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10.97

19.71

7.50

16.01

2021

-14.70

-1.46

-13.77

-0.55

Additional Performance Data (%)
Past performance does not predict future returns. The following performance is additional to,
and should be read only in conjunction with, the performance data presented above.
3Q22

YTD

1 Year

3 Year

5 Year

Since
Inception
2/12/2014

APAC UCITS (Class I USD)

-11.98

-22.12

-26.39

-6.62

-5.87

0.27

MSCI AC Asia Pacific Index

-11.18

-26.39

-27.75

-1.68

-0.62

2.32

Relative Returns

-0.80

+4.27

+1.36

-4.94

-5.25

-2.05

Selected Indices*

3Q22

YTD

1 Year

3 Year

5 Year

-20.20

-24.11

-27.67

-10.34

-6.10

TOPIX Index (JPY)

-0.93

-5.67

-7.29

7.45

4.27

TOPIX Index (USD)

-7.12

-24.93

-28.61

-2.49

-0.84

-11.57

-27.16

-28.11

-2.07

-1.81

Hang Seng Index (HKD)

MSCI Emerging Market (USD)

*Source: Bloomberg; Periods longer than one year are annualized
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Commentary
The Fund declined by 11.98% in the third quarter, slightly underperforming the MSCI AC Asia
Pacific Index, but outperformed the index in the year-to-date period by over 4%.
The Fund's overweight position in Hong Kong/China, which drove relative and absolute
outperformance year-to-date (YTD), was the driver of underperformance in the third quarter.
The Hang Seng Index (HSI) returned -20% in the quarter, an even worse result than the 16%
drawdown experienced in the March 2020 quarter, when Covid broke out in China. The HSI's
14% plunge in September, accompanied by a 31% increase in the HSI Volatility Index, was the
worst monthly performance in 11 years due to higher US risk-free rates and heightened risk
aversion globally. Investors were surprised by the hawkish stance of the ECB, which surprised
some with its 75bp hike in September and a commitment to keep hiking rates aggressively to
curb inflation. In the US, Chairman Powell's comments following the FOMC meeting about
"taking forceful and rapid steps to moderate demand so that it comes into better alignment with
supply" pushed treasury bond yields to decade highs.
Bloomberg US Aggregate Index Monthly Returns

Source: Bloomberg

In September, the Bloomberg US Aggregate Index of US investment grade credit (LBUSTRUU
Index) lost 4.3%, the worst monthly performance since October 1979 and February 1980. In
October 1979, the Fed Funds effective overnight rate climbed to 17.6%, up 5.5% from the
beginning of the month. In September, WTI Crude prices declined by 11%, the MSCI World and
the S&P 500 fell by about 9%, and the cost of buying default insurance (Markit CDX North
America investment grade 5-year CDS index) increased by 17%.
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Bloomberg JPMorgan Asia Dollar Index

Source: Bloomberg

As inflation continued to surprise on the upside, global markets weakened as the expectation of
more interest rate hikes increased amidst talk of "demand destruction," higher unemployment,
and slower growth. With the US rate hikes, the widening yield differentials between the US and
foreign yield curves put further pressure on foreign exchange rates. The real yield spread
between the US dollar and the Japanese yen has increased significantly this year, leading to
tremendous pressure on the yen. Led by a 25% depreciation of the Japanese yen relative to the
US dollar YTD, the Bloomberg JP Morgan Asia dollar index has weakened to levels last seen
during the Asian Financial Crisis (AFC) in 1997-98 and in 2001-02.
We believe the US dollar is extremely expensive and could provide a multi-year tailwind to Asian
currencies if conditions reverse. The US yield curve inverted, even more, a condition highly
correlated with recessions and economic distress. The 30-year bond is now trading at a 43 bp
lower yield than the two-year treasury bond, which last occurred during the dot.com crash in
2000.
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As measured by the Hang Seng Index, China is as cheap as it was during the AFC, trading at 0.7x
book and 7x forward earnings.
Hang Seng Index Historical P/E vs. P/B ratios

Source: Bloomberg

Given our long-term focus and the inherent volatility of our investment strategy, quarterly
measures of the portfolio's value are not meaningful measures of performance, especially in a
period of high volatility, where fear, panic, and other human emotions run high.
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We believe the recent weakness in our portfolio is temporary, and we are not suffering from
permanent capital losses. We define risk as permanent capital loss and generally consider
volatility an opportunity. Consistent with our experience in every market sell off, we view the
recent sell off as an opportunity to add to our favorite holdings at discounted prices as we
ratchet down our portfolio's overall price-to-value ratio (P/V) to await a larger uncoiling of the
discount when market conditions stabilize.
Our investment objective is to buy high-quality businesses run by intelligent capital allocators at
discounted prices. We believe that risk is lowest when the market perceives it to be the highest,
especially when we are talking about Hong Kong-listed equities, which have been quite volatile.
Gains from market troughs to peaks have historically been substantial. We believe we are at a
trough level similar to that reached during the AFC, with a price to book (P/B) less than one. The
last time the HSI P/B went below 1x, the trough-to-peak return was 175%.
HSI Index Price vs. P/B value

Source: Bloomberg

Hong Kong-listed companies are taking advantage of the volatility and are repurchasing shares
in record amounts. In August, according to 2iqresearch, there was 11.2x more insider buying
volume than selling in Hong Kong (HK), reflecting the attractiveness of HK-listed shares by
insiders who are most familiar with their companies' prospects.
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Buyback Activity in Hong Kong at All-Time Highs (rolling 12 months)

Source: Webb-site.com and FactSet

Hong Kong Southbound Turnover vs. Hang Seng TECH Index

Source: Bloomberg

We are optimistic about our prospects, despite the markets being volatile and our region trading
at decade lows. Mainland investors are also taking advantage of the global macro volatility by
ramping up buying of HK-listed shares. We view the increased mainland buying of HK shares,
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the record levels of share repurchase, high insider buying/selling ratios in HK, and low trading
multiples as highly attractive for prospective returns in China.
While monetary policy tightens in the rest of the world, it will continue to ease in China until there
are signs that the economy is recovering. So far, China has appeared relatively immune from
the energy shortages and inflation afflicting most of the world. The Chinese central bank faces
no constraints from a domestic perspective of further loosening measures.
Many of China's issues are self-created, which they are fixing rapidly, switching priorities to boost
economic growth. China is recovering from the severe Covid lockdowns in Q2, and industrial
output rose 4.2% in August in real terms, faster than July's 3.8%. Retail sales grew by 5.4% in
August, the fastest since February. In August, passenger vehicle sales were up over 30% YoY,
benefiting from the significant pent-up demand resulting from the Covid lockdowns in the first
half of the year and government incentives to stimulate growth. In July, the government cut the
auto purchase tax in half to 5% for cars priced below RMB 300k (approximately $42k).
Quarantine restrictions have gradually eased in the HK and Macau Special Administrative
Regions (SAR). Hong Kong scrapped its hotel quarantine requirement for incoming visitors in
late September. In Macau, the government announced that The Chinese Central Government
would support the resumption of electronic visa issuances and the gradual resumption of group
tours to Macau by the end of October or early November for an initial batch of four nearby
provinces and Shanghai. We view these announcements as game changers for the prospects of
the two SARs. We are optimistic that China's zero covid strategy will gradually relax, following
the lead of its two SARS.

Outlook
Stock prices often get disconnected from their underlying fundamentals in the short run, as we
have seen in China lately, due to understandable reasons. However, they have historically
converged to intrinsic value over time. When they turn, the compounding rate to reach intrinsic
value is very attractive. We believe the external environment is favorable, especially for our
Chinese investments, and valuations are the most attractive since the GFC. We own best-inclass businesses that generate growing amounts of free cash flow every year, led by managers
who act like owners.

Portfolio Changes
We exited New World Development during the quarter. While it remains cheap, we reduced our
total exposure to the China real estate sector and levered companies exposed to rising interest
costs. We increased cash to prioritize more compelling opportunities in the current
environment as the pipeline of potential opportunities continued to expand.
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We bought more Man Wah, the Chinese reclining furniture manufacturer, as the price became
even more attractive. Meaningful insider purchases by founder/owner Wong Man Li bolstered
our confidence in the business, given his solid capital allocation track record.

Portfolio Review
3Q22
Contribution
to Portfolio
Return (%)

YTD 2022
Total
Return
(%)

Top Five

Contribution
to Portfolio
Return (%)

Total
Return
(%)

+0.80

+40

Tongcheng Travel

+0.27

+6

Top Five
H World (formerly
Huazhu)

Jollibee Foods

+0.32

+5

Melco International

+0.20

+5

HDFC

+0.08

+4

WH Group

-0.03

-26

-0.06

+4

Seria

-0.06

-2

DFI Retail Group
(formerly Dairy Farm)

MGM China

-0.06

-3

CK Asset Holdings

-0.23

-7

-2.41

-83

Bottom Five
Alibaba

-1.81

-30

Bottom Five
Redbubble

Man Wah

-1.79

-40

Oisix

-2.37

-43

Baidu

-1.75

-23

-36

-0.99

-25

Melco International
Tencent

-1.71

Tencent

-1.66

-41

CK Hutchison

-0.75

-17

Man Wah

-1.63

-41

Jollibee, the largest restaurant chain in the Philippines, was a contributor for the quarter. It
posted strong results, with revenues up 41.9% YoY and operating profit, up 121.7% YoY. These
results were well ahead of consensus, which was revised upwards. The Philippine business
enjoyed a solid recovery, posting 51.5% YoY same-store sales growth, and overseas same-store
sales grew 6.9% YoY thanks to solid growth of all the regions except China, which was down
29.5% growth due to Covid-related restrictions. It is encouraging to see improving disclosures
from the company since Richard Shin joined as CFO this year. JFC disclosed geographic margins
for the first time. As of 2Q22, the Philippine domestic market generated an impressive 9.8%
operating profit margin, while the international market still generated losses (-0.8% OPM) due to
China lockdowns and losses at Smashburger. JFC noted that the international business would
have posted +3.2% OPM, excluding China which suffered from Covid-related lockdowns during
the quarter. Management commented that China has already rebounded to positive operating
income as of July. If we excluded the operating loss of Smashburger and China, the international
business OPM would have been 5-6% OPM, which translates to the normalized OPM of about
8% based on our estimates. For the two acquired brands, Coffee Bean & Tea Leaf (CBTL) has
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been generating positive operating income since 1Q22, but the company still requires more time
to turn around Smashburger, given ongoing investments. The company expects the existing
stores to be profitable by 2H22 and the whole business in 2023. We are seeing the effect of the
business transformation program taken during Covid and continue to believe JFC is a key reopening play.

Our Macau holdings Melco International and MGM China were relative outperformers for the
quarter. Despite the industry GGR being down -70% YoY in Q3, representing only a high singledigit percentage of pre-Covid levels, there is a silver lining amongst the bleak news. On
September 23, Macau Chief Executive announced that the central government decided to ease
the visa policy for Macau soon, such as resumption IVS e-visas and group tours. Today, Macau
visas can only be processed in-person over the counter, which requires pre-appointments and
waiting time for approval periods, compared to e-visa’s instant approval through kiosks. Group
tours which used to account for ~25% of pre-Covid Chinese visitors to Macau should help the
recovery of visitations and mass gaming revenue. Although the timing of a full re-opening
remains unclear, we are starting to see positive moves from China. Based on the normalized
free cash flow, the gaming sector is trading at an extremely attractive valuation. We are confident
that the topline recovery will lead to faster operating profit growth thanks to the cost reduction
taken during tough operating environments. The fundamentals remain solid for both of our
holdings with little liquidity concerns.

