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Quatrterly report

« The L1 Capital Catalyst Fund returned -6.8%? for the June quarter (ASX200Al -1.1%).

« The Catalyst Fund’s underperformance during the June quarter was driven by a decline in the
prices of key commodities and having no exposure to the Australian banks which continued to

move higher.

« Atthe three-year anniversary of the Catalyst Fund, it has returned 9.9% p.a. and 32.8%
cumulatively, outperforming the S&P/ASX200 Al index by 3.6% p.a. and 12.5%, respectively.

Global markets were mixed over the June quarter, with
divergent themes impacting key markets.

In the U.S., the S&P 500 and Nasdaq continued to move
higher. Contrary to last quarter where there were signs of a
broadening in the market rally across sectors, U.S. returns this
guarter were concentrated in mega-cap technology stocks —
most notably NVIDIA, Apple and Microsoft. The top 5 holdings
in the S&P 500 now make up ~29% of the index, the highest
concentration in 50 years.

European markets were generally negative, as French
elections and their impact on the country’s future fiscal
sustainability weighed on the broader region.

The Australian market was also marginally negative
(ASX200Al -1.1%) with continuing signs of a softening
macroeconomic environment. The rate of real GDP growth
has declined further and lower household disposable incomes
have driven a prolonged benign rate of retail sales growth,
despite record levels of inbound migration.

However, inflation in Australia remains stubbornly high. Very
high levels of federal and state government expenditure, in
addition to recent income tax cuts, have increased the risk that
the RBA may increase interest rates further in order to return
inflation to its target range (2-3%) within a reasonable
timeframe.

The strongest sectors in the ASX 200 for the June quarter
were Utilities (+13.3%), Financials (+4.0%) and Information
Technology (+2.9%), while Energy (-6.8%), Materials (-5.9%)
and Property (-5.6%) lagged.

Returns (Net) (%)*
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3 months (6.8) (1.1) (5.7)
6 months 0.8 4.2 (3.4)
1 year 1.7 12.1 (10.4)
2 years p.a. 9.5 13.4 3.9)
3years p.a. 9.9 6.4 +3.6
Since inception p.a. 9.9 6.4 +3.6
Since inception cumulative 32.8 20.3 +12.5

The L1 Capital Catalyst Fund continues to find value in low
P/E stocks with undergeared balance sheets, strong cash
flow generation and realisable near-term catalysts. We
remain confident in our portfolio and are focused on
identifying and enacting catalysts through active
engagement with company management and Boards.

1. All performance numbers are quoted net of fees. Figures may not sum exactly due to rounding. Inception date: 1 July 2021. Past performance should not be taken as an
indicator of future performance. Note: Fund returns and Australian indices are shown in A$. Returns of U.S. indices are shown in US$. Index returns are on a total return

(accumulation) basis unless otherwise specified.
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Portfolio commentary

The performance of the Catalyst Fund during the June quarter has been disappointing compared with its strong performance in
the three years since inception. During the June quarter, the Fund has intentionally had a relatively high weighting to the
Resources sector and no exposure to Australian banks (as will nearly always be the case). However, as shown in Figure 1, this
has coincided with a period of significant underperformance of the ASX 200 Resources sector and relative outperformance of
domestic Financials (especially the “Big 4” banks).

We constantly monitor and review the portfolio composition and we remain confident that, in particular, the Resources
companies we have selected are high-quality commodity producers with long-term structural tailwinds that are now trading at
even more compelling valuations.

This outperformance of Australian Financials over the past 12 months has been a significant headwind for the Catalyst Fund. In
our view their valuations have become extremely difficult to justify. For example, CBA has the highest valuation of any bank
globally (nearly double that of J.P. Morgan), despite a weak earnings growth outlook (EPS expected to be relatively flat over the
next two years), a weakening Australian economy and dividend yield below the current Australian cash rate.

