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INCEPTION DATE: 23 AUGUST 2007 | UNIT PRICE: 1.83241,2 | FUND NAV: $78M 

Despite significant volatility within the quarter, global markets were generally positive overall, supported by corporate earnings 
upgrades and reduced contagion risk on the Chinese property sector from a potential default by Evergrande. These more than 
offset the emergence of the Omicron variant of the COVID-19 virus and more hawkish comments from the U.S. Federal Reserve 
(‘Fed’) on the tapering of bond purchases.  

The ASX200 had a small gain (+2.1% over the quarter) with the strongest sectors comprising Materials (+12.7%), Utilities (+11.4%) 
and Property (+10.1%), while Energy (-8.8%), Information Technology (-6.1%) and Financials ex property (-2.2%) lagged. 

The portfolio was impacted by our positioning in reopening beneficiaries and sectors such as travel and energy which were 
aggressively sold off in November due to market concerns around the spread of the Omicron variant and more hawkish comments 
from U.S. Federal Reserve Chair Jerome Powell on the pace of tapering bond purchases. Equity markets partially recovered in 
December as Omicron concerns moderated and investors adjusted to the more hawkish pivot from the Fed.  

Looking forward, our research and numerous calls with various experts overseas indicates that the Omicron variant is more 
contagious than the Delta variant, however, it is less likely to cause severe illness or death. Existing vaccines have also been shown 
to provide strong protection from severe illness with booster doses further enhancing protection. 

These factors give us confidence that while the reopening path may be delayed, the recovery continues to remain broadly on track.  

We expect market volatility to remain elevated as the market reacts to headlines and new data surrounding the Omicron variant 
and Central Bank actions. Similar to previous periods of turbulence, we believe this will provide attractive opportunities for stock 
picking. We continue to remain very positive about the medium-term outlook for the portfolio given the large number of portfolio 
stocks with significant upside to valuation and the extreme stock dispersion across the market. 

Performance Summary (Net)3 (%) Fund Performance vs S&P/ASX 200 Accumulation Index  
 

Fund3 Index3 
Out- 

performance 

3 months -2.2 2.1 -4.3 

1 Year 12.9 17.2 -4.3 

2 years p.a. 7.4 9.0 -1.6 

3 Years p.a. 12.2 13.6 -1.4 

5 Years p.a. 8.5 9.8 -1.2 

10 Years p.a. 9.2 10.8 -1.6 

Since inception p.a. 8.5 5.9 +2.5 

Since inception 
cumulative 221.1 129.0 +92.1 

 

Growth of $100,000 invested since inception (after fees)  

 

 The Fund returned -2.2% (net)3 in the December quarter, underperforming the S&P/ASX 200 Accumulation Index by 4.3%. 

 We expect market volatility to remain elevated as the market reacts to headlines and new data surrounding the Omicron 
variant and Central Bank actions. 

 Since inception, the Fund has outperformed the index by 2.5% p.a. (net). 

1 The value of the Fund’s assets less the liabilities of the Fund net of fees, costs and taxes. 2 The unit price is calculated by decreasing the NAV price by the sell spread 
(currently 0.25%). The NAV price is the NAV divided by the units on issue. 3 The Index is the S&P/ASX 200 Accumulation Index. All performance numbers are quoted 
net of fees. Figures may not sum exactly due to rounding. Past performance should not be taken as an indicator of future performance. Strategy performance is for 
the Daily Class of units of the L1 Capital Australian Equities Fund since inception on 5 Oct 2017 (being the date that the first Daily Class units were issued). Prior to 
this date, data is that of the L1 Capital Australian Equities Fund Wholesale Class of units since inception (22 Aug 2007) which is subject to a different fee structure.  
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Key Stock Contributors for the Quarter 
Telstra shares rose 7% during the December quarter. During the period Telstra commenced its $1.35b share buyback and 
completed the acquisition of Digicel, but otherwise there was limited news flow of note. The business remains well-positioned for 
continued positive earnings momentum in Mobiles given an improved competitive environment, its market-leading position in 5G 
and revenue tailwinds from a return of roaming revenues as international travel begins to recover. The Mobiles segment 
performance comes as Telstra’s NBN migration headwinds reduce and cost out initiatives are delivered. Overall, we see ongoing 
positive operating performance, perhaps with the exception of the Enterprise segment which will remain under pressure due to 
competition. Following Telstra’s successful sell-down of a 49% stake in its mobile tower portfolio for 28x EBITDA, investor attention 
has turned to the potential for monetisation of its other infrastructure assets, including its ducts, fibre and NBN recurring revenue 
streams. In aggregate, these assets generate around 7x the earnings of the Towers portfolio, however the separation process is 
significantly more complex and will be an ongoing project for the remainder of 2022.  