HDFC, the largest non-bank mortgage financier in India, was a contributor for the quarter. While
most major economies worldwide are staring at a potential recession, India stands out with a
projected growth of 6.5% in the current fiscal year. With a supportive policy backdrop,
strengthening consumption, and a turnaround in the corporate CapEx cycle, HDFC reported
strong results, with loans growing 16% and individual loan disbursements growing 66% YoY for
the quarter. Asset quality showed significant improvement, with gross non-performing loans in
the individual loan book declining to 0.75% from 1.37% last year. The HDFC – HDFC Bank merger
is progressing according to plan, and many key approvals have been obtained. We expect this
value-accretive transaction to close by the 2nd half of 2023.
Seria, the second largest 100-yen store operator in Japan, was a relative outperformer for the
quarter. Its first quarter results were broadly in-line with expectations. The 100-yen industry
has been negatively affected by supply constraints, cost inflation, weak traffic, and unfavorable
FX. In addition, the industry has seen weak traffic, which was also seen in Seria's September
sales data, with same-store sales declining 4.9% YoY (traffic down 3.9%, average spending down
1.0%). This is partly due to a high base as September last year benefited from stay-home
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consumption driven by a state of emergency. 90% of Seria's suppliers are based in Japan, so the
short-term impact from unfavorable FX should be limited. However, the cost increase has been
higher than the company initially expected. To overcome the challenges, Seria is focusing on
developing low-cost items, opening stores in less penetrated areas, and pursuing operational
efficiency. The difficult operating environment should accelerate the sector consolidation
already happening, with AEON acquiring Can Do and Watts acquiring Ontsu's 100-yen business.
Thanks to its proprietary data analysis system, Seria should be a market share gainer and
emerge stronger in the upcycle despite short-term pressures.
Alibaba, the largest e-commerce and cloud services provider in China, was a detractor for the
quarter. The key value driver for Alibaba is domestic consumption which was negatively
impacted by a slump in the property sector and China's Zero Covid policy. Around 70% of
Chinese people's wealth is in the real estate sector, which is hurting due to policy-induced
financing challenges and developer defaults. The arrival of highly transmissible Omicron subvariants is leading to frequent outbreaks and lockdowns, increasing unemployment and denting
consumption. In addition, SoftBank, a substantial shareholder, sold down nearly 9% of its
Alibaba stake last quarter, which led to a significant increase in supply when investor appetite
for China tech was subdued due to geopolitics, ADR de-listing, and macro concerns. While
revenue growth will be challenged in the near term due to weak consumption, our management
partners are rightly focused on reducing costs and allocating capital to the highest and best use,
which is share buyback. Alibaba currently trades at around 6x our estimate of underlying free
cash flow, and our owner-managers are using all FCF to buy back discounted shares.
Man Wah, the dominant motion recliner sofa manufacturer in China, was a detractor for the
quarter. The reasons for under-performance are largely similar to the ones discussed above for
Alibaba. The real estate sector slowdown and Covid lockdowns are hurting consumer sentiment
and demand for big-ticket discretionary items like sofas. Consumption in the US and EU regions,
which together account for over 35% of consolidated sales, is slumping due to interest rate hikes,
surging inflation and energy costs. On the positive side, Man Wah's balance sheet is strong and
is a consolidator in this fragmented industry. Channel inventory is at normal levels, and input
and logistics costs are coming down, which will bolster margins in coming quarters. Man Wah is
trading at 6.5x earnings and our owner manager Wong Man Li bought $25 million worth of
shares in the last quarter alone.
Baidu, China's leading search and AI company, was a detractor for the quarter. The company
posted better results than the already lowered consensus. Its core online marketing sales fell
10% YoY in the second quarter due to extended lockdowns impacting the advertising business
across April and May. The business has shown improvement since June post the relaxation of
lockdowns. As seen in Tencent's ads business, e-commerce is showing good recovery
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momentum. Baidu's core cloud revenue grew 31% YoY during the quarter, although growth
slowed down from the first quarter's 45% YoY growth. Baidu Cloud significantly outpaced
industry growth despite the challenging environment (AliCloud +10% YoY, Tencent +3% YoY) as
the company leveraged its AI technology to improve efficiency and increase penetration in
transportation, manufacturing, and other verticals. The growth will likely accelerate in the
coming quarters as there were delays in project deployments and signups due to lockdowns in
the second quarter. Baidu reduced SG&A by 12% YoY thanks to stricter cost controls over
channel spending and promotional marketing. The company also lowered its headcount by
about 2,000. Baidu has returned ~$2.9bn to the shareholders up to the second quarter under
the 2020 share repurchase program. It still has ~1.6bn remaining in the program and is
expected to continue repurchasing shares. Its balance sheet remains strong, with about $15
billion of net cash.
Tencent, the leading internet and technology company in China, was a detractor for the quarter.
Despite the tough operating environment, cost-efficiency initiatives led to a strong profit beat in
the second quarter. Disciplined sales and marketing spending, cutting headcount, loss-making
projects and content procurement costs and other initiatives should help profitability in the
second half of the year. Despite the overall gaming industry facing headwinds from traffic
normalization, we see positive developments on the regulatory front. Tencent's subsidiary
recently received government approvals for some new games. Management is confident in
receiving approvals within the year and expects game launches next year to support gaming
growth. The ads business revenue declined 18% YoY because of continued regulatory and
macro headwinds. But the decline was better than the market feared, thanks to a recovery in ecommerce. The highlight of the ads business is the start of the monetization for Video Accounts
(VA). VA is Tencent's short video product embedded in Weixin, which has already achieved a
total time spent of over 80% of Moments, and total video views increased over 200% YoY in
2Q22. We are encouraged to see the company's historic high share buyback amidst the weak
share price performance. Tencent's management commented that its private investment
portfolio book value is $50bn (which has appreciated substantially) and is looking for
opportunities to return capital from that private investment portfolio in the form of dividends,
distributions, and buybacks. (See chart on next page)
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Tencent share buyback trend
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CK Hutchison (CKH), a conglomerate of telecommunications, health & beauty, infrastructure, and
global ports, was a detractor for the quarter. In the first half of the year, its underlying EBITDA
for telco business declined 11% YoY in local currency due to ongoing competition and challenges
in Italy. CKH's significant investments in IT and 5G rollouts have affected profitability. Its retail
business is still impacted by Covid-related lockdowns in China, with retail EBITDA down 3% YoY
in local currency, although Asia and Europe are showing recoveries. CKH's ports business was
the bright spot thanks to the higher storage income from port congestion and resilient
throughput. CKH's EBITDA for the ports business was up 21% YoY, driven by solid performances
in Europe and Mexico. Despite macro uncertainty, CKH's diversified portfolio led to resilient
results. However, with the historic decline in the pound, the market's concerns around
companies with UK exposure increased significantly, leading to the pullback in the shares. We
believe the stock is oversold as around 20% of earnings come from CKH’s UK businesses, and
CKH is trading at a historical low valuation of 0.3x P/B. With the ongoing efforts in deleverage
and buy back shares, we believe CKH’s NAV discount will narrow over time.