Figure 1: Relative performance of ASX 200 Resources and Financials sectors
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During the June quarter, the Catalyst Fund’s performance relative to the ASX 200 was positively impacted by:

e Improved execution and market recognition: Qantas’ shares performed well after outlining plans to improve its Loyalty
offer to enable easier access for Frequent Flyer members to use their points through the launch of Classic Plus. This
revision had a smaller impact on earnings than the market expected and the company clearly articulated the strong
medium-term benefits of investing in the program. We believe Qantas remains very well placed given it has Australia’s best
loyalty business (expected to double earnings over the next 5-7 years), a raft of brand new, more fuel-efficient aircraft to be
delivered over the next few years along with Project Sunrise, which will enable direct flights from Melbourne/Sydney to
London and New York from 2026. It also has sufficient balance sheet capacity to continue buying back shares and to
recommence fully franked dividends in FY25. The new CEO, Vanessa Hudson, is rapidly and methodically addressing
customer ‘pain points’ which should improve sentiment from both customers and potential investors. Qantas trades on a
FY25 P/E of only 6.3x, despite a dominant industry position and a high growth, capital-light loyalty division that remains
incredibly underappreciated by the market.

During the June quarter, the Catalyst Fund’s performance relative to the ASX 200 was negatively impacted by:

e Weaker commodity prices: Certain commodity prices weakened over the period, including lithium spodumene (-15%)
which was adversely impacted by significant, fast evolving new supply out of China and Africa. During the June quarter, this
negatively impacted the share price of our holding in Mineral Resources (-24%). We continue to remain constructive on
Mineral Resources moving forward, noting its valuation remains attractive, being underpinned by the value of the long life
and infrastructure-like Mining Services division’s earnings, and we see numerous catalysts over the next 12 months to drive
outperformance of the sector. These include the successful ramp-up of the company’s Onslow Iron ore project, which will
significantly increase its scale and cost competitiveness, and de-leveraging following the closing of its A$1.1b (net
proceeds) sale of 49% of the Onslow Haul Road.

e Increase in long-term bond yields: Long-term interest rates moved higher during the June quarter following the release of
persistently high inflation data and the deferral of rate cut expectations. One of the Catalyst Fund’s yield-based portfolio
companies was negatively impacted by this increase in long-term bond yields and the broad sentiment that interest rates may stay
higher for longer.
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Stock spotlight: QBE Insurance

QBE Insurance Group (ASX:QBE) has been one of the leading
contributors to the Catalyst Fund over the past few years. We
believe it offers a good case study on how our contrarian
based investment philosophy, medium term investment
horizon and focus on Value, Quality and Catalysts can deliver
strong performance.

In our March 2023 Quarterly Report, we outlined why we
viewed QBE as an undervalued business. While we had been
cautious on the company for many years given the industry
headwinds it was facing, our view was that the market
underappreciated the improvement in the operating backdrop
and the strong catalysts for the company to deliver improving
margins, dividends and return on equity (ROE) going forward.

Since that time, several of the catalysts we identified have
been realised. We therefore elected to exit the position,
achieving a ~45% stock return over our holding period vs.
12% for the ASX.

We have outlined some of the key areas on which we focused
our investment analysis and how this may have differed to
market expectations at the time of our investment.

1. Stronger underwriting profits

During 2021 and 2022, our analysis of QBE’s work to improve
its operational performance, together with our work on
premium rate trends, led us to conclude that underwriting
profits should continue to improve ahead of market
expectations.

We reviewed previous insurance cycles (early 2000s and
2010s), analysed competitor company results, spoke to
industry experts and studied insurance broker performance.

The evidence suggested the premium rate cycle at the time
would be significant and prolonged, especially owing to the
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Figure 2: QBE Insurance share price
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Figure 3: QBE Insurance key ratios

Market cap (30 June 2024) $26.1b
FY25E NPAT (US$) US$1.8b
FY25E NPAT (A$) A$2.7b
FY25 P/E (X) 9.6x
FY25E dividend yield (%) 3.5%

Source: L1 Capital and company reports.

unique combination of multiple drivers of premium rate rises (higher natural catastrophe claims costs, underwriting losses from
prior low premium rates, higher reinsurance costs, COVID-19 insurance claims losses, high inflation and lower availability of
insurer capital) compared to historical cycles which were typically preceded by only a few main factors.

The company managed to achieve a premium increase of 9.7% in 2023, vs. the ~8.0% expected by the market. This supported
strong revenue growth as well as higher future margin potential as higher rates on new business flow into future earnings. For
FY23, these premium increases, combined with organic volume growth and management actions to reduce risk exposure
(discussed further below), drove a 30% increase in underwriting profits.