Worley shares rallied 8% during the quarter due to a recovery in oil prices and following its investor day where the company 
reiterated its full year outlook and confirmed its aspiration to generate more than 75% of revenue from sustainability-related 
sources within the next five years. Worley remains one of the few global engineering consultancy firms and is uniquely positioned 
to benefit from the energy transition shift and significant spend that is likely to be invested in hydrogen, carbon capture and 
renewable energy. We believe Worley is in the early innings of the pivot to ‘green’ energy opportunities, with the market continuing 
to view the stock as a legacy oil and gas engineering contractor. The company trades on only ~14.5x consensus FY23 earnings 
despite signs of a recovery in conventional oil and gas capex and the huge opportunity in energy transition related activities.  

Chorus shares rose 5% during the quarter based on the New Zealand Commerce Commission’s determination of a Regulated Asset 
Base (RAB) that was less punitive than the worst-case scenario feared by the market. We are disappointed with the regulatory 
process undertaken by the Commission over the last two years. It dismissed legitimate investor concerns on wireless stranding, 
made no allowance for extra risk of building a network versus operating an existing one, and imposed arbitrary cuts to Chorus’s 
allowed operating expenditure deductions. The risk-free rate was locked in at an arbitrary time, separate from the RAB calculation 
which is not in line with best practice and resulted in the determination of a rate that is one of the lowest for fibre assets anywhere 
in the world, and far lower than Chorus’s cost of capital. There is now no incentive for Chorus to invest beyond the current 
regulatory period. The decision creates a cloud over long-term public-private partnerships in New Zealand, with Chorus as a 
cautionary tale that has likely raised the cost of future projects for all New Zealanders.  

Despite our negative view of the determination, we continue to remain confident in Chorus management being strong capital 
allocators and returning capital where there is no strong incentive to invest. The end of the fibre build program will drive a strong 
uplift in cashflows which should be returned to shareholders after a lengthy 10 year investment period. 

 

Key Stock Detractor for the Quarter 
Star Entertainment sold off by 18% in October after negative media coverage on anti-money laundering (AML) controls. The 
negative media coverage complicated a scheduled license review for the Sydney Casino that was due to conclude by year-end and 
will now extend to June 2022. We viewed the market reaction as excessive and used the share price fall as an opportunity to add 
to our position. Star had delivered a robust FY21 result with good cost control and exceptional performance from the Queensland 
gaming assets. Star also announced it is exploring the sale of up to 49% of its Sydney property portfolio, which has the potential to 
release significant capital, and had completed a sale and leaseback of its Treasury Buildings and Car Park for $248m at an attractive 
capitalisation rate. We continue to believe the scarcity value of its casino licenses and the transformative impact of the Queen’s 
Wharf development in Brisbane are not fully appreciated at the current valuation. While the market is very focused on the short-
term risks around COVID-19 disruption and the Star Sydney license review, we believe the medium-term outlook for the company 
looks very attractive. 

Qantas pulled back by 12% during the quarter due to concerns around the spread of the Omicron variant. While this is likely to 
delay the recovery in international travel, we believe the outlook for domestic travel continues to look solid. We believe the severe 
impact of the pandemic will prove to be a one-off and consumers will learn to live with covid.  We believe Qantas will re-emerge 
from the pandemic even stronger than before, given its $1b cost out program, improved market position and the massive pent-up 
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demand for leisure travel. We have long viewed Qantas as one of the world’s highest quality airlines, with its dominant industry 
position, high-growth loyalty (frequent flyer) division and outstanding management team. 

Aurizon shares fell 8% in October after announcing the purchase of One Rail Australia for $2.3b. Aurizon is Australia’s largest rail 
freight operator, with its main asset comprising the 2,670km Central Queensland Coal Network. We initially invested in Aurizon as 
we were attracted to its dominant rail infrastructure assets, conservative capital structure and strong dividend yield of ~7.5%. We 
were disappointed by the acquisition, given it reduces the company’s dividend for the next 1-2 years, uses up the company’s 
balance sheet capacity, was agreed at a premium multiple to comparable transactions and introduces substantial deal risk, with 
the requirement to divest the coal division (which comprises two thirds of the acquired asset base). We exited this stock during the 
quarter. 

Equity Market Observations 
2021 has been a very positive year for markets both in Australia and offshore. Over the last decade, the continued decline in interest 
rates and the significant easing in fiscal and monetary policy have supported a bull market that has ‘front-loaded’ returns and 
catapulted gains in growth stocks, bonds and property. This has also resulted in a ‘melt-up’ in equity indices, which has supported 
passive investment performance. 