See the following pages for important disclosures.
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The Fund is actively managed. It uses the MSCI AC Asia Pacific Index (USD) (Ticker: MXAP) as a
'comparator benchmark' to compare the performance of the Fund against, but which is not used
to constrain portfolio composition or as a target for the performance of the Fund.
Risk/Reward Profile: As this Fund has such a broad selection of investment choices, there are
many factors that could affect performance. These could include changes in the performance
of different industrial sectors and individual securities. The performance of the Class I GBP
Shares may also be affected by the exchange rate with US Dollars, the currency in which the
Fund is denominated, as the Investment Manager will not purchase financial instruments to
mitigate any such potential changes. Because the Fund generally invests in 20 to 25 companies,
each holding could have a greater impact on the Fund's performance than if a greater number
of securities were held. Because the Fund invests in companies located in the Asia Pacific Region,
negative events related to the Asia Pacific Region could have a greater adverse impact on
performance than in a more geographically diversified Fund. Investment in China and other
emerging markets may expose the Fund to more social, political, regulatory, and currency risks
than securities in developed markets. A party with whom the Fund contracts with regard to the
Fund's assets may fail to meet its obligations or become bankrupt which may expose the Fund
to a financial loss. Derivatives may fluctuate in value rapidly and certain derivatives may
introduce leverage which may result in losses that are greater than the original amount invested.
Losses to the Fund may occur as a result of human error, system and/ or process failures,
inadequate procedures or controls. The value of the shares may go down as well as up and
investors may not get back the amount invested. For a more detailed explanation of these and
other risks please refer to the Prospectus under the "Risk Factors and Special Considerations"
section.
This is a marketing communication. Please refer to the link below for the Prospectus and other
offering documentation before making any final investment decision. A Prospectus is available
for the Fund and key investor information documents ("KIIDs") are available for each share class
of the Fund. The Fund's Prospectus can be obtained from www.southeasternasset.comand is
available in English. The KIIDs can be obtained from this website and are available in one of the
official languages of each of the EU Member States into which each share class has been notified
for marketing under the Directive 2009/65/EC (THE "UCITS Directive"). Full information on
associated risks can be found in the Prospectus and KIIDs. In addition, a summary of investor
rights is available on this website. The summary is available in English. The Fund is currently
notified for marketing into a number of EU Member States under the UCITS Directive. KBA
Consulting Management Limited ("KBA"), the management company, can terminate such
notifications for any share class of the Fund at any time using the process contained in Article
93a of the UCITS Directive.
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Any subscription may only be made on the terms of the Prospectus and subject to completion
of a subscription agreement.
P/V ("price-to-value") is a calculation that compares the prices of the stocks in a portfolio to
Southeastern's appraisal of their intrinsic values. The ratio represents a single data point
about a Fund and should not be construed as something more. P/V does not guarantee future
results, and we caution investors not to give this calculation undue weight.
"Margin of Safety" is a reference to the difference between a stock's market price and
Southeastern's calculated appraisal value. It is not a guarantee of investment performance or
returns.
Important information for Australian investors:
Southeastern Asset Management, Inc. ("Southeastern") and Southeastern Asset
Management, Inc. Australia Branch, ARBN 155383850, a US company ("Southeastern
Australia Branch"), have authorised the issue of this material for use solely by wholesale
clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of any of its related
bodies corporate. By accepting this material, a wholesale client agrees not to reproduce or
distribute any part of the material, nor make it available to any retail client, without
Southeastern's prior written consent.
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Southeastern and Southeastern Australia Branch are exempt from the requirement to hold
an Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) in
respect of financial services, in reliance on ASIC Class Order 03/1100, a copy of which may
be obtained at the web site of the Australian Securities and Investments Commission,
http://www.asic.gov.au.
The class order exempts bodies regulated by the US Securities and Exchange Commission
(SEC) from the requirement to hold an AFSL where they provide financial services to
wholesale clients in Australia on certain conditions. Financial services provided by
Southeastern are regulated by the SEC, which are different from the laws applying in
Australia.
Important information for Belgian investors:
This document and the information contained herein are private and confidential and are for
the use on a confidential basis only by the persons to whom such material is addressed. This
document does not constitute and may not be construed as the provision of investment
advice, an offer to sell, or an invitation to purchase, securities in any jurisdiction where such
offer or invitation is unauthorized. The Longleaf Partners Global UCITS Fund and Longleaf
Partners Asia Pacific UCITS Fund have not been and will not be registered with the Belgian
Financial Services and Markets Authority (Autoriteit voor financiële diensten en markten/
Autorité des services et marchés financiers) as a foreign collective investment undertaking
under Article 127 of the Belgian Law of July 20 2004 on certain forms of collective
management of investment portfolios. The offer in Belgium has not been and will not be
notified to the Financial Services and Markets Authority, nor has this document been nor will
it be approved by the Belgian Financial Services and Markets Authority. The shares issued
by the Funds shall, whether directly or indirectly, only be offered, sold, transferred or
delivered in Belgium to individuals or legal entities who are Institutional or Professional
Investors" in the sense of Article 5§3 of the Belgian Law of July 20 2004 on certain forms of
collective management of investment portfolios (as amended from time to time), acting for
their own account and the offer requires a minimum consideration of €250,000 per investor
and per offer. Prospective investors are urged to consult their own legal, financial and tax
advisers as to the consequences that may arise from an investment in the Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE
REGISTERED WITH ANY SECURITIES EXCHANGE COMMISSION OR OTHER SIMILAR
AUTHORITY IN BRAZIL, INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE
COMMISSION (COMISSÃO DE VALORES MOBILIÁRIOS - "CVM"). SUCH PRODUCTS
WILL NOT BE DIRECTLY OR INDIRECTLY OFFERED OR SOLD WITHIN BRAZIL
THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY BRAZILIAN LAW AND BY
THE RULES ISSUED BY CVM, INCLUDING LAW NO. 6,385 (DECEMBER 7TH, 1976) AND
CVM RULE NO. 400 (DECEMBER 29TH, 2003), AS AMENDED FROM TIME TO TIME, OR
ANY OTHER LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE.
ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN
LAWS AND REGULATIONS AND BY THE RULES ISSUED BY THE CVM, INCLUDING
LAW NO. 6,385 (DECEMBER 7TH, 1976) AND CVM RULE NO. 400 (DECEMBER 29TH,
2003), AS AMENDED FROM TIME TO TIME, OR ANY OTHER LAW OR RULES THAT MAY
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REPLACE THEM IN THE FUTURE, MUST NOT BE PERFORMED WITHOUT SUCH PRIOR
REGISTRATION. PERSONS WISHING TO ACQUIRE THE PRODUCTS OFFERED
HEREUNDER IN BRAZIL SHOULD CONSULT WITH THEIR OWN COUNSEL AS TO THE
APPLICABILITY OF THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION
THEREFROM. [WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND SOLICITATION
IS LIMITED TO QUALIFIED INVESTORS AS DEFINED BY CVM RULE NO. 409 (AUGUST
18TH, 2004), AS AMENDED FROM TIME TO TIME OR AS DEFINED BY ANY OTHER
RULE THAT MY REPLACE IT IN THE FUTURE. THIS DOCUMENT IS CONFIDENTIAL
AND INTENDED SOLELY FOR THE USE OF THE ADDRESSEE AND CANNOT BE
DELIVERED OR DISCLOSED IN ANY MANNER WHATSOEVER TO ANY PERSON OR
ENTITY OTHER THAN THE ADDRESSEE.
Important information for Danish investors:
Each Fund's prospectus has not been and will not be filed with or approved by the Danish
Financial Supervisory Authority or any other regulatory authority in Denmark and the shares
have not been and are not intended to be listed on a Danish stock exchange or a Danish
authorized market place. Furthermore, the shares have not been and will not be offered to
the public in Denmark. Consequently, these materials may not be made available nor may
the shares otherwise be marketed or offered for sale directly or indirectly in Denmark.
Important information for Guernsey investors:
Neither the Guernsey Financial Services Commission nor the States of Guernsey Policy
Council take any responsibility for the financial soundness of the Longleaf Partners UCITS
Funds or for the correctness of any of the statements made or opinions expressed with regard
to it. If you are in any doubt about the contents of this document you should consult your
accountant, legal or professional adviser or financial adviser.
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Southeastern Asset Management has taken all reasonable care to ensure that the facts stated
in this document are true and accurate in all material respects, and that there are no other
facts the omission of which would make misleading any statement in the document, whether
of facts or of opinion. It should be remembered that the price of Fund shares and the income
from them can go down as well as up.
Important information for Hong Kong investors:
No person may offer or sell in Hong Kong, by means of any document, any Shares other than
(a) to "professional investors" as defined in the Securities and Futures Ordinance (Cap. 571)
of Hong Kong and any rules made under that Ordinance; or (b) in other circumstances which
do not result in the document being a "prospectus" as defined in the Companies Ordinance
(Cap. 32) of Hong Kong or which do not constitute an offer to the public within the meaning
of that Ordinance. No person may issue, or have in its possession for the purposes of issue,
whether in Hong Kong or elsewhere, any advertisement, invitation or document relating to
the Shares, which is directed at, or the contents of which are likely to be accessed or read by,
the public in Hong Kong (except if permitted to do so under the securities laws of Hong Kong)
other than with respect to Shares which are or are intended to be disposed of only to persons
outside Hong Kong or only to "professional investors" as defined in the Securities and Futures
Ordinance (Cap. 571) of Hong Kong and any rules made under that Ordinance.
WARNING
The contents of this document have not been reviewed by any regulatory authority in Hong
Kong. You are advised to exercise caution in relation to the offer. If you are in any doubt
about the contents of this document, you should obtain independent professional advice.
Important information for Indian investors:
Southeastern Asset Management Inc.'s products and services are not being offered to the
public and are only for private placement purposes. This marketing material is addressed
solely to you and is for your exclusive use. Any offer or invitation by Southeastern is capable
of acceptance only by you and is not transferrable. This marketing material has not been
registered as a prospectus with the Indian authorities. Accordingly, this may not be
distributed or given to any person other than you and should not be reproduced, in whole or
in part. This offer is made in reliance to the private placement exemption under Indian laws.
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Important information for Italian investors:
No offering of shares of the Longleaf Partners Unit Trust comprised of the Longleaf Partners
Global UCITS Fund and Longleaf Partners Asia Pacific UCITS Fund (the "Funds") has been
cleared by the relevant Italian supervisory authorities. Thus, no offering of the Funds can be
carried out in the Republic of Italy and this marketing document shall not be circulated
therein – not even solely to professional investors or under a private placement – unless the
requirements of Italian law concerning the offering of securities have been complied with,
including (i) the requirements set forth by Article 42 and Article 94 and seq. of Legislative
Decree No 58 of February 24 1998 and CONSOB Regulation No 11971 of May 14 1999, and (ii)
all other Italian securities tax and exchange controls and any other applicable laws and
regulations, all as amended from time to time. We are sending you the attached material as
a follow up to the specific request received by you. You are fully aware that the Funds have
not been registered for offering in Italy pursuant to the Italian internal rules implementing
the UCITS IV directive. Therefore, you are expressly fully aware that the Italian protections
granted by the applicable legal framework would not apply and you would be exclusively
responsible for the decision to invest in the Funds. Moreover, you represent that you would
only invest directly or on behalf of third parties to the extent that this is fully lawful and you
comply with any conduct of business rules applicable to you in connection with such
investment. You agree to refrain from providing any document relating to the Funds to any
party unless this is fully compliant with applicable law.
Important information for Jersey investors:
Financial services advertisement. This document relates to a private placement and does not
constitute an offer to the public in Jersey to subscribe for the Shares offered hereby. No
regulatory approval has been sought to the offer in Jersey and it must be distinctly understood
that the Jersey Financial Services Commission does not accept any responsibility for the
financial soundness of or any representations made in connection with the Fund. The offer
of Shares is personal to the person to whom this document is being delivered by or on behalf
of the Fund, and a subscription for the Shares will only be accepted from such person. This
document may not be reproduced or used for any other purpose.
Important information for Monaco investors:
The Longleaf Partners UCITS Funds described in this document have not been registered for
sale in Monaco under applicable law. Neither the Longleaf Partners UCITS Funds nor its
agents are licensed or authorized to engage in marketing activities in
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Monaco. Any marketing or sale of Longleaf Partners UCITS Funds will be undertaken or
made in strict compliance with applicable law in Monaco. By receiving this document, each
recipient resident in Monaco acknowledges and agrees that it has contacted the Longleaf
Partners UCITS Funds at its own initiative and not as a result of any promotion or publicity
by the Longleaf Partners UCITS Funds or any of its agents or representatives. Monaco
residents acknowledge that (1) the receipt of this document does not constitute a solicitation
from the Longleaf Partners UCITS Funds for its products and/or services, and (2) they are
not receiving from the Longleaf Partners UCITS Funds any direct or indirect promotion or
marketing of financial products and/or services. This document is strictly private and
confidential and may not be (1) reproduced or used for any purpose other than evaluation of
a potential investment in the Longleaf Partners UCITS Funds by the intended recipient, or
(2) provided to any person or entity other than the intended recipient.
Important information for New Zealand investors:
No shares are offered to the public. Accordingly, the shares may not, directly or indirectly, be
offered, sold or delivered in New Zealand, nor may any offering document or advertisement
in relation to any offer of the shares be distributed in New Zealand, other than: (A) to persons
whose principal business is the investment of money or who, in the course of and for the
purposes of their business, habitually invest money or who in all circumstances can be
properly regarded as having been selected otherwise than as members of the public; or (B) in
other circumstances where there is no contravention of the Securities Act 1978 of New
Zealand.
Important Information for Oman investors:
The Longleaf Partners APAC UCITS Fund has not been registered or approved by the Central
Bank of Oman, the Oman Ministry of Commerce and Industry, the Oman Capital Market
Authority or any other authority in the Sultanate of Oman. Southeastern Asset Management,
Inc. has not been authorized or licensed by the Central Bank of Oman, the Oman Ministry of
Commerce and Industry, the Oman Capital Market Authority or any other authority in the
Sultanate of Oman, for discretionary investment management within the Sultanate of Oman.
The shares in the Longleaf Partners APAC UCITS Fund have not and will not be listed on any
stock exchange in the Sultanate of Oman. No marketing of any financial products or services
has been or will be made from within the Sultanate of Oman and no subscription to any
securities, products or financial services may or will be consummated within the Sultanate of
Oman. Southeastern Asset Management, Inc. is not a licensed broker, dealer, financial
advisor or investment advisor licensed under the laws applicable in the Sultanate of Oman,
and, as such, does not advise individuals resident in the Sultanate of Oman as to the
appropriateness of investing in or purchasing or selling securities or other financial products.
Nothing contained in this document is intended to constitute investment, legal, tax,
accounting or other professional advice in, or in respect of, the Sultanate of Oman. This
document is confidential and for your information only and nothing is intended to endorse
or recommend a particular course of action. You should consult with an appropriate
professional for specific advice rendered on the basis of your situation.
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Important Information for Qatar investors:
This document is not intended to constitute an offer, sale or delivery of the Longleaf Partners
UCITS Funds or other securities under the laws of the State of Qatar. The offer of the Longleaf
Partners UCITS Funds has not been and will not be licensed pursuant to Law No. 8 of 2012
("QFMA Law") establishing the Qatar Financial Markets Authority ("QFMA") and the
regulatory regime thereunder (including in particular the QFMA Regulations issued vide
QFMA Board Resolution No.1 of 2008, QFMA Offering and Listing Rulebook of Securities of
November 2010 ("QFMA Securities Regulations") and the Qatar Exchange Rulebook of
August 2010) or the rules and regulations of the Qatar Financial Centre ("QFC") or any laws
of the State of Qatar. The document does not constitute a public offer of securities in the State
of Qatar under the QFMA Securities Regulations or otherwise under any laws of the State of
Qatar. The Longleaf Partners UCTIS Funds are only being offered to a limited number of
investors, less than a hundred in number, who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Funds. No transaction will be
concluded in the jurisdiction of the State of Qatar (including the QFC).
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a
solicitation for investments from members of the public in terms of CISCA and do not
constitute an offer to the public as contemplated in section 99 of the Companies Act. The
addressee acknowledges that it has received this Document and any of its Supplement(s) in
the context of a reverse solicitation by it and that this Document and any of its Supplement(s)
have not been registered with any South African regulatory body or authority. A potential
investor will be capable of investing in only upon conclusion of the appropriate investment
agreements. This document is provided to you for informational purposes only. For more
information, including a prospectus and simplified prospectus, potential eligible investors
should call Gwin Myerberg at 44 (0)20 25 7479 4212 or gmyerberg@SEasset.com. Ms.
Myerberg is a Representative employed by Southeastern Asset Management, which accepts
responsibility for her actions within the scope of her employment. Potential eligible investors
should read the prospectus and simplified prospectus carefully, considering the investment
objectives, risks, charges, and expenses of the product, before making any investment
decision. Past performance is no guarantee of future performance. The value of investments,
and the income from them, may fall or rise and investors may get back less than they invested.
Southeastern Asset Management is an authorized financial services provider with FSP No.
42725.
Important information for Spanish investors:
The sale of the shares of Longleaf Partners Global UCITS Fund and Longleaf Partners Asia
Pacific UCITS Fund (the "Funds") which this document refers to have not been registered
with the Spanish National Securities Market Commission ("Comision Nacional del Mercado
de Valores") pursuant to Spanish laws and regulations and do not form part of any public
offer of such securities in Spain. Accordingly, no shares in the Funds may be, and/or are
intended to be publicly offered, marketed or promoted, nor any public offer in respect thereof
made, in Spain, nor may these documents or any other offering materials relating to the offer
of shares in the Fund be distributed, in the Kingdom of Spain, by the Distributor or any other

21
For Professional Investors Only

person on their behalf, except in circumstances which do not constitute a public offering and
marketing in Spain within the meaning of Spanish laws or without complying with all legal
and regulatory requirements in relation thereto. This document and any other material
relating to Fund shares are strictly confidential and may not be distributed to any person or
any entity other than its recipients.
Important information for Swedish investors:
The following materials are intended only for qualified investors. This material shall not be
reproduced or publicly distributed. The Longleaf Partners Unit Trust is not authorised under
the Swedish Investment Funds Act. The shares of the Fund are being offered to a limited
number of qualified investors and therefore this document has not been, and will not be,
registered with the Swedish Financial Supervisory Authority under the Swedish Financial
Instruments Trading Act. Accordingly, this document may not be made available, nor may
the shares otherwise be marketed and offered for sale in Sweden, other than in circumstances
which are deemed not to be an offer to the public in Sweden under the Financial Instruments
Trading Act.
Important information for Swiss investors:
The jurisdiction of origin for the Longleaf Partners UCITS Funds is Ireland. The
representative for Switzerland is ARM Swiss Representatives SA., Route de Cite-Ouest 2, 1196
Gland. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1, 8022
Zurich. The Prospectus, the KIID, the Trust Deed, as well as the annual and semi-annual
reports may be obtained free of charge from the representative in Switzerland. The current
document is intended for informational purposes only and shall not be used as an offer to buy
and/or sell shares. The performance shown does not take account of any commissions and
costs charged when subscribing to and redeeming shares. Past performance may not be a
reliable guide to future performance.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated
investors: (a) upon their request and confirmation that they understand that neither
Southeastern Asset Management, Inc. nor the Longleaf Partners Asia Pacific UCITS Fund
have been approved or licensed by or registered with the United Arab Emirates Central Bank
("UAE Central Bank"), the Securities and Commodities Authority ("SCA"), the Dubai
Financial Services Authority ("DFSA") or any other relevant licensing authorities or
governmental agencies in the United Arab Emirates (including the DIFC),nor has the
placement agent, if any, received authorization or licensing from the UAE Central Bank, SCA,
the DFSA or any other relevant licensing authorities or governmental agencies in the United
Arab Emirates (including the DIFC); (b) on the condition that it will not be provided to any
person other than the original recipient, is not for general circulation in the United Arab
Emirates (including the DIFC) and may not be reproduced or used for any other purpose; and
(c) on the condition that no sale of securities or other investment products in relation to or in
connection with either Southeastern Asset Management, Inc. or the Longleaf Partners Asia
Pacific UCITS Fund is intended to be consummated within the United Arab Emirates
(including in the DIFC). Neither the UAE Central Bank, SCA nor the DFSA have approved
this document or any associated documents, and have no responsibility for them. The shares
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in the Longleaf Partners Asia Pacific UCITS Fund are not offered or intended to be sold
directly or indirectly to retail investors or the public in the United Arab Emirates (including
the DIFC). No agreement relating to the sale of the shares is intended to be consummated in
the United Arab Emirates (including the DIFC). The shares to which this document may
relate may be illiquid and/or subject to restrictions on their resale. Prospective investors
should conduct their own due diligence on the shares. If you do not understand the contents
of this document you should consult an authorized financial advisor.
Important information for UK investors:
The KIID and Full Prospectus (including any supplements) for this Fund are available from
Southeastern Asset Management International (UK.) Limited which is authorized and
regulated by the Financial Conduct Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a)
persons who have professional experience in matters relating to investments falling within
article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 (as amended) (the "Order") or (b) high net worth entities and other persons to whom it
may be otherwise lawfully be communicated, falling within Article 49(2) of the Order (all such
persons being referred to as "relevant persons"). This document must not be acted on or
relied on by persons who are not relevant persons. Any investment activity to which this
document relates is available only to relevant persons and will be engaged in only with
relevant persons. Any person who is not a relevant person should not act or rely on this
document or any of its contents.