Figure 4: QBE premium rate movements (year-on-year, %)
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2. Higher investment income optionality

With interest rates remaining low for an extended period, we believed the market had discounted QBE’s potential to earn
significant investment income from its ~US$26b fixed income asset portfolio. Given the risks of inflation remaining more
persistent, we liked the strong operating leverage of the company to a higher interest rate environment. QBE’s FY23 investment
earnings ended up rising ~70%, as its fixed income yield increased from 2.6% in FY22 to 4.4% in FY23.

3. Improved earnings stability

QBE delivered FY23 earnings growth of 100% and demonstrated solid earnings stability by meeting management guidance.
FY24 guidance, which was recently reiterated, also points to further earnings growth and margin expansion. This is a notable
achievement compared to history where QBE missed guidance on numerous occasions. In our view, the improvement in
consistency was assisted by the following key factors:

e Renewed senior leadership: Andrew Horton’s appointment as QBE CEO was announced in May 2021, after 30 years’
experience across insurance and banking, most recently as CEO of UK insurer Beazley (since 2008). Under Andrew’s
leadership, Beazley’s business grew profitably by ~10% p.a.. During our investment due diligence we reviewed the track
record of Mr Horton, spoke to executives who had worked with him, as well as to equity analysts in the U.K. market, and
found he had a consistent record of setting conservative targets and outperforming. This increased our confidence that
under his leadership QBE would head in the right direction in terms of “under promising” and “over delivering”.

e Stronger reserves: QBE considerably strengthened its reserving from 2019 to 2022. Our work studying the company’s
reserve requirements over time supported the view that a very conservative set of assumptions had been applied to the
company'’s forecasts. Given this set up, we expected the company to have significant flexibility to deliver consistent
earnings growth going forward by releasing reserves in the event of any softening in the operating environment, effectively
increasing its margin of safety to meet or beat guidance. On top of this, QBE reinsured large parts of its portfolio, therefore
removing the reserving risk from many volatile segments of its portfolio. In FY23, QBE decreased its estimate of longer
dated claims (the key driver of previous volatility) reserves for the first time in many years, implying reserve strength is now
above requirements. So far in FY24, QBE does not expect any adverse movements in reserving relating to longer dated
claims.

e Reduced exposure to more volatile parts of the business: QBE undertook initiatives to lower its exposure to large
annual movements in claims from weather events. Specifically, management reduced the size of its property insurance
segment, the key source of weather claims. QBE also increased the conservatism of its annual weather claims budget (i.e.
the expected annual weather claims guidance). The risk of negative surprises from actual weather claims being above
expectations was thus greatly reduced. This was evidenced earlier this financial year where year-to-date catastrophe costs
tracked within budget, despite large losses from severe storms in the U.S. and floods in Dubai.

e U.S.turnaround: We have been encouraging QBE to exit its underperforming U.S. middle market segment for many years.
The company has recently taken the decision to exit this business. It has been structurally challenged for an extended
period, and we view management’s actions here as key to improving returns in North America.

In summary, while we believe that QBE remains a quality business that is well positioned and well managed, with many of our
earlier views now reflected in the market outlook, we recently exited the position to fund alternative investment opportunities.
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Portfolio exposures by primary catalyst as at 30 June 2024
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Sector exposure (%)

Chemicals 7%

Communication
Services 9%

Metals &
Mining
10%

Energy
12%
Materials
18%

Research house ratings

Zenith Rating?

Zenith notes: “Zenith’s conviction in the
Fund is underpinned by the high calibre
of the investment team and the
attractiveness of the underlying
investment philosophy and process.
Despite the Fund’s relatively recent
inception, we draw confidence from the
impressive performance track record of
L1’s other strategies.”

Industrials

44%

“iZenith

Market cap exposure (%)

>$1

$1-10
billion 78%

Lonsec Rating®

Lonsec notes: “The Fund seeks to
deliver private equity-style returns with
listed market liquidity by taking a
hands-on ‘owners mind-set’ approach to
each investment. The owners mind-set
is anchored in constructive engagement
with companies, driving the realisation of
positive change by bringing strategic
options, new ideas and thinking to
company Boards and management.”

