Matthew Fist, Portfolio Manager
Three fundamental rules of investing

Important information
This presentation was prepared by Firetrail Investments Pty Limited (ABN 98 622 377 913, AFSL 516821) (Firetrail) as the investment manager of the Firetrail Australian High Conviction Fund (ARSN 624 136 045)
and the Firetrail Absolute Return Fund (ARSN 624 135 879) (the Funds) for financial advisers only. It is general information only and has been prepared without taking account of any person’s objectives, financial
situation or needs. It is not intended as a securities recommendation or statement of opinion intended to influence a person or persons in making a decision in relation to investment. Any persons relying on this
information should obtain professional advice before doing so.
Pinnacle Fund Services Limited (ABN 29 082 494 362, AFSL 238371) (PFSL) is the issuer of the Fund. PFSL is not licensed to provide financial product advice. The relevant Product Disclosure Statement (‘PDS’) is
available at www.firetrailinvest.com. Any potential investor should consider the relevant PDS before deciding whether to acquire or continue to hold units in a fund. The issuer is not licensed to provide financial
product advice. Please consult your financial adviser before making a decision.
Firetrail and PFSL believe the information contained in this communication is reliable, however its accuracy, reliability or completeness is not guaranteed. Subject to any liability which cannot be excluded under the
relevant laws, Firetrail and PFSL disclaim all liability to any person relying on the information contained in this communication in respect of any loss or damage (including consequential loss or damage), however
caused, which may be suffered or arise directly or indirectly in respect of such information. Any opinions or forecasts reflect the judgment and assumptions of Firetrail and its representatives on the basis of
information at the date of publication and may later change without notice. The information is not intended as a securities recommendation or statement of opinion intended to influence a person or persons in making
a decision in relation to investment. This communication is for general information only. It has been prepared without taking account of any person’s objectives, financial situation or needs. Any persons relying on this
information should obtain professional advice before doing so.
Unauthorised use, copying, distribution, replication, posting, transmitting, publication, display, or reproduction in whole or in part of the information contained in this communication is prohibited without obtaining prior
written permission from Firetrail.
Past performance is not a reliable indicator of future performance.
Firetrail High Conviction Strategy Composite Performance
Firetrail Australian High Conviction Fund (‘Fund’). Net Fund returns are calculated based on exit price with distributions reinvested, after ongoing fees and expenses but excluding taxation. Fund inception is 14 March
2018.
To give a longer-term view of our performance for this asset class, we have also shown returns for the Firetrail High Conviction Strategy Composite (‘Strategy’) which has been operating since 29 November 2005.
Strategy performance has been calculated using the monthly returns (after fees) of the Fund from 14 March 2018 to current date, as well as the monthly returns of the Macquarie High Conviction Fund (after fees)
between 29 November 2005 to 23 November 2017. The Fund employs the same strategy as was used by the same investment team that managed the Macquarie High Conviction Fund as at 23 November 2017.
Firetrail has records that document and support the performance achieved as the Macquarie High Conviction Fund. The composite returns for the Strategy and the S&P/ASX 200 Accumulation Index (Benchmark)
exclude returns between 24 November 2017 and 13 March 2018. During this period the investment team did not manage the Strategy. As such, the annualised performance periods stated are inclusive of the
combined composite monthly returns, and do not include the period when the team were not managing the Strategy. For example, the annualised return over 3 years for the Strategy and benchmark are inclusive of
36 monthly performance periods available in the composite return period, excluding the period between 23 November 2017 and 13 March 2018. For additional information regarding the performance please contact
us through the link on our website. Net Fund returns are in AUD terms. Net Fund returns are calculated based on exit price with distributions reinvested, after ongoing fees and expenses but
excluding taxation.
Past performance is for illustrative purposes only and is not a reliable indicator of future performance.
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1. Every company has a price

Which is the better investment?

VS.

Knowing the ‘Price’ is key
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What’s a company worth?

Valuation

Growth company

Market Average Valuation

Value company

Time

Every company has a price!
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What’s a company worth?

Valuation

Growth company

Market Average Valuation

Value company

Time

The market regularly de-rates companies
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Qantas Case Study
Qantas Airways (QAN.ASX) - P/E Ratio (trailing 12-months)
16x

Price to earnings (P/E) ratio

14x
12x
10x

Long-term avg P/E ~9x

8x
6x
4x

March 2020 P/E ~4x

2x

Sources: LHS Chart, Company Data
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Qantas valuation de-rated materially in March 2020

2. Focus on ‘What Matters’

Focus on ‘What Matters’
What’s interesting
Oil prices

Buffett says
don’t invest
in airlines

Direct
flights to
London

● Focus on 2 or 3 issues to cut through the noise
● Firetrail analysts dive deep into ‘What Matters’
Grounding
Fleet

International
travel

o

Could be large profit drivers, volatile earnings drivers or
future earnings impacts

o

‘What Matters’ may change over time

● Gain an edge via research, business judgement and a
three-year horizon

‘What Matters’
1. Balance Sheet & Cashflow

● Our research may lead us to uncomfortable
opportunities

2. Qantas Domestic business

Focusing on ‘What Matters’ cuts through the noise
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Qantas WM #1 – Balance Sheet & Cashflow

1. How much cash Qantas had on its balance
sheet?
2. How much cash it was burning through in a
lockdown scenario?
3. What Alan Joyce and the team were doing to
raise additional capital and reduce costs?
Source: Shutterstock

Qantas could survive until late 2021 under lockdown conditions
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Qantas WM #2 – Domestic business
Qantas EBIT Split (FY19)

Understanding the domestic business
15%

1. Private equity acquisition of key competitor
Virgin
2. A transformational cost-out program
3. Qantas Frequent Flyer Business (QFF)
85%

Domestic

International

Focusing on ‘What Matters’ created an uncomfortable opportunity
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3. Taking a longer view

Putting it all together
Qantas Airways Limited - Share Price
$6.0

1. Qantas had enough liquidity to survive an extended

$5.5

period of lockdowns
$5.0

2. A rational domestic market + cost-out program +

$4.5

strong QFF business = potential for Qantas Domestic

$4.0

to generate record profitability in 2-3 years time
$3.5

2. Firetrail significantly increased position
$3.0

$2.5

3. There was too much negative news about
international travel factored into the share price

1. Firetrail significantly increased position

$2.0

Sources: LHS Chart, Company Data
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An uncomfortable opportunity with material upside
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