Asia Pacific UCITS
Fund Commentary
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Portfolio Returns on 30/6/22 – Net of Fees

Calendar Year Total Returns (%)
Past performance does not predict future returns.
Class I
USD

MSCI AC
Asia Pacific (USD)

Class I
GBP

MSCI AC
Asia Pacific (GBP)

2014

-1.30

-1.39

na

na

2015

-2.74

-1.96

na

na

2016

12.29

4.89

na

na

2017

37.94

31.67

7.75

8.18

2018

-21.45

-13.52

-16.94

-8.14

2019

18.58

19.36

14.04

14.75

2020

10.97

19.71

7.50

16.01

2021

-14.70

-1.46

-13.77

-0.55

Additional Performance Data (%)
Past performance does not predict future returns. The following performance is additional to,
and should be read only in conjunction with, the performance data presented above.
2Q22

YTD

1 Year

3 Year

5 Year

Since
Inception
2/12/2014

APAC UCITS (Class I USD)

-4.37

-11.52

-31.64

-4.48

-2.46

1.98

MSCI AC Asia Pacific Index

-11.85

-17.12

-22.24

1.82

2.79

4.02

+7.48

+5.60

-9.40

-6.30

-5.25

-2.04

Relative Returns
Selected Indices*

2Q22

YTD

1 Year

3 Year

5 Year

Hang Seng Index (HKD)

0.81

-4.90

-21.99

-5.83

-0.15

TOPIX Index (JPY)

-3.75

-4.80

-1.42

8.99

5.43

TOPIX Index (USD)

-13.76

-19.18

-19.28

0.97

1.53

MSCI Emerging Market (USD)

-11.45

-17.63

-25.29

0.57

2.18

*Source: Bloomberg; Periods longer than one year are annualized
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Commentary
The Fund declined -4.37% in the second quarter, significantly outperforming the MSCI AC Asia
Pacific Index for the quarter and in the year-to-date period. The Fund's overweight position in
Hong Kong/China, which drove relative and absolute underperformance in the last year, was the
driver of outperformance in the current quarter. Sentiment around Chinese equities started
recovering from the extreme pessimism we witnessed in the first quarter as Covid lockdowns
eased, regulatory pressure abated, and government crackdowns were replaced with aggressive
stimulus.
Weakness in currencies − particularly the Japanese Yen and Asian EM currencies − accounted
for more than half of the quarter's negative returns, as interest rate and inflation differentials
between the US and Asian countries increased. The yen hit a 24-year low against the US dollar
as the Bank of Japan continued to suppress the Japanese yield curve while the US yield curve
climbed in response to rising inflation and quantitative tightening, making it compelling for
investors to take advantage of the yen carry trade. The yen's real effective exchange rate is as
cheap as it was in the early 1970s. A bowl of Ichiran's tonkotsu ramen costs $19.9 before taxes
and tips in New York vs. ¥980 in Tokyo, implying a real exchange rate of ¥49 per dollar. A
comparison of Big Mac prices between the US and Japan suggests a real exchange rate of around
¥65 JPY/$. With the cheap yen, the de-rating of the Japanese market, and improving corporate
governance, we are spending more time evaluating Japanese opportunities.
Real Broad Exchange Rate for Japan: January 1994 to June 2022
155

135

115

95

75

55

Source: Bloomberg
Real effective exchange rates are calculated as weighted averages of bilateral exchange rates adjusted by relative consumer prices.
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We believe we are still in the early days of re-rating of our Chinese investment holdings from
severely depressed valuation levels. Human emotions and behavioral biases distort investment
decision-making. Investors focused on the recent past, extrapolated into the near future, and
decided that China is uninvestable. Global funds reduced their allocations to Chinese equities
as the "China is uninvestable" mantra became louder. JP Morgan's declaration on March 14 that
"China Internet is uninvestable on a six-12 month view" marked the bottom. As Chinese stocks
began to re-rate and outperformed other geographies in the second quarter, China is beginning
to be viewed as investible again. On May 16, just two months after declaring China's internet
uninvestable, JP Morgan changed their rating on seven Chinese internet companies from
underweight to overweight.
Our investment objective is to buy high-quality businesses run by intelligent capital allocators at
discounted prices. We define risk as permanent capital loss and consider volatility an
opportunity. We are benchmark agnostic and invest across Asia to maximize risk-adjusted
return regardless of sector and geography. For the most part, country weightings result from
our bottom-up, fundamentals-based, individual security selection. Over the last 18 months, a
confluence of factors led to extreme undervaluation in Chinese companies, allowing us to
upgrade the quality of our portfolio while simultaneously lowering the overall price-to-value (P/V)
ratio. Most of the Fund's incremental capital has been deployed in Chinese investments because
they appeared the most attractive on business, people, and price metrics. The Fund's Greater
China exposure has increased to around 70%, at the high end of our historical range.
When most Western democracies were unleashing unprecedented amounts of stimulus to grow
their economies out of Covid disruption in 2020-21, China was on a tightening path on fiscal,
monetary, and regulatory fronts. China's economy was relatively unaffected by Covid and did
not require extreme monetary intervention. Rather, policymakers focused on addressing socioeconomic concerns and strengthening the foundation of its economy. The underlying objectives
for regulatory crackdown (tackling excess leverage, fair competition, inequality, data privacy,
cybersecurity, gig worker rights) seem rational, but the intensity and manner of the
implementation had unintended consequences – stalled property markets, developer defaults
and sapped investor sentiment – and triggered a broad consumption slowdown. The economy
started slowing down in 2H 2021 and collapsed in Q1 with Covid-induced lockdowns in many
large cities nationwide.
The slowdown was policy-induced, and a change towards a supportive policy stance started to
feed through into stronger economic growth (and market returns) in early 2022. The Central
Economic Work Conference in December 2021 mandated local governments and ministries to
prioritize economic stability and support the "healthy development of capital." The 3 Red Lines
policy to reduce leverage in the real estate industry was relaxed in January 2022 to support the
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collapsing real estate sector. Retail sales grew by over 6% YoY in Jan-Feb 2022, but this early
recovery came to a screeching halt with Covid's resurgence and the ensuing lockdowns in some
of the biggest cities in China at the end of the first quarter. Combined with ADR delisting fears
and China's close relationship with Russia, investor sentiment in Chinese investments hit its nadir
in March, offering enduring franchises at insanely attractive valuations.
The brunt of Covid business disruptions will be felt in Q2 results as lockdowns were more
pervasive in April and May. In April, cities with new Covid cases and movement restrictions
represented more than half of Alibaba's China retail GMV. China has lately been the market
everyone loves to hate, but we remain highly optimistic on prospective returns in both absolute
and relative terms for the following reasons:
Policy tailwind: Capital allocation and price discovery get distorted when the cost of capital is
artificially suppressed. After years of ultra-loose monetary policy, the US faces massive price
inflation. The Fed is committed to price stability, which means higher interest rates, quantitative
tightening, and an ensuing market correction. China is at a diametrically opposite starting point.
It did not embark on unprecedented monetary and fiscal stimulus, and the economy is starting
from a low base. While US inflation is running at ~8% and the UK's RPI hit 11.7% in May, China's
inflation rate remains around 2%, leaving ample policy headroom for stimulus measures. Just
as important, US valuations are close to historical highs, while Chinese equities are close to
historically low valuations. We expect a re-rating of Chinese equities in a relatively low inflation
environment. While Europe is suffering from high energy costs, China benefits from buying
discounted energy and natural resources from sanctioned nations like Russia, Iran, and
Venezuela. This is a politically important year for President Xi Jinping, and we believe Beijing is
willing and able to double down on easing measures to stimulate further growth. This could
take the form of more rate cuts, increased credit flow to corporates and households, tax cuts,
relaxed home purchase restrictions, increased infrastructure spending, rent relief for SMEs, and
handouts and subsidies to consumers. The government policy backdrop is an important driver
for stock market returns in Asia, and this is finally turning from unfavorable to favorable in China.
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US vs China
Year-over-Year Inflation
12/31/2009 to 6/30/2022
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Regulations: Beijing's regulatory crackdown targeting internet platforms and overleveraged real
estate developers has profoundly impacted investor sentiment and asset prices over the last
two years, but there are clear signs that this crackdown is easing:
• In January, the National Development and Reform Commission (NDRC) was assigned to
coordinate internet regulation. The NDRC has said that "ensuring normal operations of
platforms" should be a "precondition" for taking new regulatory actions.
• In March, Vice-Premier Liu He chaired a special Financial Stability and Development
Committee (FSDC) meeting and resolved to: "carry out more easing policies, deal with the
struggling property sector, signal a quick end to anti-monopoly policies, and work with
Public Company Accounting Oversight Board (PCAOB) for cross border audit check."
• In April, President Xi Jinping chaired a Politburo meeting "to complete the rectification of
platform economy and transition toward a normalized regulatory framework" and "to
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•

•

come up with specific measures to support the healthy development of platform
companies."
In May, Vice-Premier Liu He attended a consultation session held by the CPPCC National
Committee and said, "the country should support the sustained and healthy
development of the platform economy and private sector, formulate measures to boost
the orderly and sound development of the platform economy." Liu He also said, "the
government needs to support the listing of digital companies in the capital markets at
home and abroad, and cling to the strategy of opening-up for the development of the
digital economy."
In June, it was reported that China was concluding its cybersecurity probe and lifting the
ban on new user registration for Didi. In addition, Ant Financial was reported to be close
to obtaining regulatory approval for its financial holding company structure and reviving
its IPO plans. In the video gaming space, the government approved 60 new games in
June, in addition to 45 games approved in April. These are the clearest signs that
regulatory headwinds are easing.

Covid lockdowns: China continues to stick with its Zero Covid (now called Dynamic Clearing)
policy. The current Covid vaccine used in China is not as effective as Western vaccines. China is
still awaiting approval of Covid mRNA vaccines. When looking more broadly, the vaccination rate
among the elderly (30 million over 80-year olds) remains low, and health services infrastructure,
especially in rural China (where most elderly live) is lacking. The policy response to the latest
Omicron surge in March left dozens of key cities (including Shanghai) and hundreds of millions
of people under complete or partial lockdowns. The impact on overall economic activity was
severe, with shops and factories closed and the supply chain disrupted. But here, too, we see
signs of optimism:
• China has repeatedly proven its ability to weed out Covid by brute force (hard lockdowns,
track, test, quarantine), and this time was no different. After nearly four months, both
Shanghai and Beijing reported zero new cases on June 27. Inter-province domestic travel
is showing a V-shaped recovery. China's largest online travel agency Trip.com reported
that hotel room nights booked in the last two weeks have already surpassed 2019 preCovid levels. Disneyland in Shanghai has re-opened after being closed down for 101
days.
• On June 28, the State Council reduced the quarantine requirements for inbound
travelers and close contacts from 14 (govt quarantine) +7 (home quarantine) days to 7+3
days of quarantine. This is a strong directional signal for relaxation in the coming months.
• Despite the surge in Covid cases in April, the situation never devolved into a public health
crisis. Since the start of the pandemic in 2020, China has reported three deaths per
million compared to 3,000 deaths per million in the US. Domestic mRNA vaccines are
under development, and Pfizer's Covid drug Paxlovid is approved in China. We believe
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the recent Omicron episode served as a wake-up call to increase vaccination and booster
rates among the elderly, putting China on a more solid footing for future outbreaks.
Valuation: Most of the headlines out of China have been gloomy in recent quarters, and it has
been a safe consensus bet to be pessimistic. Combine domestic issues (slowing economy, Covid
lockdowns, regulations) with geopolitics (Russia-Ukraine war, ADR delisting fears), and you get
extremely attractive valuations. For example, Alibaba's market capitalization reached a recent
low of $300 billion. Adjusted for cash and investments, the underlying enterprise value for
Alibaba is about $185 billion. In a year when everything went wrong, from regulatory crackdowns
to macro slowdown to Covid lockdown, Alibaba generated $18 billion of underlying free cash
flow (adjusted for the anti-monopoly fine). Alibaba's FCF is understated by $8-10 billion
attributable to losses from new initiatives and an under-earning Cloud business. We believe
Alibaba's true FCF generation power is closer to $25 billion. We were paying less than 7.5x FCF
for a capital-light, growing company. As rising rates and inflation increase discount rates and
operating and refinancing costs, companies with long-duration cashflows, significant debt, and
low margins are susceptible to substantial value decline. With its 13% FCF yield, capital-light
business model, pricing power, and much shorter duration cash flows anchored by its significant
net cash position, Alibaba is much less susceptible to a world of higher rates and inflation.

Stock Market Capitalization to GDP
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On a broader level, Chinese equities are under-owned and under-valued, as demonstrated by
the Buffett Indicator (stock market capitalization to GDP ratio) chart above. We believe offshore
listed Chinese equities are tightly wound coiled springs. Valuations have become more
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attractive, and the policy headwind is finally turning into a tailwind. Ongoing monetary and fiscal
stimulus measures, Covid re-opening, credit growth, and an improving regulatory environment
bodes well for our Chinese investments. We are already starting to see a strong rebound in our
travel exposed names like hotel operators Huazhu and online travel agency Tongcheng as
lockdowns in China ease. This backdrop contrasts sharply with most developed markets where
liquidity is being drained from the system, and interest rates are increasing meaningfully.
What are our management teams doing in this environment?
On top of business quality and margin of safety, the third pillar of our confidence in our Fund's
prospective returns is our management partners, who have a proven track record of going on
offense during tough times to grow value per share and narrow the discount to this value.
Buyback activity in Hong Kong reached record highs during the quarter, as shown in the chart
below.

Buyback Activity in Hong Kong Near All-Time Highs
Billions of HKD

6/30/2005 to 6/30/2022
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Source: webb-site.com and FactSet
This data is comprised of on-market buybacks by HK-listed companies whether executed on SEHK or on another exchange.

The level of share repurchase and insider buying within our portfolio companies continues
unabated. We cite two examples of smart capital allocation by our management partners during
the quarter:
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Prosus: Prosus, a top contributor in the quarter, just announced a large, open-ended, multiyear share repurchase program. As we discussed in our prior letters, Prosus was trading at a
record high 55% discount to its NAV. Its 28.9% stake in Tencent alone is worth €90 per share
(using Tencent's current share price, which we believe is highly depressed) vs. Prosus market
price of €53 per share (before the buyback announcement). In addition, Prosus has a net cash
balance sheet and a fast-growing unlisted e-commerce portfolio valued at €31 billion. We added
to our investment during the quarter (before the share price rebounded). In our meetings with
management, they shared our frustration with the wide discount and said it was "unacceptable."
Prosus is asking for a 50% buyback authorization to be funded by selling small amounts of their
Tencent stake. We believe this is a highly accretive transaction (see below) with Prosus (and
Naspers) repurchasing and canceling shares at a deep discount to NAV, while increasing
exposure to Tencent on a per-share basis. The magnitude of the buyback could be sizable ($10$30 billion per annum), and the stock price reacted accordingly (up 16% on the day for this €170
billion mega-cap). This is an example of the outsized moves our portfolio companies can quickly
benefit from when our aligned management partners make smart capital allocation moves.

