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Introduction
Each quarter, our report to investors will provide an update on the Fund’s portfolio and insights into our approach to
investing. In this inaugural quarterly report, we have briefly summarised our Investment Philosophy and discuss a key
attribute of what we regard to be a “quality business”– being able to sustain high returns on invested capital.
We have set out the performance of the L1 Capital International Fund from inception on 1 March 2019 to 30 June 2019.
We do not focus on short term performance, but early investment returns from the Fund are pleasing. Since inception, the
Fund has returned 8.3% (after fees), outperforming the Benchmark Index by 2.3%, while the average cash holding has been
10%. More importantly, we believe our portfolio of businesses is well placed to build substantial shareholder value over time.
In the last section, we have shared our views on Booking Holdings which is one of the largest investments in the Fund.
If you have any questions, please feel free to contact us. We also encourage you to visit our website
www.L1international.com for additional information on our investment philosophy and process, monthly reports
and daily fund pricing information.
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Investment Philosophy
We believe that Quality and Value are key drivers of long-term total shareholder returns. Our investment portfolio consists
of businesses we consider:
 Operate in well-structured, growing industries
 Have durable business models
 Have aligned management with a strong capital allocation track record
 Generate growing free cashflow
 Demonstrate an ability to sustain high returns on invested capital
 Management can either reinvest capital at attractive incremental returns and / or return excess capital efficiently
to shareholders
 Operate with a conservative balance sheet and funding structure
In forming our assessment of potential investment opportunities, we apply a detailed, repeatable and consistent investment
framework that is focused on four key areas:
 Business drivers: the critical factors that drive the economic performance of the business
 Industry structure: including durable barriers to competition, competitive intensity and an assessment of regulatory
and technology opportunities and risks
 Management: governance, historical capital allocation and incentive structures
 Financial: robust business economics and financial strength
Only businesses that meet our stringent quality criteria are considered as potential investment opportunities. These
businesses are then subject to detailed financial and valuation analysis to form a view on the expected investment return
in a range of scenarios for operating conditions.
Central to our investment philosophy is viewing each of our investments as an ownership interest in the business, not as an
investment security or share price.
We view the L1 Capital International Fund portfolio as a combination of these business interests, carefully considering the
degree of correlation between business drivers across the portfolio and the associated investment exposure.
Our investment horizon is generally 3 to 5 years on a rolling basis. Our strong preference is to remain invested indefinitely
in businesses we deeply understand, are well managed, conservatively financed and which provide attractive risk
adjusted returns.
Capital preservation over the investment horizon is central to our investment philosophy and process. We view risk as the
potential for a permanent loss of capital as opposed to volatility in share prices.
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Capital Efficiency and Sustainability of High Returns
In investing, most people have a broadly common definition of “Value” or monetary worth of a business. Of course, one
person’s calculation of the value of a business may differ significantly from another person’s valuation.
However, there is no universal definition of a “Quality” business. What constitutes quality is very much in the eye of the
beholder. For us, a business is high “Quality” if it demonstrates the characteristics outlined in our Investment Philosophy, and
we often spend months if not years assessing a business and the industry in which it operates to assess these attributes and
appraise its level of quality.
Many aspects of assessing an industry and business are subjective. However, one of the quantifiable attributes that we have
found to be commonly held by high quality businesses is the ability to generate a high return on invested capital (net debt
plus equity) (ROIC) and equity (ROE), and to sustain those returns. For a business to sustain high ROIC and ROE it must either
be able to reinvest its cashflows at attractive incremental returns, and/or management must efficiently return excess capital
to shareholders.
To demonstrate that our portfolio comprises businesses with sustainable, high returns we have assessed the portfolio as a
single business. This is how we think - we view the portfolio as an ownership interest in the businesses we have invested in,
rather than shares to be traded.
For us, the past performance of a business offers many insights into the future, particularly when it comes to returns on
capital and equity and the sustainability of those returns.
5 years to 2018
Let’s consider a notional $1 million investment in the Fund and assume this was fully invested (i.e. the portfolio held no cash)
in proportion with our portfolio weights. If we then rewind 5 years, an investor would have had a proportionate interest in
approximately $212,000 of invested capital or $188,000 of invested equity at the end of 2013, generating ROIC of 21% and
ROE of 17%.
We believe these strong returns reflect the privileged economics of our businesses and barriers to competition, particularly
given the ROE is reduced by significant cash balances held by some of the businesses in our portfolio.
Even more impressive are the incremental returns our portfolio of businesses delivered over the subsequent 5 years. Most of
the businesses in our portfolio are capital light, meaning they generate strong growth in earnings and free cashflow, without
requiring significant incremental investment of equity or debt to support this growth. Between 2014 to 2018, the businesses
in our portfolio grew EBITA and NPAT by approximately 9% p.a. and 10% p.a. respectively. Critically, our companies were able
to do this without the need for much further investment – over this period total invested capital (debt plus equity) increased
7% p.a. while equity invested increased by 6% p.a.
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Capital Efficiency and Sustainability of High Returns
Over this 5 year period, our portfolio achieved 29% return on the incremental capital invested (ROIIC) and a 33% return on
the incremental equity invested (ROIE). This resulted in ROIC and ROE rising to 23% and 21% respectively in 2018.

