements made by noting that we are not 

macroeconomic or geopolitical prognosticators. We don’t place great faith in our ability to predict the 

outcome of what is a rapidly evolving conflict. However, we are capable of determining what is priced 

into stocks, and adjust our positioning as new risks emerge relative to what we believe is being priced 

in.  

 

We flexed down the Fund’s net exposure from c.94% at the beginning of March to less than 60% shortly 

following the closure of the Strait of Hormuz in early March. We viewed this as a serious escalation in 

the conflict that caused a new left tail risk to emerge, and notably one that the market was tardy to price 

in. Our approach was to short companies that we believed were negatively exposed to fallout from the 

Iran conflict, and where this potential deterioration of business fundamentals was not being reflected 

in the share price. 

 

Our view on shorting is that it is ordinarily a low return on time spent form of stock picking. It is also 

hard, even dangerous, as we elucidate in our piece titled The Perils of Short Selling. We do not seek to 

have an “always on” short book; we are perfectly comfortable having no shorts if there is nothing 

compelling to short. However, there are periods where the alpha from shorting becomes very rich, and 

the ability to rapidly flex up a short book becomes incredible valuable. We believe we entered such a 

period in March as the Iran conflict unfolded. The Fund’s short book served to insulate against the 

declining market in the month of March. 

 

 

http://www.bristlemoon.com/
https://www.bristlemoonresearch.com/p/the-perils-of-short-selling?r=6grhx&utm_campaign=post&utm_medium=web
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Our view is that it is typically foolhardy to drastically shift portfolio positioning for anticipated 

geopolitical risks. One can easily jump at shadows, and we are firm believers that time in the market is 

more important than timing the market. We have since increased our net exposure, trimming and 

exiting many of the shorts that were put on in March. 

 

We are sceptical that this Iran conflict will be smoothly resolved and remain prepared to re-short 

companies in the event that the conflict starts to escalate again. 

 

*  * * 

 

Update on the Fund’s AppLovin position 

AppLovin (APP), the largest position in the Fund, declined by almost -41% in the March quarter. This 

drawdown in the stock was a material hit to the Fund’s performance for the quarter. Like many of the 

Fund’s other holdings, expectations for future earnings for APP have steadily increased, yet the share 

price plummeted due to misplaced AI-disruption fears. In other words, all of the APP stock price 

decline was driven by a decline in the earnings multiple. 

 

 
 Source: Bristlemoon Capital; Bloomberg 

 

Some of the APP stock price movements during the quarter are worth recounting to highlight the 

bizarre trading activity we observed. For example, APP declined by -30% in January 2026. This 

included a -17% single-day selloff following Google’s announcement of Project Genie – a generative-AI 

tool enabling users to create 3D playable worlds via text prompts. This price decline appeared irrational 

to us, given that this development is more likely to be positive for APP. In a world where AI reduces the 

barriers to game content creation, we would likely see an explosion of new mobile games. And in a 

world flooded with games, content becomes commoditised, and distribution – that is, getting your  
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game in front of people who want to play it and spend money – becomes the scarce asset. 

 

This plays into AppLovin’s strengths. The company allows mobile game publishers to monetise their 

games via ads, historically by showing in-game ads for other mobile games (although more recently this 

has expanded to e-commerce ads). The more games that are created, the more in-game ad inventory 

which AppLovin can monetise and earn revenue from. More likely than not, an initiative like Project 

Genie would be a boon for AppLovin’s business, yet the market ruthlessly sold off the stock. This gives 

some context as to the market environment we have been operating in.  

 

In the same month, AppLovin also came under perhaps the most frivolous short seller attack yet, this 

time allegedly linking the company’s largest non-insider individual shareholder to all manner of 

Chinese money laundering and Cambodian “pig butchering” scams. We spent 30 minutes on Google 

and realised the short seller had mistaken the identity of this shareholder (Mr. Tang Hao) – the central 

figure of the entire short report – with an entirely unrelated third party. 

 

 
 

Three weeks later, the short seller retracted substantially the entirety of its short report after realising 

the error: 
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We would note that at its recent all-time high in late December 2025, AppLovin’s stock had more than 

10x’d in price since our initial purchase in August 2024. We would also point out that this is a stock 

that fell by 57% in a less than two month period earlier in 2025. In other words, AppLovin is an 

unusually volatile stock. Despite this, we have chosen to hold AppLovin as a material position in the 

Fund because we understand the business well and are of the view that the future growth opportunity is 

very significant, and, crucially, the market is mispricing this growth potential. 

 

We remain very constructive on APP’s future earnings growth potential for a number of reasons: 

 

Core mobile game ads growth still robust 

The core mobile game ads business continues to grow very strongly. For example, in Q4 of 2025, with 

AppLovin’s e-commerce revenues still in their infancy, the business still managed to grow revenues by 

66% year-over-year. This was primarily driven by continued algorithm improvements in AppLovin’s 

core mobile gaming business. Moreover, AppLovin grew its adjusted EBITDA by 82% year-over-year in 

Q4 of 2025. The company had 84% adjusted EBITDA margins, with incremental margins of more than 

95% in the quarter. In other words, AppLovin is phenomenally profitable and growth is being attained 

at incredible margins. This is an important point as it relates to the company’s nascent e-commerce 

initiative. 