We believe these market tailwinds peaked in 2021 with interest rates now near zero in most developed economies and extreme 
fiscal and monetary stimulus starting to moderate.  

While our outlook for markets remains constructive in the near term, we expect index returns to moderate over the next few years 
as we enter a Central Bank tightening cycle. Accordingly, we think bottom-up stock picking will become an even more important 
driver of returns going forward making our in-depth, company research a key advantage to capture opportunities against this 
market backdrop. 

In terms of the key themes we have focused on throughout 2021, namely inflation, vaccine/COVID-19 and the M&A wave, we have 
provided a summary below of how our views developed through the year, as well as our thoughts going forward. We expect these 
themes to continue to significantly influence markets going forward.  

Inflation 

We first flagged our views on rising inflationary 
pressures in April after we held numerous company 
meetings in early 2021 across many sectors with 
countless anecdotes of rising input costs and supply 
chain difficulties. We believed there were elevated 
risks and higher inflation would be far bigger and 
more persistent than the consensus view and would 
overshoot relative to Central Bank expectations. 
Accordingly, we positioned the portfolio to mitigate 
against this risk.  

Figure 1 outlines the consensus estimate for U.S. CPI 
in Q4 2021 and illustrates how forecasts rose from 
~2.5% in March/April 2021 to ~6.5% by calendar year-
end as the market adjusted its view that the inflation 
spike was likely to be far bigger than expected. At the 
end of November 2021, U.S. Federal Reserve (‘Fed’) Chair, Jerome Powell retired the use of word ‘transitory’ to describe the 
inflation outlook and acknowledged that the ‘risk of higher inflation has increased’.  

The Fed pivoted to a much more hawkish tone over the quarter, with a tapering of its bond-buying program announced in 
November and a further acceleration in December in response to an exceptionally tight labour market and higher inflation risks. 

 

Figure 1: U.S. CPI Economic Forecast – Q4 2021 

 
Source: Bloomberg. Data as at 5 Jan 2022.  
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As we enter a Central Bank tightening cycle that may see the first U.S. rate hike in March and potentially three or four rate hikes 
across 2022, we continue to believe that short duration (value/cyclical) stocks remain better placed than long duration 
(growth/defensive) stocks given that backdrop. Furthermore, we continue to maintain our positions in energy, gold and 
commodities which have tended to outperform in a higher inflation environment. These sectors remain under-owned and are still 
trading ‘cheap’ versus the broader market. 

Vaccine recovery 

We have written at length about our views on vaccines and the path to a COVID ‘normal’ operating environment over the past 18 
months. Despite the emergence of the Delta and Omicron variants over the year, our research continues to give us confidence that 
the reopening story remains on track and is not fully factored into market expectations. With the recent emergence of the Omicron 
variant, we conducted numerous calls with doctors and medical experts to determine the impact the variant may have. Our 
research indicates that while the Omicron variant is more contagious, it is much less likely to cause severe illness or death. Existing 
vaccines have also been shown to provide strong protection from severe illness with booster doses further enhancing protection. 
An additional factor we believe is a ‘game-changer’ in the fight against COVID-19 is the encouraging data from antiviral treatments 
such as Paxlovid from Pfizer. Paxlovid has been shown to deliver an 88% reduction in COVID-19 related hospitalisation or death in 
trials of unvaccinated COVID-19 patients when taken within five days of the first symptoms of illness. The treatment should remain 
effective against the Omicron variant and received FDA approval in late December with Pfizer planning to produce 120 million 
courses by year end. 

M&A wave 

We first spoke about our bullish views on the M&A cycle in January 2021 where we thought we were on the cusp of a major M&A 
cycle not seen since 2007. Our anecdotal feedback from conversations with investment bankers, private equity investors and M&A 
lawyers strongly supported this view with consistent feedback of deal pipelines being at record levels. As illustrated in the chart 
below, 2021 turned out to be a banner year for Australian M&A and exceeded even our bullish expectations with $450b worth of 
deals announced over the year, compared with a 10-year average of $206b. With the merger proposal from Santos for Oil Search, 
the Fund was a beneficiary of the M&A backdrop given our skew to undervalued companies that have strategic appeal.  

We expect this robust environment to continue in 2022 with our market feedback continuing to indicate a very robust environment 
for deal making supported by improved corporate confidence, cheap debt and equity funding, and a supportive economic 
backdrop. 