Source: Prosus FY22 Investor Presentation

HDFC: Our Fund holding HDFC Limited, which was a detractor in the quarter, announced plans
to merge with its 21% equity associate HDFC Bank to create the largest private financial services
company in India with leading positions in lending, deposits, life insurance, general insurance,
and asset management. Canceling HDFC's holding in HDFC Bank will extinguish the substantial
holding company discount and immediately make this transaction accretive to book value and
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EPS. We believe this merger is highly synergistic on both revenue and cost fronts. 70% of HDFC's
customers do not bank with HDFC Bank. And 8% of HDFC Bank's 68 million customers have a
mortgage from other providers. There is ample scope to increase cross-selling within the
existing customer base and increase distribution points for the HDFC mortgage business. HDFC
Limited cannot access low-cost deposits in its current Non-Banking Financial Company (NBFC)
form. As a result, its funding cost is more than 250 basis points higher than HDFC Bank. While
there will be incremental regulatory costs as HDFC's balance sheet will be subject to banking
regulations, we believe revenue and cost synergies will more than offset this drag, resulting in
higher ROE in coming years. HDFC Bank CEO Sashidhar Jagdishan expects the merged entity to
double profits every five years.

Source: HDFC Bank Investor Presentation, April 11, 2022

We believe the business quality of our portfolio is the best it has ever been. When we launched
this strategy in 2014, our portfolio comprised of good businesses at great prices. Over the years,
we have continually upgraded to higher quality businesses at great prices. Our portfolio today
increasingly consists of relatively simple, pure-play, capital-light compounders and consumer
brands with long runways for growth. The market dislocation has allowed us to own these quality
franchises without compromising our price discipline. We have prioritized high-quality
businesses and prospective IRR over the cheapest P/V investments. This is the reason we
prioritized our investment in Huazhu, the second-largest hotel chain operator in China
(discussed below), over adding to other potential investments. We doubled our weighting in
Huazhu because domestic travel will recover faster than cross-border travel from governmentmandated Covid lockdowns.
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Outlook
Stock prices often get disconnected from their underlying fundamentals in the short run, as we
have seen in China lately, due to understandable reasons. However, they have historically
converged to intrinsic value over time. When they turn, the compounding rate to reach intrinsic
value is very attractive. We believe the external environment is favorable, especially for our
Chinese investments, and valuations are the most attractive since the GFC. As Sir John
Templeton said – "Bull markets are born on pessimism, grow on skepticism, mature on optimism
and die on euphoria." We own best-in-class businesses that generate growing amounts of free
cash flow every year, led by managers who act like owners. In the spirit of putting our money
where our mouth is, we added more personal capital to the strategy during the quarter, as the
"China is Uninvestible" mantra became deafening.

Portfolio Changes
We exited China Lesso during the quarter. While it remains cheap, we limited our total exposure
to the China real estate sector and prioritized more compelling opportunities in the current
environment. We re-deployed capital into investments with better competitive advantages and
a longer runway for growth, which we believe should rebound faster and generate better IRR as
the economy re-opens.

New Investment
In March, we invested in Chinese hotel operator Huazhu (1179 HK / HTHT US). Huazhu is China's
second-largest hotel operator, with about 8,000 hotels and 750K rooms. While Huazhu's brand
portfolio spans the full spectrum of the lodging industry, the key value driver is the economy and
mid-scale hotel business in China, where the company leads the market with the Hanting and Ji
brands. The Chinese lodging sector has a long runway for growth. There are over 500K hotels
in China, of which around 120K hotels have 60 rooms or more – this is the target market for
Huazhu. In this fragmented market, Huazhu has a 6.5% market share and can keep adding at
least 1,000 net new hotels annually for many years. Chain brand penetration is just around 25%
vs. >70% in the US, and Covid disruption has accelerated industry consolidation in favor of
branded players who can provide franchisees with the best financial returns.
Huazhu started as a leased and operated model in 2005, but it has been transforming itself into
a capital-light compounder over the years. Around 90% of Huazhu’s rooms are under the
capital-light franchise model, where franchisees are responsible for capital investment and daily
operations of the hotels. Huazhu, as the brand owner, collects a recurring fee stream linked to
franchisee revenues. Over time, Huazhu has built a competitive moat with a sizable and growing
base of 190 million loyalty members by investing in brands, services, network, and technology.
Its reservation system generates 60% of bookings, and the reliance on costly OTAs is the lowest
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in the industry at 15%. Revenue per available room for Huazhu's economy and midscale brands
are ~25% and ~15% higher than their closest peers, while the staff per room ratio is the lowest.
As a result, the returns and payback periods for franchisees are the most attractive in Huazhu
brands, which fuels network expansion at lucrative returns (over 70% margin on franchise
revenues).

Source: Huazhu

Founder Qi Ji owns 22% of the company and has an unparalleled track record in the travel sector,
having founded not one but three leading companies, namely Huazhu, Trip.com, and Home Inns.
Huazhu has a close relationship and cross-shareholding with French hotel operator Accor as its
master-franchisee for the economy and midscale brands in China. We know Accor well, as our
firm has a history of owning Accor through other portfolios, enabling us to quickly underwrite
the quality of Huazhu's management and operations through our network. We started buying
Huazhu in mid-March and doubled down in Q2 as the price retreated for two key reasons:
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1. Covid lockdowns in China: Huazhu's footprint skews to Shanghai, which impacted it more
than its peers.
2. ADR delisting fears: Huazhu has a primary listing in the US (HTHT) and a secondary listing
in Hong Kong (1179 HK)
Huazhu has two publicly traded competitors, both of which are SOEs and listed on the A-share
market. Despite better fundamentals and management, we were able to purchase Huazhu at a
discount to its less efficient SOE peers due to ADR delisting fears.

Portfolio Review
2Q22

YTD 2022

Contribution
to Portfolio
Return (%)

Total
Return
(%)

Top Five
Huazhu
WH Group
Tongcheng Travel
Baidu
Prosus

+1.17
+1.00
+0.95
+0.57
+0.52

+15
+22
+21
+4
+19

Bottom Five
Oisix
Jollibee Foods
Melco International
Redbubble
Housing Development

-2.72
-1.43
-0.91
-0.85
-0.51

-51
-15
-20
-47
-13

Contribution
to Portfolio
Return (%)

Total
Return
(%)

Top Five
Huazhu
WH Group
Tongcheng Travel
CK Asset Holdings
Baidu

+1.60
+0.80
+0.75
+0.55
+0.35

+57
+23
+17
+15
+2

Bottom Five
Redbubble
Oisix
Melco International
L’Occitane
Jollibee Foods

-2.39
-2.37
-2.16
-1.47
-1.45

-74
-39
-39
-23
-12

WH Group, the largest pork packaged meat company globally, was a top contributor for the
quarter. The company reported strong first-quarter results with EBITDA up 26% YoY and net
profit up 35% YoY, beating expectations driven primarily by the solid performance of Smithfield
US operations. Despite the input cost headwinds, we remain optimistic about its outlook. For
the US packaged meat business, revenues were up +17%, and operating profit was up 56% for
the quarter. The company is able to more than offset input cost inflation by increasing prices.
As hog prices were increasing, WH Group adjusted the price by around 20% and product mix to
offset the pressures. Its operating profit per ton reached over $800 in the first quarter, which is
above the historical average and is likely to normalize in the rest of the year but remain above
the historical average. For the China packaged meat business, its operating profit was up 25%,
YoY despite the revenue being down 3% YoY because of Covid-related logistics disruptions in
March and increased competition amidst lower input prices. Its operating profit per ton reached
RMB4,500, a record high driven by a sharp decline in input prices. Its sales should recover along
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with the re-opening. In terms of profitability, hog prices are expected to increase going into
2H22, but will be offset by low-cost frozen pork inventories that the company has built during
the quarter leading to higher profitability. Despite the strong share price performance year to
date, WH Group remains attractively priced as the market is still assigning negative value to
Smithfield Foods, a high-quality dominant business.
Tongcheng Travel, one of the top three online travel agencies in China was a contributor for the
quarter. The company continues to do better than the overall travel sector and is gaining share.
It posted over 20% YoY growth in room nights and 15% YoY growth in air tickets for the first two
months of 2022. In fact, Tongcheng posted over 50% growth in room nights compared to preCovid levels, gaining significant market share, especially in the lower-tier cities. However, with
the resurgence of Covid and the government's stringent zero Covid policy, the operating
environment in the second quarter has become challenging, with April-May travel activity
plunging below 2020 levels. Tongcheng has shown strong resilience during tough times and is
expected to be profitable in the second quarter. We are encouraged by the solid management
team who has demonstrated execution excellence by controlling costs, cheaply acquiring offline
users, and focusing on student promotions. We believe the worst is behind us, and the company
will show a strong recovery when the economy re-opens.
Baidu, the dominant artificial intelligence (AI) company in China, contributed to the quarter. The
market reacted positively to Baidu's better-than-expected first-quarter result. Despite
challenging macro conditions, Baidu's ads business declined by only low single-digits YoY,
materially better than some of its peers. Baidu benefited from a diversified advertiser base and
its smaller exposure to the education sector, which faced regulatory headwinds since the second
half of 2021. Baidu APP MAU was up 13% YoY to 632 million, and the e-commerce GMV
facilitated by Baidu search grew by about 14 times from a small base. Baidu's cloud business
also beat market consensus, with revenue up 45% YoY in the quarter, higher than other industry
players. The fast growth will enlarge Baidu cloud's scale and improve the margin profile over
time. Baidu also made solid progress on autonomous driving. Apollo Go, the robotaxi ridehailing service, is now available in 10 cities and provided 196K rides in Q1 2022. The
accumulated backlog for Apollo Self Driving, the software suite sold to OEMs, has reached RMB
10 billion. Baidu's EV brand JIDU released its first concept car and is expected to deliver cars
starting in 2023. While the ads business will likely face challenges in the second quarter of 2022,
this is a high margin, solid cash cow business and will recover when the re-opening starts. Baidu
can navigate through the macro headwinds smoothly with material net cash on the balance
sheet. As the cloud and intelligent driving businesses continue to make progress, the market
should at some point give these businesses value, which is missing in the current market cap,
and reward the long-term shareholders.
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Oisix ra Daichi, the leading online fresh food retailer in Japan, was a detractor for the
quarter. The stock underperformed the market because of its 44% decline in operating profit
for the March 2022 fiscal year compared to last year's record-high profits boosted by Covid
demand and a de-rating among global meal kit delivery peers. Last year, some one-offs
negatively affected subscriber growth and profitability. Operational issues caused by start-up
pains at the new Ebina distribution center caused customer churn, lost revenue, and increased
cost, as the company stabilized operations during the first few months of its distribution center
operations. Secondly, Oisix removed non-active users to optimize tight capacity for more active
users. Excluding the one-offs, we think the normalized subscriber growth is in the high
teens. Given the large total addressable market with an increasing awareness of online
food/grocery/meal kit delivery, we believe Oisix will continue to deliver solid growth.
Oisix is not an internet company that has generated running losses. Rather, Oisix has generated
2.5x more after-tax operating cash flow than the company has spent on Capex and acquisitions
in the last ten years to March 2022. We are also encouraged to see the management team
echoing our view on the company's low valuation. CEO Takashima mentioned during the AGM
in June that the company is undervalued and would consider a share repurchase if the stock
price remains undervalued. In June, Oisix announced that they are buying Unison's (Japanese
PE firm) preferred shares in Shidax for 8 billion yen, equivalent to 26.5% of Shidax upon
conversion to common shares. Not only did the company acquire the shares cheaply – about
7x Shidax's March 2024 FCF estimate – but this investment greatly expanded Oisix' total
addressable market beyond B2C business to B2B business. Shidax is one of the largest
restaurant operators in Japan and provides food service catering to hospitals, nurseries,
factories, elderly homes, government offices, and dormitories. The opportunity to expand
Oisix's meal-kit business to this B2B market by cooperating with Shidax is significant. Oisix has
a long-standing relationship with Shidax, pre-IPO investors in Oisix with a 5.4% holding; they
have collaborated in food service for over two decades.
Jollibee, the largest restaurant chain in the Philippines, was a detractor for the quarter. It
performed in-line with the Philippine stock market, which weakened due to macroeconomic
concerns over inflation, a dovish central bank, presidential elections, and currency depreciation.
As a net importer of both food and energy, the Philippine peso weakened. Despite macro
uncertainty, such as the Omicron surge and cost inflation, Jollibee reported solid results in the
first quarter. Despite cost inflation, its operating margin still expanded on a YoY basis, thanks to
the improved operational efficiencies in the stores and manufacturing facilities and continued
price hikes. We believe there is still more room for margin expansion with the recovery of topline
performance thanks to operating leverage and improved cost structure after the business
transformation program. We are already seeing positive momentum, with April same-store sales
only down 2.3% compared to pre-Covid levels, thanks to the solid performance of international
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businesses and a robust recovery in the Philippines. We also see a longer-term opportunity with
the company's mid-to-long-term strategy of shifting towards higher margins, capital-light
franchising, and expanding the higher-margin international business.
Our Macau holdings Melco International and MGM China were detractors for the quarter. Covidrelated travel restrictions continued to impact Macau visitations and gross gaming revenue
(GGR). Macau GGR in the first quarter remains lackluster, reaching only about 28% of pre-Covid
GGR. During the quarter, MGM China continued to show market share strengths with improved
product offerings, and Melco reported solid property EBITDA with a good recovery of its
Philippine business. With the resurgence of Covid cases in China and recently in Macau,
normalization has been further delayed. In times like today, balance sheet strength is
paramount. Both Melco and MGM China remain financially strong with ample liquidity. Our
holdings have their earliest debt maturity at least two years out and can sustain cash burn for
over two years under the worst-case scenario of zero revenues. Based on the normalized free
cash flow, the sector is trading at an extremely attractive valuation, and we are confident that
pent-up demand will lead to prompt normalization once border restrictions are removed. While
the timing of the full re-opening remains unclear, we are starting to see some relaxation from
the China side recently (quarantine restrictions cut in half). Macau legislators have approved the
New Gaming Law, and we expect licenses to be renewed by the end of this year, removing a key
regulatory overhang on the sector.
Redbubble, the leading print-on-demand marketplace operator, was a detractor for the quarter.
The company announced a quarter trading update posting -7% revenue growth and -A$10mm
EBITDA. Redbubble is making solid progress on developing internal capabilities, such as tracking
cohort data and building solid engineering teams. Redbubble made some progress in increasing
customer repeat rate, which is the strategic priority of the company and a key to re-rating in our
view. It achieved a 47% repeat rate in the third quarter, which was an all-time high. Despite
some positives, the company continues to see ongoing margin headwinds. Elevated acquisition
costs were still evident in the quarter (16.1% of marketplace revenue in 3Q22 v. 13.7% in 3Q21),
driven by weak consumption and increasing competition in the digital channels. Delays in hiring
partly helped with profitability. The market is skeptical of Redbubble's execution capability to
deliver the medium-term target of A$1.25 billion in marketplace revenue with a 13-18% EBITDA
margin. We believe this is achievable given the unique business model in a large,
underpenetrated TAM and the solid management team with improving execution. Despite some
headwinds, the risk-reward is very attractive at the current price.