0 billion
22%

|

Recommended

Lonsec Research

2. The Zenith Investment Partners (ABN 27 103 132 672, AFS Licence 226872) (Zenith) rating assigned to L1 Capital Catalyst Fund (June 2024) referred to in this document is
limited to General Advice (s766B Corporations Act 2001) for Wholesale clients only. This advice has been prepared without taking into account the objectives, financial situation
or needs of any individual, including target markets of financial products, where applicable, and is subject to change at any time without prior notice. It is not a specific
recommendation to purchase, sell or hold the relevant product(s). Investors should seek independent financial advice before making an investment decision and should consider
the appropriateness of this advice in light of their own objectives, financial situation and needs. Investors should obtain a copy of and consider the PDS or offer document before
making any decision and refer to the full Zenith Product Assessment available on the Zenith website. Past performance is not an indication of future performance. Zenith usually
charges the product issuer, fund manager or related party to conduct Product Assessments. Full details regarding Zenith methodology, ratings definitions and regulatory
compliance are available on our Product Assessments and at http://www.zenithpartners.com.au/RegulatoryGuidelines

3. The rating issued for L1 Capital Catalyst Fund (October 2023) is published by Lonsec Research Pty Ltd ABN 11 151 658 561 AFSL 421 445 (Lonsec). Ratings are general
advice only and have been prepared without taking account of your objectives, financial situation or needs. Consider your personal circumstances, read the product disclosure
statement and seek independent financial advice before investing. The rating is not a recommendation to purchase, sell or hold any product. Past performance information is not
indicative of future performance. Ratings are subject to change without notice and Lonsec assumes no obligation to update. Lonsec uses objective criteria and receives a fee
from the Fund Manager. Visit lonsec.com.au for ratings information and to access the full report. Copyright 2023 Lonsec. All rights reserved.
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Fund/Class Name

Currency
Investment approach

Investment objective
Benchmark
Minimum investment
Management fee
Performance fees
Vehicle

Fund identifiers

Launch date

Platform availability

L1 Capital Catalyst Fund — Retail Class
AUD

The Investment Manager seeks to deliver private equity-style returns with listed market liquidity by taking a hands-on
‘owner’s mindset’ to each investment in a tightly focused portfolio of up to 10 companies.

To deliver strong positive risk adjusted returns over the long term.

S&P/ASX 200 Accumulation Index

$25,000

1.28% p.a. inclusive of GST and net of RITC

20.5% (inclusive of GST and net of RITC) over benchmark, subject to any underperformance being recouped
Australian Unit Trust

ISIN: AUGOETL12936, APIR: ETL1293AU

1 July 2021

Australian Money Market, BT Panorama, CFS FirstChoice, CFS FirstWrap, HSBC, Hub24, Macquarie Wrap, Mason
Stevens, Netwealth, North*, Powerwrap, Praemium, Xpand

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 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 short Australian 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. 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, private wealth
firms, financial planning groups, family offices, high net worth investors and retail investors.
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Head of Distribution Chris Clayton

cclayton@L1.com.au

+61 3 9286 7021

Researchers Aman Kashyap akashyap@Ll.com.au +61 477 341 403
Lisa Salamon Isalamon@L1.com.au  +61 406 585 322
Contact us Advisors @
) Bryce Leyden bleyden@L1.com.au +61 407 876 532
Level 45, 101 Coliins Street Brokers Alejandro Espina aespina@L1.com.au +61 423 111 531

Melbourne VIC 3000
Email info@L1.com.au

+61 408 371 473
+61 413 615 224
+61 403 194 728

Private wealth Hugo Brettingham-Moore hb-m@L1.com.au

Private clients Alexander Ordon aordon@L1.com.au

Invest now

Investor services  Jeffrey Lau jlau@L1.com.au

www.L1l.com.au

* Managed account holders only.

Key service providers for the Fund are: Responsible Entity — Equity Trustees Limited, Fund Administrator and Fund Custodian — Apex Funds Services, Fund Auditor — EY,
Legal Advisor — Hall & Wilcox. There have been no changes to key service providers since the last report.

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
Catalyst Fund ARSN 650 484 263. 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 Strategic Equity Management Pty Limited (ACN 648 751 928), (an authorised representative (no. 1286013) of L1 Capital Pty
Ltd (ACN 125 378 145, AFSL 314 302)) and its officers and employees (collectively “L1 Strategic”), 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 Strategic, 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. All performance numbers are quoted after fees. 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 Strategic. You may use this information in this publication for your own personal use, but you must not (without L1
Strategic’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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