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The NTA of L1 Long Short Fund Limited (“the Company”)
increased 4.3% in December (ASX200AI 1.2%).
The Company’s NTA increased 29.5% in 2020.
The Company’s robust performance in 2020 was driven by strong
stock picking across a wide range of sectors. Returns were
further supported by decisive buying during the crisis in March
and positioning the portfolio for vaccine success in November.
We believe the global vaccine roll-out will trigger a rotation into
value and cyclical stocks (which lagged the market dramatically
in 2020). This should be a major positive tailwind for
performance.
Global markets continued to trend higher in December driven by
vaccine approvals in the U.K. and U.S., as well as the finalisation of
the long-sought U.S. fiscal stimulus package to provide ~US$900b
in aid. These positive developments were tempered by continued
increases in COVID-19 cases, further global lockdowns and
concerns about more infectious “mutant” strains of COVID-19.
The ASX200AI returned 1.2% in December. The strongest sectors
were Information Technology (+9.5%), Materials (+8.8%) and
Consumer Staples (+2.3%) while Utilities (-5.4%), Healthcare
(-4.9%) and Industrials (-2.7%) lagged.
The portfolio performed positively in December, continuing its
strong outperformance over the last 9 months, with our aggressive
and decisive buying of oversold stocks in March, as well as our
intensive vaccine research, being the key reasons underpinning
this result. We would like to sincerely thank the investors and
advisors who supported us through this extraordinary year, and
we could not be more pleased that your faith has been rewarded
with this strong performance. 2020 represents the second
consecutive calendar year where the portfolio has delivered net
returns above 25%.
We continue to believe the market environment is one of the
best we have seen in many years, with numerous exciting stock
specific opportunities. We remain very positive on the outlook
for equities (and especially cyclicals) given the combination of
massive central bank and fiscal stimulus, defensive investor
sector positioning and the likelihood of positive vaccine progress
providing an attractive risk-reward into 2021.

One month

NTA PRE-TAX
4.29%

Three months

34.35%

One Year

29.50%

Two Years (p.a.)

27.46%

Total return since inception (24 April 2018)

19.25%

* Source: Mainstream Fund Services and L1 Capital. Net performance is calculated
using the movement in NTA pre-tax. Performance is shown net of all applicable fees
and charges. Past performance should not be taken as an indicator of
future performance.

We believe we are just at the start of the ‘vaccine trade’, given
that we expect investors will now accept that they need to reposition their portfolios to reflect a much-improved outlook for
COVID-19. As such, we expect a strong recovery in many oversold
value and cyclical sectors (such as travel, energy, mining and
industrials) with the Company well placed to benefit from this
recovery.
Some of the key contributors to Company performance during
the month of December were:
Imdex Limited (long +26%) shares rose strongly after reporting
solid FY20 results and a very positive start to FY21. Imdex is by far
the global leader in exploration drilling technology for the mining
sector. 80% of the business is exposed to gold, copper and iron
ore with all three commodities having favourable medium term
exploration and production outlooks. In particular, we have seen
a significant uptick in capital raisings from junior gold miners for
exploration purposes and we expect this to flow through to Imdex
over the coming year. Imdex has incurred major R&D spend over
the past five years (which it fully expenses through its P&L) and is
in the early stages of launching the industry’s best suite of
products. We have spoken with many mining companies, drilling
companies and competitors to assess Imdex’s products and
prospects and we believe the market underestimates the lead
Imdex has over its peers. In our view, Imdex is one of the most
exciting small cap stocks in Australia and is set to deliver earnings
growth of more than 20% p.a. (well above consensus estimates)
for many years to come. Finally, we believe IMDEXHUB-IQ (its
secure, cloud-based portal for validating field data) will over time
become a major contributor to client retention and increased
product penetration per site.
Lyft (long +23%) is a ride-sharing company in the U.S. that
competes with Uber. Since its IPO in 2019, the company has
suffered from regulatory uncertainty (from California’s push to
reclassify drivers as employees) and question marks over its ability
to compete effectively with Uber. Together with the COVID
pandemic curtailing demand, the stock had declined over 60%
when we initiated a position in October. Our thesis was that with
Uber and Lyft both prioritising profitability and no new
competitors emerging, market share would remain stable while
demand would recover rapidly post-COVID.