See the following pages for important disclosures.
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The Fund is actively managed. It uses the MSCI AC Asia Pacific Index (USD) (Ticker: MXAP) as a
'comparator benchmark' to compare the performance of the Fund against, but which is not used
to constrain portfolio composition or as a target for the performance of the Fund.
Risk/Reward Profile: As this Fund has such a broad selection of investment choices, there are
many factors that could affect performance. These could include changes in the performance
of different industrial sectors and individual securities. The performance of the Class I GBP
Shares may also be affected by the exchange rate with U.S. Dollars, the currency in which the
Fund is denominated, as the Investment Manager will not purchase financial instruments to
mitigate any such potential changes. Because the Fund generally invests in 20 to 25 companies,
each holding could have a greater impact on the Fund's performance than if a greater number
of securities were held. Because the Fund invests in companies located in the Asia Pacific Region,
negative events related to the Asia Pacific Region could have agreater adverse impact on
performance than in a more geographically diversified Fund. Investment in China and other
emerging markets may expose the Fund to more social, political, regulatory, and currency risks
than securities in developed markets. A party with whom the Fund contracts with regard to the
Fund's assets may fail to meet its obligations or become bankrupt which may expose the Fund
to a financial loss. Derivatives may fluctuate in value rapidly and certain derivatives may
introduce leverage which may result in losses that are greater than the original amount invested.
Losses to the Fund may occur as a result of human error, system and/ or process failures,
inadequate procedures or controls. The value of the shares may go down as well as up and
investors may not get back the amount invested. For a more detailed explanation of these and
other risks please refer to the Prospectus under the "Risk Factors and Special Considerations"
section.
This is a marketing communication. Please refer to the link below for the Prospectus and other
offering documentation before making any final investment decision. A Prospectus is available
for the Fund and key investor information documents ("KIIDs") are available for each share class
of the Fund. The Fund's Prospectus can be obtained from www.southeasternasset.comand is
available in English. The KIIDs can be obtained from this website and are available in one of the
official languages of each of the E.U. Member States into which each share class has been
notified for marketing under the Directive 2009/65/E.C. (THE "UCITS Directive"). Full information
on associated risks can be found in the Prospectus and KIIDs. In addition, a summary of investor
rights is available on this website. The summary is available in English. The Fund is currently
notified for marketing into a number of E.U. Member States under the UCITS Directive. KBA
Consulting Management Limited ("KBA"), the management company, can terminate such
notifications for any share class of the Fund at any time using the process contained in Article
93a of the UCITS Directive.
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Any subscription may only be made on the terms of the Prospectus and subject to completion
of a subscription agreement.
P/V ("price-to-value") is a calculation that compares the prices of the stocks in a portfolio to
Southeastern's appraisal of their intrinsic values. The ratio represents a single data point
about a Fund and should not be construed as something more. P/V does not guarantee future
results, and we caution investors not to give this calculation undue weight.
"Margin of Safety" is a reference to the difference between a stock's market price and
Southeastern's calculated appraisal value. It is not a guarantee of investment performance or
returns.
Important information for Australian investors:
Southeastern Asset Management, Inc. ("Southeastern") and Southeastern Asset
Management, Inc. Australia Branch, ARBN 155383850, a U.S. company ("Southeastern
Australia Branch"), have authorised the issue of this material for use solely by wholesale
clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of any of its related
bodies corporate. By accepting this material, a wholesale client agrees not to reproduce or
distribute any part of the material, nor make it available to any retail client, without
Southeastern's prior written consent.
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Southeastern and Southeastern Australia Branch are exempt from the requirement to hold
an Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) in
respect of financial services, in reliance on ASIC Class Order 03/1100, a copy of which may
be obtained at the web site of the Australian Securities and Investments Commission,
http://www.asic.gov.au.
The class order exempts bodies regulated by the U.S. Securities and Exchange Commission
(SEC) from the requirement to hold an AFSL where they provide financial services to
wholesale clients in Australia on certain conditions. Financial services provided by
Southeastern are regulated by the SEC, which are different from the laws applying in
Australia.
Important information for Belgian investors:
This document and the information contained herein are private and confidential and are for
the use on a confidential basis only by the persons to whom such material is addressed. This
document does not constitute and may not be construed as the provision of investment
advice, an offer to sell, or an invitation to purchase, securities in any jurisdiction where such
offer or invitation is unauthorized. The Longleaf Partners Global UCITS Fund and Longleaf
Partners Asia Pacific UCITS Fund have not been and will not be registered with the Belgian
Financial Services and Markets Authority (Autoriteit voor financiële diensten en markten/
Autorité des services et marchés financiers) as a foreign collective investment undertaking
under Article 127 of the Belgian Law of July 20 2004 on certain forms of collective
management of investment portfolios. The offer in Belgium has not been and will not be
notified to the Financial Services and Markets Authority, nor has this document been nor will
it be approved by the Belgian Financial Services and Markets Authority. The shares issued
by the Funds shall, whether directly or indirectly, only be offered, sold, transferred or
delivered in Belgium to individuals or legal entities who are Institutional or Professional
Investors" in the sense of Article 5§3 of the Belgian Law of July 20 2004 on certain forms of
collective management of investment portfolios (as amended from time to time), acting for
their own account and the offer requires a minimum consideration of €250,000 per investor
and per offer. Prospective investors are urged to consult their own legal, financial and tax
advisers as to the consequences that may arise from an investment in the Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE
REGISTERED WITH ANY SECURITIES EXCHANGE COMMISSION OR OTHER SIMILAR
AUTHORITY IN BRAZIL, INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE
COMMISSION (COMISSÃO DE VALORES MOBILIÁRIOS - "CVM"). SUCH PRODUCTS
WILL NOT BE DIRECTLY OR INDIRECTLY OFFERED OR SOLD WITHIN BRAZIL
THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY BRAZILIAN LAW AND BY
THE RULES ISSUED BY CVM, INCLUDING LAW NO. 6,385 (DECEMBER 7TH, 1976) AND
CVM RULE NO. 400 (DECEMBER 29TH, 2003), AS AMENDED FROM TIME TO TIME, OR
ANY OTHER LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE.
ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN
LAWS AND REGULATIONS AND BY THE RULES ISSUED BY THE CVM, INCLUDING
LAW NO. 6,385 (DECEMBER 7TH, 1976) AND CVM RULE NO. 400 (DECEMBER 29TH,
2003), AS AMENDED FROM TIME TO TIME, OR ANY OTHER LAW OR RULES THAT MAY
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REPLACE THEM IN THE FUTURE, MUST NOT BE PERFORMED WITHOUT SUCH PRIOR
REGISTRATION. PERSONS WISHING TO ACQUIRE THE PRODUCTS OFFERED
HEREUNDER IN BRAZIL SHOULD CONSULT WITH THEIR OWN COUNSEL AS TO THE
APPLICABILITY OF THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION
THEREFROM. [WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND SOLICITATION
IS LIMITED TO QUALIFIED INVESTORS AS DEFINED BY CVM RULE NO. 409 (AUGUST
18TH, 2004), AS AMENDED FROM TIME TO TIME OR AS DEFINED BY ANY OTHER
RULE THAT MY REPLACE IT IN THE FUTURE. THIS DOCUMENT IS CONFIDENTIAL
AND INTENDED SOLELY FOR THE USE OF THE ADDRESSEE AND CANNOT BE
DELIVERED OR DISCLOSED IN ANY MANNER WHATSOEVER TO ANY PERSON OR
ENTITY OTHER THAN THE ADDRESSEE.
Important information for Danish investors:
Each Fund's prospectus has not been and will not be filed with or approved by the Danish
Financial Supervisory Authority or any other regulatory authority in Denmark and the shares
have not been and are not intended to be listed on a Danish stock exchange or a Danish
authorized market place. Furthermore, the shares have not been and will not be offered to
the public in Denmark. Consequently, these materials may not be made available nor may
the shares otherwise be marketed or offered for sale directly or indirectly in Denmark.
Important information for Guernsey investors:
Neither the Guernsey Financial Services Commission nor the States of Guernsey Policy
Council take any responsibility for the financial soundness of the Longleaf Partners UCITS
Funds or for the correctness of any of the statements made or opinions expressed with regard
to it. If you are in any doubt about the contents of this document you should consult your
accountant, legal or professional adviser or financial adviser.
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Southeastern Asset Management has taken all reasonable care to ensure that the facts stated
in this document are true and accurate in all material respects, and that there are no other
facts the omission of which would make misleading any statement in the document, whether
of facts or of opinion. It should be remembered that the price of Fund shares and the income
from them can go down as well as up.
Important information for Hong Kong investors:
No person may offer or sell in Hong Kong, by means of any document, any Shares other than
(a) to "professional investors" as defined in the Securities and Futures Ordinance (Cap. 571)
of Hong Kong and any rules made under that Ordinance; or (b) in other circumstances which
do not result in the document being a "prospectus" as defined in the Companies Ordinance
(Cap. 32) of Hong Kong or which do not constitute an offer to the public within the meaning
of that Ordinance. No person may issue, or have in its possession for the purposes of issue,
whether in Hong Kong or elsewhere, any advertisement, invitation or document relating to
the Shares, which is directed at, or the contents of which are likely to be accessed or read by,
the public in Hong Kong (except if permitted to do so under the securities laws of Hong Kong)
other than with respect to Shares which are or are intended to be disposed of only to persons
outside Hong Kong or only to "professional investors" as defined in the Securities and Futures
Ordinance (Cap. 571) of Hong Kong and any rules made under that Ordinance.
WARNING
The contents of this document have not been reviewed by any regulatory authority in Hong
Kong. You are advised to exercise caution in relation to the offer. If you are in any doubt
about the contents of this document, you should obtain independent professional advice.
Important information for Indian investors:
Southeastern Asset Management Inc.'s products and services are not being offered to the
public and are only for private placement purposes. This marketing material is addressed
solely to you and is for your exclusive use. Any offer or invitation by Southeastern is capable
of acceptance only by you and is not transferrable. This marketing material has not been
registered as a prospectus with the Indian authorities. Accordingly, this may not be
distributed or given to any person other than you and should not be reproduced, in whole or
in part. This offer is made in reliance to the private placement exemption under Indian laws.