 

Promising e-commerce ads rollout 

AppLovin has been rolling out its e-commerce initiative in various phases. Firstly, it was a pilot limited 

to 600 advertisers, that later expanded into a referral program. The company is rolling out its self-

service product to advertisers in 1H26. AppLovin has been measured with the rollout of this initiative, 

spending the time to build out various functions and integrations to ensure that greenlighting the 

initiative for General Availability will go smoothly. The crux of the self-service platform is that it 

automates the onboarding of advertisers so that smaller merchants can launch ad campaigns without 

needing hands-on support from AppLovin’s team. This means that the growth of advertisers on 

AppLovin’s platform could be explosive. They can bond their credit card to the portal and start  
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spending in short order. This opens up a veritable wall of spend that we believe will find its way to 

AppLovin’s platform, given positive early return on ad spend (ROAS) feedback we’ve heard from 

advertisers and the desire for a credible third platform for scaled user acquisition spend outside of 

Google and Meta. 

 

Growth carries attractive economics 

The economics of this e-commerce initiative are unusually compelling for AppLovin. The company 

pools together ad dollars and purchases ad impressions on a CPM basis (we explain APP’s business 

model in more detail in our September 2024 quarterly letter). APP CEO Adam Foroughi disclosed at 

the Morgan Stanley TMT Conference in March 2026 that the company had a 1.3% conversion rate 

(CVR) on the ads served by AppLovin. This means that AppLovin loses money on 98.7% of the ads they 

serve; in other words, APP purchased that ad impression but there was not a monetisation event 

against the impression from which they could earn revenue. This is an incredibly bullish data point for 

a number of reasons: 

 

• APP can serve e-commerce ads against the ad impressions that are likely to be wasted on 

gaming ads. Given that AppLovin has already paid for these ad impressions, the effective take 

rate on these impressions for an e-commerce ad that converts is 100%.  

• The introduction of e-commerce ads will lead to a greater diversity of ads on AppLovin’s 

platform, producing additional signal to improve the company’s ad targeting algorithms. 

Foroughi has spoken about eventually getting to a 5% CVR, up from the current 1.3%.  

• Such an increase in the CVR could drive a multiple-times increase in AppLovin’s 

revenue without any increase in advertiser ad spend (stylised example below). Of 

course, higher CVR should also deliver improved return on ad spend (ROAS), prompting 

advertisers to spend more with AppLovin. And given the wonderful economics of AppLovin’s 

platform, these revenues would come in at close to 100% incremental margins. 

 

 
 

Source: Bristlemoon Capital 

 

APP is an applied AI winner 

Finally, AppLovin’s self-service rollout is coinciding with the exponential improvement in video 

generation models. Historically, mobile game studios have had dedicated teams churning out highly 

interactive, long-form, unskippable video ads and playable end cards. E-commerce merchants and 

direct-to-consumer brands usually don’t have those resources; they are accustomed to putting standard 

image or short video assets onto platforms like Meta or TikTok where watch time is less than five 

seconds. 
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Simply porting over these ads is suboptimal. AppLovin’s video-based ad network operates in a full 

attention environment: the average watch time of ads on the platform is an unskippable 30 seconds, 

with 81% of ads served being longer than 30 seconds. AppLovin is rolling out automated video ad 

generation, significantly easing the burden of ad creation for e-commerce brands, which should have 

two key impacts: 1) it should improve AppLovin’s top-of-funnel efficiency with converting brands to 

active advertisers, given that only 57% of qualified leads currently convert to active campaigns (with the 

biggest cause of lead breakage due to those brands not having video ads); and 2) it is likely to 

dramatically increase the velocity of spend on the platform, precipitating an explosion in ad dollars 

flowing through AppLovin’s platform.  

 

We were able to add to the Fund’s AppLovin position at sub-$400, a level which we believe represents 

compelling value. At these levels the business is being valued at 25x forward GAAP EPS, despite 

sellside expecting earnings to more than double from 2025 to 2027. In talking to a number of investors, 

it seems that they are put off by the complexity of AppLovin’s business. However, to the extent that 

APP’s robust growth continues, it becomes harder for investors to ignore this stock.  

 

*  * * 

 

We would like to sincerely thank you for your continued support and patience. Periods such as this 

most recent quarter test conviction, but they also create the conditions from which strong long-term 

returns are ultimately generated. We remain highly confident in the businesses we own in terms of 

their competitive positions, ability to compound earnings, and the gap we see between price and 

intrinsic value. Our capital is invested alongside yours, and we remain focused on navigating the near 

term with discipline, sticking to our process while positioning the Fund to capture the substantial 

opportunity we believe lies ahead. 

 

Kind regards, 

 

Bristlemoon Capital 
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