Our thesis was further supported by early polling ahead of the U.S.
elections which indicated that California would pass driver
reclassification legislation, permanently enshrining drivers’
contractor status as part of the Prop 22 ballot. The November
vaccine news and the passing of the Prop 22 ballot have resulted
in the shares nearly doubling since we first invested. Despite this
strong performance, we continue to see substantial upside in Lyft.
We believe Lyft can generate significant earnings growth over the
medium term with the ability to generate consistent top-line
growth above 30% and deliver long term EBITDA margins of ~25%.
Teck Resources (long +10%) shares continued to trend higher
driven by early signs of recovery in the coking coal market.
Increasing seaborne demand from India and China (following a
recovery in domestic steel production) has driven an increase in
coking coal prices (ex-Australia) over the last few months. Teck is
one of the world’s highest quality mining companies with very lowcost operations in coking coal, copper and zinc. All of Teck’s main
assets are situated in low risk jurisdictions, such as Canada, the U.S.
and Chile. Teck is currently building one of the world’s largest
copper mines (QB2) at a time when the world is gradually
becoming short copper, due to ongoing grade declines at the
world’s largest mines. Copper demand continues to enjoy secular
growth due to rising living standards across Asia. We established
a position in the company with the view that Teck was well placed
to benefit from a recovery in copper and coking coal prices over
the medium term, as spot prices were close to marginal cash cost
for many mines and incremental supply has proven difficult to
bring on in a timely manner. We have started to see early signs of
this recovery and continue to believe Teck is exceptionally well
placed to benefit from this going forward. Despite the strong
performance to date, Teck continues to be materially undervalued.
Even at today’s depressed commodity price assumptions, Teck
trades on a P/E of only 11x FY21 (consensus earnings) with the
benefits of QB2 earnings and a large cost out program still to come
over the next few years.
Liberty Financial Group (LFG) (long +30%) shares performed
strongly post its IPO in mid-December which we participated in as
a cornerstone investor. LFG is a leading non-bank lender with a
high quality loan portfolio of more than ~$11b which has grown at
a CAGR of close to 20% p.a. over the last ten years. The company
has an exceptional management team and a strong owner/
operator mindset, with the founders continuing to hold ~77% of
the shares on issue post IPO. Even with the recent rally, LFG
remains undervalued in our view, trading on a PE multiple of only
14x based on the prospectus earnings forecast. We believe this
forecast is conservative with upside likely on both net interest
margins and loan growth. Furthermore, we expect industry
tailwinds to support growth above market expectations over the
medium term. Recent regulatory changes have led to an increase
in risk weights for banks on non-standard housing loans. As a nonbank lender, LFG is not subject to the same increase in risk weights.
This advantage, coupled with its strong broker relationships,
should see LFG continue to take increased share from the major
banks over the next few years.