22

For Professional Investors Only

Important information for Italian investors:
No offering of shares of the Longleaf Partners Unit Trust comprised of the Longleaf Partners
Global UCITS Fund and Longleaf Partners Asia Pacific UCITS Fund (the "Funds") has been
cleared by the relevant Italian supervisory authorities. Thus, no offering of the Funds can be
carried out in the Republic of Italy and this marketing document shall not be circulated
therein – not even solely to professional investors or under a private placement – unless the
requirements of Italian law concerning the offering of securities have been complied with,
including (i) the requirements set forth by Article 42 and Article 94 and seq. of Legislative
Decree No 58 of February 24 1998 and CONSOB Regulation No 11971 of May 14 1999, and (ii)
all other Italian securities tax and exchange controls and any other applicable laws and
regulations, all as amended from time to time. We are sending you the attached material as
a follow up to the specific request received by you. You are fully aware that the Funds have
not been registered for offering in Italy pursuant to the Italian internal rules implementing
the UCITS IV directive. Therefore, you are expressly fully aware that the Italian protections
granted by the applicable legal framework would not apply and you would be exclusively
responsible for the decision to invest in the Funds. Moreover, you represent that you would
only invest directly or on behalf of third parties to the extent that this is fully lawful and you
comply with any conduct of business rules applicable to you in connection with such
investment. You agree to refrain from providing any document relating to the Funds to any
party unless this is fully compliant with applicable law.
Important information for Jersey investors:
Financial services advertisement. This document relates to a private placement and does not
constitute an offer to the public in Jersey to subscribe for the Shares offered hereby. No
regulatory approval has been sought to the offer in Jersey and it must be distinctly understood
that the Jersey Financial Services Commission does not accept any responsibility for the
financial soundness of or any representations made in connection with the Fund. The offer
of Shares is personal to the person to whom this document is being delivered by or on behalf
of the Fund, and a subscription for the Shares will only be accepted from such person. This
document may not be reproduced or used for any other purpose.
Important information for Monaco investors:
The Longleaf Partners UCITS Funds described in this document have not been registered for
sale in Monaco under applicable law. Neither the Longleaf Partners UCITS Funds nor its
agents are licensed or authorized to engage in marketing activities in
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Monaco. Any marketing or sale of Longleaf Partners UCITS Funds will be undertaken or
made in strict compliance with applicable law in Monaco. By receiving this document, each
recipient resident in Monaco acknowledges and agrees that it has contacted the Longleaf
Partners UCITS Funds at its own initiative and not as a result of any promotion or publicity
by the Longleaf Partners UCITS Funds or any of its agents or representatives. Monaco
residents acknowledge that (1) the receipt of this document does not constitute a solicitation
from the Longleaf Partners UCITS Funds for its products and/or services, and (2) they are
not receiving from the Longleaf Partners UCITS Funds any direct or indirect promotion or
marketing of financial products and/or services. This document is strictly private and
confidential and may not be (1) reproduced or used for any purpose other than evaluation of
a potential investment in the Longleaf Partners UCITS Funds by the intended recipient, or
(2) provided to any person or entity other than the intended recipient.
Important information for New Zealand investors:
No shares are offered to the public. Accordingly, the shares may not, directly or indirectly, be
offered, sold or delivered in New Zealand, nor may any offering document or advertisement
in relation to any offer of the shares be distributed in New Zealand, other than: (A) to persons
whose principal business is the investment of money or who, in the course of and for the
purposes of their business, habitually invest money or who in all circumstances can be
properly regarded as having been selected otherwise than as members of the public; or (B) in
other circumstances where there is no contravention of the Securities Act 1978 of New
Zealand.
Important Information for Oman investors:
The Longleaf Partners APAC UCITS Fund has not been registered or approved by the Central
Bank of Oman, the Oman Ministry of Commerce and Industry, the Oman Capital Market
Authority or any other authority in the Sultanate of Oman. Southeastern Asset Management,
Inc. has not been authorized or licensed by the Central Bank of Oman, the Oman Ministry of
Commerce and Industry, the Oman Capital Market Authority or any other authority in the
Sultanate of Oman, for discretionary investment management within the Sultanate of Oman.
The shares in the Longleaf Partners APAC UCITS Fund have not and will not be listed on any
stock exchange in the Sultanate of Oman. No marketing of any financial products or services
has been or will be made from within the Sultanate of Oman and no subscription to any
securities, products or financial services may or will be consummated within the Sultanate of
Oman. Southeastern Asset Management, Inc. is not a licensed broker, dealer, financial
advisor or investment advisor licensed under the laws applicable in the Sultanate of Oman,
and, as such, does not advise individuals resident in the Sultanate of Oman as to the
appropriateness of investing in or purchasing or selling securities or other financial products.
Nothing contained in this document is intended to constitute investment, legal, tax,
accounting or other professional advice in, or in respect of, the Sultanate of Oman. This
document is confidential and for your information only and nothing is intended to endorse
or recommend a particular course of action. You should consult with an appropriate
professional for specific advice rendered on the basis of your situation.
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Important Information for Qatar investors:
This document is not intended to constitute an offer, sale or delivery of the Longleaf Partners
UCITS Funds or other securities under the laws of the State of Qatar. The offer of the Longleaf
Partners UCITS Funds has not been and will not be licensed pursuant to Law No. 8 of 2012
("QFMA Law") establishing the Qatar Financial Markets Authority ("QFMA") and the
regulatory regime thereunder (including in particular the QFMA Regulations issued vide
QFMA Board Resolution No.1 of 2008, QFMA Offering and Listing Rulebook of Securities of
November 2010 ("QFMA Securities Regulations") and the Qatar Exchange Rulebook of
August 2010) or the rules and regulations of the Qatar Financial Centre ("QFC") or any laws
of the State of Qatar. The document does not constitute a public offer of securities in the State
of Qatar under the QFMA Securities Regulations or otherwise under any laws of the State of
Qatar. The Longleaf Partners UCTIS Funds are only being offered to a limited number of
investors, less than a hundred in number, who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Funds. No transaction will be
concluded in the jurisdiction of the State of Qatar (including the QFC).
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a
solicitation for investments from members of the public in terms of CISCA and do not
constitute an offer to the public as contemplated in section 99 of the Companies Act. The
addressee acknowledges that it has received this Document and any of its Supplement(s) in
the context of a reverse solicitation by it and that this Document and any of its Supplement(s)
have not been registered with any South African regulatory body or authority. A potential
investor will be capable of investing in only upon conclusion of the appropriate investment
agreements. This document is provided to you for informational purposes only. For more
information, including a prospectus and simplified prospectus, potential eligible investors
should call Gwin Myerberg at 44 (0)20 25 7479 4212 or gmyerberg@SEasset.com. Ms.
Myerberg is a Representative employed by Southeastern Asset Management, which accepts
responsibility for her actions within the scope of her employment. Potential eligible investors
should read the prospectus and simplified prospectus carefully, considering the investment
objectives, risks, charges, and expenses of the product, before making any investment
decision. Past performance is no guarantee of future performance. The value of investments,
and the income from them, may fall or rise and investors may get back less than they invested.
Southeastern Asset Management is an authorized financial services provider with FSP No.
42725.
Important information for Spanish investors:
The sale of the shares of Longleaf Partners Global UCITS Fund and Longleaf Partners Asia
Pacific UCITS Fund (the "Funds") which this document refers to have not been registered
with the Spanish National Securities Market Commission ("Comision Nacional del Mercado
de Valores") pursuant to Spanish laws and regulations and do not form part of any public
offer of such securities in Spain. Accordingly, no shares in the Funds may be, and/or are
intended to be publicly offered, marketed or promoted, nor any public offer in respect thereof
made, in Spain, nor may these documents or any other offering materials relating to the offer
of shares in the Fund be distributed, in the Kingdom of Spain, by the Distributor or any other
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person on their behalf, except in circumstances which do not constitute a public offering and
marketing in Spain within the meaning of Spanish laws or without complying with all legal
and regulatory requirements in relation thereto. This document and any other material
relating to Fund shares are strictly confidential and may not be distributed to any person or
any entity other than its recipients.
Important information for Swedish investors:
The following materials are intended only for qualified investors. This material shall not be
reproduced or publicly distributed. The Longleaf Partners Unit Trust is not authorised under
the Swedish Investment Funds Act. The shares of the Fund are being offered to a limited
number of qualified investors and therefore this document has not been, and will not be,
registered with the Swedish Financial Supervisory Authority under the Swedish Financial
Instruments Trading Act. Accordingly, this document may not be made available, nor may
the shares otherwise be marketed and offered for sale in Sweden, other than in circumstances
which are deemed not to be an offer to the public in Sweden under the Financial Instruments
Trading Act.
Important information for Swiss investors:
The jurisdiction of origin for the Longleaf Partners UCITS Funds is Ireland. The
representative for Switzerland is ARM Swiss Representatives SA., Route de Cite-Ouest 2, 1196
Gland. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1, 8022
Zurich. The Prospectus, the KIID, the Trust Deed, as well as the annual and semi-annual
reports may be obtained free of charge from the representative in Switzerland. The current
document is intended for informational purposes only and shall not be used as an offer to buy
and/or sell shares. The performance shown does not take account of any commissions and
costs charged when subscribing to and redeeming shares. Past performance may not be a
reliable guide to future performance.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated
investors: (a) upon their request and confirmation that they understand that neither
Southeastern Asset Management, Inc. nor the Longleaf Partners Asia Pacific UCITS Fund
have been approved or licensed by or registered with the United Arab Emirates Central Bank
("UAE Central Bank"), the Securities and Commodities Authority ("SCA"), the Dubai
Financial Services Authority ("DFSA") or any other relevant licensing authorities or
governmental agencies in the United Arab Emirates (including the DIFC),nor has the
placement agent, if any, received authorization or licensing from the UAE Central Bank, SCA,
the DFSA or any other relevant licensing authorities or governmental agencies in the United
Arab Emirates (including the DIFC); (b) on the condition that it will not be provided to any
person other than the original recipient, is not for general circulation in the United Arab
Emirates (including the DIFC) and may not be reproduced or used for any other purpose; and
(c) on the condition that no sale of securities or other investment products in relation to or in
connection with either Southeastern Asset Management, Inc. or the Longleaf Partners Asia
Pacific UCITS Fund is intended to be consummated within the United Arab Emirates
(including in the DIFC). Neither the UAE Central Bank, SCA nor the DFSA have approved
this document or any associated documents, and have no responsibility for them. The shares
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in the Longleaf Partners Asia Pacific UCITS Fund are not offered or intended to be sold
directly or indirectly to retail investors or the public in the United Arab Emirates (including
the DIFC). No agreement relating to the sale of the shares is intended to be consummated in
the United Arab Emirates (including the DIFC). The shares to which this document may
relate may be illiquid and/or subject to restrictions on their resale. Prospective investors
should conduct their own due diligence on the shares. If you do not understand the contents
of this document you should consult an authorized financial advisor.
Important information for U.K. investors:
The KIID and Full Prospectus (including any supplements) for this Fund are available from
Southeastern Asset Management International (U.K.) Limited which is authorized and
regulated by the Financial Conduct Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a)
persons who have professional experience in matters relating to investments falling within
article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 (as amended) (the "Order") or (b) high net worth entities and other persons to whom it
may be otherwise lawfully be communicated, falling within Article 49(2) of the Order (all such
persons being referred to as "relevant persons"). This document must not be acted on or
relied on by persons who are not relevant persons. Any investment activity to which this
document relates is available only to relevant persons and will be engaged in only with
relevant persons. Any person who is not a relevant person should not act or rely on this
document or any of its contents.

Asia Pacific UCITS
Fund Commentary
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Portfolio Returns on 31/3/22 – Net of Fees

Calendar Year Total Returns (%)
Past performance does not predict future returns.

APAC UCITS
(Class I USD)
MSCI AC Asia
Pacific Index (USD)
APAC UCITS
(Class I GBP)
MSCI AC Asia
Pacific Index (GBP)

2014

2015

2016

2017

2018

2019

2020

2021

-1.30

-2.74

12.29

37.94

-21.45

18.58

10.97

-14.70

-1.39

-1.96

4.89

31.67

-13.52

19.36

19.71

-1.46

--

--

--

7.75

-16.94

14.04

7.50

-13.77

--

--

--

8.18

-8.14

14.75

16.01

-0.55

Additional Performance Information (%)
Past performance does not predict future returns. The following performance is additional to, and should be read
only in conjunction with, the performance data presented above.

Since
Inception
2/12/2014

1Q22

1 Year

3 Year

5 Year

APAC UCITS (Class I USD)

-7.48

-26.97

-4.23

-0.49

2.67

MSCI AC Asia Pacific Index

-5.98

-9.48

6.48

6.62

5.96

Relative Returns

-1.50

-17.49

-10.71

-7.11

-3.29

*Source: Bloomberg; Periods longer than one year are annualized

Selected Indices*

1Q22

1 Year

3 Year

5 Year

Hang Seng Index (HKD)

-5.66

-20.53

-6.13

1.31

TOPIX Index (JPY)

-1.29

1.80

9.43

7.58

TOPIX Index (USD)

-6.47

-7.37

6.09

5.71

MSCI Emerging Market (USD)

-6.98

-11.37

4.94

5.98

*Source: Bloomberg; Periods longer than one year are annualized

Commentary
The Fund returned -7.48% in the first quarter, trailing the MSCI AC Asia Pacific Index, primarily due to the
Fund's overweight position in Hong Kong/China, which has experienced extraordinary volatility during the
quarter — even by Asian standards.
The quarterly returns don't truly reflect the extreme intra-quarter and daily volatility we experienced.
Volatility in Chinese tech stocks, as represented by the KraneShares CSI China Internet Fund ETF (KWEB),
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was severe—it was down over 42% at its lowest point, yet finished the quarter down 22%. Four unrelated
events combined to compound the extreme volatility in March:
1)
2)
3)
4)

The Russia-Ukraine War
Covid resurgence in China
Chinese ADR delisting fears
Rising inflation fears and ensuing tighter monetary conditions in the US

Importantly, only one (Covid disruption) out of these four events has a direct, though transitory, impact
on the underlying fundamentals of our companies. The remaining three events are all about short-term
sentiment.