Figure 2: Announced M&A activity involving an Australian Company  

 
Source: MST Marquee as at 31 Dec 2021. 
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Fund Information – Daily Class 
Name L1 Capital Australian Equities Fund 

Class of Units  Daily 

Structure  Unit Trust 

Domicile/Currency  Australia/AUD 

Inception  23 August 2007 

Management Fee 0.77% p.a. inclusive of GST and RITC 

Expenses Maximum of 0.20% p.a. 

Performance Fee 15.38% above S&P/ASX200 Acc Index4 

High Watermark  Yes 

APIR/ARSN LCP0001AU/621 183 195 

Minimum Investment A$25,000 

Subscription Frequency Daily 

Redemption Frequency Daily 

Platform Availability 
Hub24, Macquarie Wrap,  

Mason Stevens, Netwealth, 
Powerwrap, Praemium, uXchange  

Service Providers 
Responsible Entity Equity Trustees Limited 

Fund Administrator Mainstream Fund Services 

Fund Auditor EY 

Fund Custodian Mainstream Fund Services 

Legal Advisor Hall & Wilcox 

 

 
 

Level 28, 101 Collins Street 
Melbourne VIC 3000 Australia 

 
Email info@L1.com.au 

www.L1.com.au 

 

L1 Capital Overview 
L1 Capital is a global investment manager with offices in Melbourne, Sydney, Miami and London. The business was established in 
2007 and is 100% owned by its senior staff, led by founders Raphael Lamm and Mark Landau. The team is committed to offering 
clients best of breed investment products through strategies that include long only Australian equities, long short equities, 
international equities, activist equities, a global multi-strategy hedge fund and U.K. residential property. The firm has built a 
reputation for investment excellence, with all L1 Capital’s strategies delivering strong returns since inception versus both 
benchmarks and peers. The team remains dedicated to delivering on that strong reputation through providing market-leading 
performance via differentiated investment approaches with outstanding client service, transparency and integrity. L1 Capital’s 
clients include large superannuation funds, pension funds, asset consultants, financial planning groups, family offices, high net 
worth individuals and retail investors.

Contact Us 
Chris Clayton  Aman Kashyap  Alexander Ordon  Wayne Murray  Alejandro Espina 
Head of Distribution Investment Specialist Investment Specialist Investment Specialist Investment Specialist 
M: + 61 3 9285 7021 
E: cclayton@L1.com.au 

M: +61 477 341 403  
E: akashyap@L1.com.au 

M: +61 413 615 224 
E: aordon@L1.com.au 

M: + 61 424 300 003 
E: wmurray@L1.com.au 

M: + 61 423 111 531 
E: aespina@L1.com.au 

 4 The performance fee is equal to the stated percentage of the amount by which the Fund’s performance exceeds the S&P ASX 200 Accumulation Index (after 
management expenses but before performance fees) in a Performance Period. 
All performance numbers are quoted net of fees. Past performance should not be taken as an indicator of future performance. Strategy performance is for the Daily 
Class of units of the L1 Capital Australian Equities Fund since inception on 5 Oct 2017 (being the date that the first Daily Class units were issued). Prior to this date, 
data is that of the L1 Capital Australian Equities Fund Wholesale Class of units since inception (22 Aug 2007) which is subject to a different fee structure. Sources of 
information in this report are Mainstream Fund Services, Bloomberg and L1 Capital.  
Information contained in this publication 
Equity Trustees Limited (“Equity Trustees”) (ABN 46 004 031 298), AFSL 240975, is the Responsible Entity for the L1 Capital Australian Equities Fund. Equity Trustees 
is a subsidiary of EQT Holdings Limited (ABN 22 607 797 615), a publicly listed company on the Australian Securities Exchange (ASX: EQT). 
This publication has been prepared by L1 Capital Pty Ltd (ACN 125 378 145, AFSL 314 302), to provide you with general information only. In preparing it, we did not 
take into account the investment objectives, financial situation or particular needs of any particular person. It is not intended to take the place of professional 
advice and you should not take action on specific issues in reliance on this information. Neither L1 Capital Pty Ltd, Equity Trustees nor any of its related parties, 
their employees or directors, provide any warranty of accuracy or reliability in relation to such information or accepts any liability to any person who relies on it. 
Past performance should not be taken as an indicator of future performance. You should obtain a copy of the Product Disclosure Statement before making a decision 
about whether to invest in this product. 
Copyright 
Copyright in this publication is owned by L1 Capital. You may use this information in this publication for your own personal use, but you must not (without L1 
Capital’s consent) alter, reproduce or distribute any part of this publication, transmit it to any other person or incorporate the information into any other document. 
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