Return on Invested Capital* (2014-2018)

Return on Equity* (2014-2018)

*Rounded to the nearest $1,000 and using average exchange rates between 2014-2018. Excludes one portfolio investment which was not
listed at the end of 2013

Our portfolio of businesses has demonstrated a track record in sustaining impressive returns, and increasing those
returns over time.
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Capital Efficiency and Sustainability of High Returns
5 years to 2023
These historical returns are certainly a sign of a high-quality portfolio of businesses, but we must also have confidence that
the strong returns are sustainable into the future.
The EBITA and NPAT growth rates (9% p.a. each respectively) implied by our 5 year earnings forecasts are very similar to the
rates of growth that were actually achieved over the preceding 5 years.
Similar to the last 5 years, we expect our portfolio of businesses to be able to increase their earnings in a capital light manner
– in fact, we forecast total invested capital to increase by just 2% p.a., while equity invested is forecast to increase by 5% p.a.
This translates into ROIIC of 111% and ROIE of 37%.
While the former seems exceptionally high, it is partly a function of us not modelling future unknown acquisitions.
This approach enables us to form a view on organic growth potential and organic ROIIC. For businesses in our portfolio
where acquisitions are expected to be part of the growth strategy, we have confidence management will add incremental
value in addition to our conservative base case through future acquisitions (even though this may dilute near term ROIIC).

Return on Invested Capital* (2019-2023)

Return on Equity* (2019-2023)

*Rounded to the nearest $1,000 and using 2018 year end exchange rates

As a consequence of having sustainably high incremental returns, we forecast the ROIC of the portfolio to increase
to 30% and ROE to increase to 24% by 2023.
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Capital Efficiency and Sustainability of High Returns
We are very weary of management teams that rely on increasing financial leverage to drive growth and returns on equity.
To meet our definition of “Quality”, a business must operate with a conservative balance sheet and funding structure.
Over the next 5 years we forecast our portfolio to continue to generate strong free cashflow, which in our base case
translates to reduced debt levels. It also provides our experienced and aligned management teams significant flexibility to
appropriately allocate capital by pursuing value accretive acquisitions, or return additional excess capital to shareholders
through dividends and buybacks.
We consider this analysis shows the exceptional quality of the businesses in our portfolio. The high returns on incremental
invested capital and equity are the financial outputs of the durable business models, favourable business drivers, wellstructured industries, astute and aligned management. Importantly, the businesses we have invested in are conservatively
financed with modest use of financial leverage to support growth.
So why are we so obsessed about returns in the first place and how does it relate to shareholder returns? We think this quote
sums it up best:
“Over the long term, it is hard for a stock to earn a much better return than the business, which underlies it earnings. If the
business earns 6% on capital over 40 years and you hold it for 40 years, you are not going to make much different than a
6 percent return—even if you originally buy it at a huge discount. Conversely, if a business earns 18% on capital over 20 or
30 years, even if you pay an expensive looking price, you end up with one hell of a result.” – Charlie Munger
For those of you who are more numerically inclined, we would be pleased to discuss our detailed assumptions and
methodology with you.
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Portfolio Investment - Booking Holdings
Booking Holdings is one of the largest investments in the Fund. The company owns the world’s largest online travel agent
(OTA), Booking.com - which currently has over 28 million accommodation listings (everything from 5 stars hotels all the way
to treehouses and igloos!) in 228 countries around the world. The website and mobile app are available in over 40 languages
with over 2 million room nights being reserved on the platform each day (that’s 24 bookings every second). While it is
dominant in Europe, it’s truly a global platform with unrivalled scale. The company also owns other online travel brands such
as Agoda, Kayak and Open Table. As frequent users of their services, we can attest to breadth of the offering, the ease of use
as well as the customer service.
Booking exemplifies many of the quality attributes we look for when we invest:
 Demand for travel enjoys positive tailwinds, with growth in both developed and developing regions
 Online penetration of the travel industry continues to increase and has a long runway for further growth
 Booking is the market leader in a well-structured oligopolist industry
 Network effects (between consumers looking to book accommodation, Booking and accommodation providers) reinforce
the barriers to entry
 Booking has exceptional capabilities in proprietary data and analytics which simply cannot be replicated by a new
market entrant
 The business has favourable business economics – high operating margins and returns on invested capital, converts all
its earnings into cash, has no net debt, and requires very little incremental capital to support growth
 We regard management to be very strong strategically and operationally with a track record of sensible capital allocation
 Booking has a conservative financial position with net cash while generating around $5 billion of free cashflow annually.