Metcash (long +17%) shares rallied after reporting a stand-out
1H21 result which was ~20% ahead of consensus earnings. The
company reported strong performance across all its key divisions
(food, liquor and hardware) and flagged continued strong
momentum into the new year. Metcash has benefitted from an
improvement in food and liquor sales with an increase in domestic
tourism and more consumers working from home. The hardware
business has seen an uplift in DIY spend with a rise in home repair
and renovation projects carried out through the pandemic. We
expect these tailwinds to continue to benefit Metcash, which
should drive strong second half earnings as the company cycles
weak prior period numbers that were impacted by the bushfires.
FY2021 is set to be a bumper cashflow period for the company,
which, together with its under-geared balance sheet, provides
flexibility for capital management and/or further bolt-on
acquisitions.
Cenovus Energy (long +16%) is an integrated energy company that
develops, produces, and markets crude oil, natural gas liquids and
natural gas, primarily in Canada. Cenovus shares rose as oil prices
continued to recover and as discounts for their production
compared to the WTI price narrowed, driving strong free cashflow
generation in Q4 after very weak Q2 and Q3 performance. We
increased our shareholding after Cenovus announced the
acquisition of Husky Energy in late October 2020, to create the
third largest Canadian oil and natural gas producer. We see strong
strategic merits in the combination which unites high-quality and
low-cost oil sands and heavy oil assets with extensive midstream
and downstream infrastructure. The transaction should be highly
accretive and lead to substantial synergies, increased scale, more
stable cash generation and reduced group leverage.
The investment team significantly added to their investment in
the Long Short strategy during the second half of the year and
intends to continue doing so going forward, reinforcing our very
positive outlook for the portfolio. Our expectations are
underpinned by the unusually large number of stocks in the
portfolio with significant upside to valuation and the extreme
stock dispersion across the market, which provides attractive
opportunities for stock picking. We also expect much improved
business, consumer and investor confidence as a result of the
rollout of vaccines around the world. As people resume a nearnormal (pre-COVID-19) way of living, we expect many oversold
companies to recover further, which, along with a continued
rotation into value and cyclical stocks, should be a tailwind to
Company performance.

Investment Guidelines

Portfolio Exposures*
Number of positions

94

Typical no. of positions

Number of long positions

77

Geographic exposures

Number of short positions

17

Net exposure limits

Gross long exposure (%)

204%

Gross short exposure (%)

78%

Gross exposure limits

50-100 securities
Max 30% gross outside of Aust/NZ
Max 150% of NAV; typically 30-90%
Max 300% of NAV; typically 150-300%

Gross exposure (%)

282%

Net Tangible Assets Per Share (as at 31 December 2020)*

Net exposure (%)

126%

NTA pre-tax

2.3849

NTA post-tax

2.2963

* Source: Mainstream Fund Services and L1 Capital.

Net and Gross Exposure by Region*
GEOGRAPHY

* The NTA pre-tax is calculated before the provision for deferred tax on unrealised
gains and losses on the investment portfolio. The NTA post-tax is calculated after
all taxes.

GROSS LONG

GROSS SHORT

NET EXP

Australia / NZ

133%

65%

69%

North America

32%

13%

18%

Andrew Larke

Europe

30%

0%

30%

John Macfarlane

Independent Director

9%

0%

9%

Harry Kingsley

Independent Director

204%

78%

126%

Raphael Lamm

Non-Independent Director

Mark Landau

Non-Independent Director

Asia
Total

* Percentages have been rounded to the nearest whole number.

Gross Exposure as a % of Total Exposure
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Company and Manager Overview

L1 Long Short Fund Limited (“the Company”) has been established to invest in a portfolio of predominantly Australian and New Zealand
securities, with up to 30% invested in global securities. The Company has the ability to both buy and short-sell securities, which provides
a flexible strategy to deal with changing stock market conditions. The objective is to deliver strong, positive, risk-adjusted returns to
investors over the long term. The portfolio is managed by L1 Capital Pty Ltd, which has established a reputation for offering clients best
of breed investment products. L1 Capital manages money for a range of clients including large superannuation funds, pension funds,
financial planning groups, asset consultants, family offices, high net worth individuals and retail investors.
Disclaimer
This communication has been prepared for L1 Long Short Fund Limited (ACN 623 418 539) by its investment manager, L1 Capital Pty Ltd (ABN 21 125 378 145 and AFS
Licence 314302). L1 Capital Pty Ltd has prepared this publication in good faith in relation to the facts known to it at the time of preparation. This publication contains
general financial product advice only. In preparing this information, we did not consider 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 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 this
information. We do not express any view about the accuracy or completeness of information that is not prepared by us and no liability is accepted for any errors it may
contain. Past performance is not a reliable indicator of future performance.