Travel grows significantly faster than GDP
through the cycle ...

Source: World Bank
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...and there is still a long runway for growth in
online penetration of travel bookings

Source: PhocusWright, Morgan Stanley
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Portfolio Investment - Booking Holdings

Resulting in steady growth in room nights booked
over time...

...which includes glass igloos!

Source: Booking Holdings

Source: Booking.com

Booking converts all of its earnings into cash...

Source: L1 Capital International estimates. Adjusted to remove the cash
benefit of stock-based compensation from operating cash flow
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...resulting in steady growth in FCF over time.
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Portfolio Investment - Booking Holdings

The business requires no capital to grow. We expect
capital employed to reduce as Booking buys back
its shares...

...driving ROIC even higher

Source: L1 Capital International estimates

Source: L1 Capital International estimates

Conservative balance sheet with no net debt...

...coupled with value accretive and sensible
capital allocation

Source: L1 Capital International estimates

Source: L1 Capital International estimates
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Portfolio Investment - Booking Holdings
We value Booking Holdings at US$2,000 to US$2,300 compared to the current share price of US$1,875. We added
to our investment in Booking during May when the share price was materially below our valuation range and continue to
believe the current share price reflects an overly pessimistic short term view of several concerns:
Concern

L1 Capital International view

Slowing growth – which is partly
attributable to the ‘law of large
numbers’, but also management’s
efforts to lower its reliance on
performance-based advertising
and drive direct traffic and
increased loyalty.

We support management’s strategic decision to adjust the allocation of marketing
spend as it should lead to more sustainable and more profitable growth over the
long term. The slowing growth profile has made Booking a more ‘boring’ company
in the eyes of many “growth" investors. We care more about sustainable growth in
cashflow and ROIC over the next 5 plus years.

Margin pressure – management is
investing in several initiatives which
will impact margins in the near term.

The shift towards merchant bookings whereby Booking receives the payment
from the consumer and then passes it on to the travel supplier (hotel or
homeowner) will lower percentage margins but not profit dollars and will create a
more seamless experience for both the consumer and the hotel/host. Additional
investments in payments, travel experiences and branding are appropriate and
sensible and will drive long term value creation, even if short term profits are not
maximised.

Competition from Google – there
is a general unease about the
improvements Google is making
to its travel offering. Google
continues to incrementally refine
its functionality as it seeks to
increase relevance and usefulness
with consumers.

We would characterise Google and Booking as ‘frenemies’. On one hand, Booking
is one of Google’s most important customers, paying a significant sum to Google
for traffic (consumers looking to book accommodation), while on the other,
Google continues to incrementally tighten its grip at the top of the booking funnel
(initial search for accommodation options). While we don’t expect Google to
evolve into a fully-fledged OTA competitor, Google is trying to extract a greater
proportion of the economics in travel. Traffic sourced from Google is important
to Booking, but Booking is also trying to encourage direct traffic. We do not think
travel is a “winner takes all economics” market and consider Google (Alphabet
which owns Google is also a portfolio investment which we know and understand
well) and Booking will both profitability grow in the travel industry.

Competition from AirBnB – there
is an expectation that AirBnB will
eventually compete directly with
the OTAs.

We expect AirBnB to become an OTA over time and directly compete for
hotel supply and consumer bookings. While AirBnB will be a competitor, our
view is that it is harder for AirBnB (given its positioning as platform for unique
accommodation and experiences) to maintain its differentiation and disrupt
Booking (AirBnB has replicated Booking’s fee structures), than it is for an OTA to
add alternative accommodation. Booking already matches AirBnB for supply of
alternative accommodation options, alterative accommodation already accounts
for over 20% of Booking’s revenues, and consumers can view and compare all
accommodation types side-by-side in a uniform and user‑friendly manner.

Deteriorating macro – uncertainty
created from Brexit, US-China trade
tensions and a general slowing
of global economic growth has
impacted consumers’ willingness
to travel.

The travel industry enjoys strong secular growth over the longer term. However,
reflecting the state of the world, our base case assumes subdued near-term
operating conditions. When we invest we are not focused on next quarter’s
earnings, but how cashflow and earnings will grow over the medium to long term.
In addition, hotels are more likely to increase their usage of an OTA when there is
pressure on occupancies as every vacant room is a lost opportunity for revenue.
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Portfolio Investment - Booking Holdings
In summary, we regard Booking Holdings to be a very high-quality business that can be purchased at a material discount
to fair value given several shorter-term concerns:
Valuation multiples have decreased reflecting a
number of shorter-term market concerns

Booking is trading at a material discount to our
assessment of fair value

Source: Bloomberg

Source: Bloomberg
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L1 Capital International Overview
L1 Capital International is an independent active manager of global equities established as a joint venture with L1 Capital. We apply a
detailed investment process built on a fundamental assessment of quality and value. We aim to deliver attractive risk-adjusted returns by
investing in high quality companies in well-structured industries that we understand and that have favourable cashflow-based valuations.
Capital preservation over the investment horizon is central to our investment philosophy and process. We view risk as the potential for a
permanent loss of capital as opposed to volatility in share prices.
Additional information on L1 Capital International is available at www.L1international.com
L1 Capital is a global investment manager established in 2007 with offices in Melbourne, Sydney, New York and London. L1 Capital
manages money for a range of clients including large superannuation funds, endowment funds, pension funds, financial planning groups,
asset consultants, family offices, high net worth individuals and retail investors.
Additional information on L1 Capital is available at www.L1.com.au

Fund Information

Service Providers

Name

L1 Capital International Fund

Responsible Entity

Equity Trustees

Portfolio Management

David Steinthal (Chief Investment Officer)
David Khaw (Portfolio Manager)

Fund Administrator

Mainstream Fund Services

Types of investments

Listed securities globally, developed market focus
No shorting, no leverage

Fund Auditor

EY

Fund Custodian

Mainstream Fund Services

Number of investments

20 to 40, typical position size 3% to 6%

Legal Advisor

Hall & Wilcox

Cash weighting

0% to 25%

Minimum initial investment

$25,000

Hedging

Unhedged

Structure

Unit Trust

Domicile / Currency

Australia / AUD

Inception

1 March 2019

Management Fee

1.2% p.a inclusive of GST and RITC

Expenses

Nil (included in Management Fee)

Benchmark

MSCI World Net Total Return Index in AUD

Performance Fee

15% over Benchmark, subject to any
underperformance being recouped. There must
be positive absolute performance (adjusted for
distributions) in the performance period*

High Watermark

Yes

APIR

ETL1954AU

Level 13, 139 Macquarie Street
Sydney NSW 2000 Australia
www.L1international.com

Phone
Email

+61 2 8067 7090
info@L1international.com

* Otherwise positive relative performance is carried forward to the next Performance Period

Information contained in this publication
Information contained in this publication The opinions, advice, recommendations and other information contained in this publication, whether express or implied, are published or made by L1 Capital International Pty
Limited (ACN 628 068 717), (an authorised representative (no. 1273764) of L1 Capital Pty Ltd (ACN 125 378 145) AFSL (314 302)) and its officers and employees (collectively “L1 Int”) in good faith in relation to the
facts known to it at the time of preparation. L1 Int has prepared this publication without consideration of the investment objectives, financial situation or particular needs of any individual investor, and you should not
rely on the opinions, advice, recommendations and other information contained in this publication alone. This publication contains general financial product advice only. Equity Trustees Limited (‘EQT’) (ABN 46 004
031 298) AFSL 240975 is the Responsible Entity for the L1 Capital International Fund ARSN 631 094 141. This publication has been prepared to provide you with general information only. It is not intended to take
the place of professional advice and you should not take action on specific issues in reliance on information in this publication.
L1 Int does not express any view about the accuracy or completeness of information that is not prepared by it and no liability is accepted for any errors it may contain. Past performance should not be taken as an
indicator of future performance. You should obtain a copy of the PDS (available at L1international.com) before making a decision about whether to invest in this product. To the maximum extent permitted by law,
L1 Int, EQT and their related parties, directors and representatives will not be liable in any way for any loss or damage suffered by you through use or reliance on information in this publication. Copyright in this
publication is owned by L1 Int.
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