Source: FactSet

China declared its friendship with Russia as having "no limits" with no "forbidden areas of cooperation"
just days before Russia invaded Ukraine on February 24th. The market assumed the worst case—that
China would be dragged into the conflict by supporting Russia and suffer from the same drastic economic
sanctions that have left the Russian economy on the verge of collapse, with about half of its foreign
exchange reserves frozen. Economic growth and the social stability that comes with it are of paramount
importance to the Chinese Communist Party. Western sanctions on China would have major
consequences (on both sides), so we believe that China will not actively support the invasion and will do
the minimum necessary to prevent the US from imposing secondary sanctions on China. China has too
much to lose from western sanctions. China needs to keep its manufacturing engine running and
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continue exporting to the West to ensure employment in an already weak macro environment. It also
depends on Western inputs to produce goods such as iPhones. About half of China's exports go to the
US and the EU, and its largest import is semiconductors, an industry dominated by Taiwanese and US
technology. Furthermore, the bulk of its $3.2 trillion of foreign exchange reserves is in the US and EU,
which are at risk of being frozen. On the other hand, imposing sanctions on China would further dent an
already fragile global supply chain and fuel inflation, becoming a political hot button in the US.
On top of Russia-Ukraine sanction fears, China is currently suffering from its worst episode of Covid since
Wuhan, with about 373 million people in 45 cities, making up 40% of its economy under complete or
partial lockdown, based on estimate from Nomura economists. Major cities have been locked down,
including Shanghai and Shenzhen. Shanghai, a city with 25 million residents, is locked down to perform
extensive Covid testing. It is the epicenter of China's worst virus outbreak so far. Retail sales and travel
have plunged, and already weak property sales have weakened further. Covid is rampant in Hong Kong,
with death rates per capita among the highest in the world because a large percentage of Hong Kong's
elderly are unvaccinated. China faces the same problem, with about 20% of its elderly above 60 years not
fully vaccinated – around 50 million people. In Zhuhai, for example, as of March 8th, only 60% of those
over 70 years old have been vaccinated. China's under-resourced hospital system cannot deal with an
uncontrolled outbreak of Covid variants, given their low vaccination levels and lack of mRNA vaccines
(currently under clinical trials).
Further compounding the volatility in March, an initial batch of 11 Chinese companies were placed on the
"Provisional list of issuers identified under the Holding Foreign Companies Accountable Act (HFCAA),"
which starts the clock on a three-year timeline leading to the delisting of the ADRs from US stock
exchanges. Despite many ADRs already being dual-listed in Hong Kong, investors in Chinese ADRs
panicked. News of potential ADR delisting fueled share price volatility despite having no effect on
companies' business fundamentals.
In advance of delisting, investors can simply convert their ADRs into Hong Kong listed shares. This is what
we have done with our holdings in Alibaba and Baidu. Chinese ADRs could also list in Hong Kong without
issuing equity at value-dilutive prices. In fact, more than a decade ago, that's what Melco Resorts did. The
company completed a dual primary listing by way of introduction in Hong Kong. We hold two ADRs —
Melco Resorts (MLCO) and JOYY (YY) — which don't have secondary listings. That said, they could
potentially change auditors to solve the issue. The overwhelming majority of our exposure to Melco is
through our holding Melco International, listed in HK, not Melco Resorts. Currently, the Public Company
Accounting Oversight Board (PCAOB) cannot review audit papers of auditors in Mainland China and Hong
Kong. However, in the case of JOYY and Melco, most of their assets are outside of Hong Kong and
Mainland China. JOYY's China business was sold to Baidu and is currently awaiting approval from the
competition authorities. JOYY is a Singapore company with most operations outside China. Melco is a
Cayman company with no operations in Mainland China. One quick solution could be to change auditors
from Hong Kong or mainland China to Singapore. One company that we do not hold, but that serves as
a good example of corrective action, is BeiGene. The company recently switched auditors to Ernst &
Young USA from Ernst & Young China for its US Securities and Exchange Commission (SEC) audit reports
to avoid a de-listing in the US. We have not converted the small amount of CK Hutchison exposure we
hold via ADRs, as they are unsponsored Level 1 ADRs. CK Hutchison does not have an annual reporting
obligation with the SEC and is not covered under the HFCAA.
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In April, in a significant concession to US regulators, Chinese regulators proposed to revise the rule
regulating how Chinese companies listed overseas should handle confidential and sensitive information.
Chinese authorities are preparing to give US regulators full access to audit working papers of the majority
of the 200+ Chinese ADRs. This potentially paves the way for US-China audit cooperation and reduces
Chinese ADR de-listing risk.
Shifting a company's primary listing to Hong Kong will be beneficial in attracting new investors. It will
enable them to be listed on the Hong Kong Stock Connect program, allowing mainland Chinese investors
to invest in Hong Kong-listed stocks. Chinese ADRs/overseas-listed stocks are suffering from capitulation
primarily from foreign investors. However, the earnings and fundamentals of the Chinese ADRs and dual
listed companies we own are not imploding. On the contrary, they are still growing, despite macro
weakness. We firmly believe that if the earnings remain resilient, stock prices will invariably follow in time.
While it takes years to build strong franchises with resilient earnings streams, market sentiment can
change on a dime. Chinese investors are taking advantage of the noise, buying these strong franchises
on the Hong Kong Stock Exchange at bargain prices as shown in the charts below. So are we!

Southbound Turnover on the HK Stock Exchange

Source: Bloomberg

Notably, both the multiples and earnings are currently depressed due to China’s zero Covid policy and
consumption slowdown.
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On March 16th, Vice-Premier Liu He chaired a special Financial Stability and Development Committee
(FSDC) meeting to restore market confidence. The meeting readout addressed market worries, driving a
dramatic recovery in the Chinese capital markets. Market commentators likened Liu He's declaration to
China's "Draghi moment" when the European Central Banker (ECB) Mario Draghi declared in 2011 that
the ECB is "ready to do whatever it takes to preserve the euro. And believe me, it will be enough."

Key Points:
1.
2.
3.
4.

Carry out more easing policies to support the economy in Q1 and pledged to "actively introduce
market-friendly policies "to maintain stable operation of the capital market."
He called for "effective risk prevention and mitigation solutions" to deal with the struggling property
sector.
Signaled a quick end to Beijing's 'anti-monopoly' policies, tasking "relevant agencies with completing
rectification work on large platform companies as soon as possible."
Suggested that both sides are making decent progress and deliberating concrete resolutions on the
auditing dispute between the China Securities Regulatory Commission (CSRC) and the Public Company
Accounting Oversight Board (PCAOB).

Most importantly, the meeting stated that for all policies that could have a major impact on the capital
market, financial regulators must be consulted in advance to maintain stability and coherence of policy
expectations. The FSDC will coordinate this process and hold those accountable for failing to consult the
regulators ahead of policy announcements, indicating disciplinary actions (using the powerful anticorruption watchdog).
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On April 6th, Premier Li Keqiang chaired a State Council executive meeting to further stress "maneuvering
monetary policy tools to bolster real economy." The State Council "decided to use monetary policy tools
as appropriate to more effectively support growth of the real economy." Just a few days later, on April 11th,
Premier Li emphasized in another meeting that authorities shall “add a sense of urgency” in implementing
existing policies to deal with the mounting downward pressures. Given the macro headwinds China is
facing and the targets set for GDP growth, we believe more aggressive financial support will be launched
to stimulate economic activity. China's supportive policy is in stark contrast to the US, tapering asset
purchases, raising the federal funds rate, and shrinking its balance sheet. In China, we have already seen
new bank lending rise above expectations in March, confirming that the government followed through on
its statements around loosening monetary policy.
We live in an unprecedented world for our generation. We have a full-scale war in Europe, a cold war
between China and the US, high inflation for the first time in decades, high energy prices, and a reversal
of decades of globalization and trade integration. The financial system has also been used as a weapon
against rogue states to an extent not imagined by most players. Investors now have to worry more about
the safety of foreign currencies and securities – even for government bonds previously thought of as riskfree. As inflation and interest rates increase, eroding the value of longer duration free cash flows, it has
become even more critical to seek higher-yielding and faster-growing free cash flow (FCF) generating
assets with pricing power. Despite interest rates spiking upwards in the US, real yields on US treasuries
remain negative. While this may be the cost of "safety," this is no longer the case for foreign governments
like Russia, which had the vast majority of its US and European government bond holdings frozen. This
loss of "safety" premium negatively affects governments that fund their current account deficits with
foreign borrowings.
10 YR TIPS vs. 10 Year China Govt Real Yield

Nominal Yield Curve: US & China

Source: Bloomberg

With the Hang Seng China Index offering double-digit earning yields that are growing faster than inflation
and Chinese government bonds offering positive real yields, the opportunity set is compelling in Greater
China. In Hong Kong, insiders have been voting with their feet. In Q4 2021, insiders bought 9x more than
insiders sold on the Hong Kong stock exchange (revised up from the 3x last reported by 2iQ). In March,
during the extreme market volatility, the insider buy-sell ratio was around 6x, according to 2iQ.
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In the China tech space, buyback activity has quickly accelerated. Alibaba led the pack with its $25 billion
buyback program, which was upsized from $15 billion and from $10 billion the year before. In the first
nine months (April-Dec) of the fiscal year, the company repurchased $7.7 billion, and in the March quarter
has repurchased $1.5 billion so far – a $10 billion annual run rate. Given the ridiculously low valuation
levels of Alibaba, this makes a lot of sense.

"We believe that the market has not placed sufficient value on Alibaba's business in terms of how it's being
driven by this multi-engine strategy. The full value of each of these businesses is not being reflected in
where we're at today. And this is a big part of the reason why we're pursuing a share buyback strategy.”
Alibaba CEO Daniel Zhang, February 24th, 2022
Recently, we've heard market commentary that the Chinese tech sector is controlled and owned by the
government. We don’t subscribe to this blanket opinion. The capital allocation decision to repurchase
shares on this scale and the significant cost-cutting and employee lay-offs among our investees in the
China tech sector do not reflect a government's typical actions, but rather the efforts of owner-managers
focused on increasing shareholder value.
Alibaba is not alone in re-allocating significant cash flow towards share repurchase to take advantage of
the opportunity created by volatility. Many Chinese companies have recently announced buybacks, to
name a few: Tencent, Xiaomi, Vipshop, Weibo, JD.com, JD Health, Ping An, Ping An Healthcare, and YUM
China. The record scale of buybacks among the worst-hit overseas-listed Chinese companies has been
encouraging, demonstrating focus on creating shareholder value and reflecting confidence in their
companies' prospects.
We have also seen significant share repurchases across our portfolio. Besides Alibaba, Tencent's buyback
is also noteworthy. Before entering the earnings blackout period in January, Tencent was repurchasing
about HK$200mm per day, doubling last year's pace. In March, Tencent returned to the market and
ramped up the buyback pace to HK$300mm per day post blackout. Year-to-date, Tencent is the largest
share repurchaser on the Hong Kong stock exchange; with a $16 billion special dividend of JD.com shares,
which we received in the quarter, and a regular cash dividend, our shareholder return has been about
4.1%. JOYY is another one that warrants honorable mention. In the most recent quarter, the company
allocated over $200mm towards buybacks, more than what was repurchased in 2020. While the absolute
amount is not the largest, it is significant considering the $3 billion market capitalization of JOYY. It is
encouraging that JOYY has about $1 billion remaining in its repurchase authorization that it intends to
deploy fully this year. Seria, the Japanese 100 yen operator, which we re-initiated as an investment during
the quarter, repurchased shares for the first time since listing in 2003, reflecting the compelling valuation
of the company and the positive evolution of CEO Kawaii-san's thinking on capital allocation. Baidu, CK
Hutchison, Man Wah, and Prosus have also repurchased shares in the quarter. Furthermore,
management at CK Asset, Man Wah, New World Development, and Prosus bought shares in the last few
months.

Outlook
We have added more personal capital to the strategy in March, as we believe valuations are the most
attractive since the GFC. Will China trade at a perpetual discount moving forward? We don't think so, but
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even if it does – there is an immense opportunity to be in the right companies as they close that massive
discount to a more reasonable discount versus global peers.

Portfolio Changes
As you would expect during periods of high volatility, we made a lot more changes than usual to take
advantage of opportunities. We initiated four new investments – two in Japan (Oisix and Seria) and two in
China (Man Wah and a dual-listed ADR that we’ll discuss next quarter). Among the new buys, Seria and
Man Wah are repeat investments. We also increased our investment in Alibaba and Tencent, as prices
declined even further in the quarter, as China tech bore the brunt of the volatility. We exited Dairy Farm
and Health and Happiness and reduced six other investments to fund the new investments.

New Investments
During the quarter, we invested in Japanese online fresh food retailer Oisix ra daichi (Oisix). Maybe akin
to an online version of Whole Foods, Oisix is an online retailer specializing in subscription sales and
delivery of organic meal kits, fresh food products, and ingredients. The company has three domestic
brands—Oisix, Daichi wo Mamoru Kai (Daichi), Radish Boya, and a US brand Purple Carrot that all offer
home delivery services. Meal kits that can be prepared in 20 minutes account for 40% of revenues, with
other quality fresh food groceries accounting for the rest. Customers typically sign up for a box of meal
kits or fresh foods to be delivered on average 2-3x per month, with an average monthly spend of 12k yen
for its largest product line Oisix and an average monthly spend of 23k yen for its upscale Daichi brand.
In contrast to the typical e-commerce (EC) website, where one-off purchases account for most sales, most
Oisix customers are subscribers to a weekly/bi-weekly home delivery service. Each week, customers can
add or delete items as necessary from a recommended list of products found in their shopping carts.
Because the orders received from customers are passed along to producers, the company can usually
avoid holding inventory at its distribution centers, keeping spoilage costs significantly below other online
supermarkets and brick-and-mortar retailers.
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Perishable fresh food is the unconquered territory where nearly all online players are loss-making. Unlike
traditional EC, fresh food EC has much higher logistics requirements in shorter delivery time and end-toend temperature-controlled logistics to ensure product quality. The harsh unit economics results in low
margins. Unlike most online food/grocery delivery players, Oisix is profitable, generates positive cash flow,
and enjoys high returns on invested capital. Oisix generates 50% gross margins, 20% EBITDA margins
pre-CAC & pre-corporate expenses, and 7% consolidated EBITDA margins. In the last ten years to March
2021, Oisix has generated 2.9x more after-tax operating cash flow than the company has spent on Capex
and acquisitions. Oisix targets 10% corporate EBITDA margins in the medium term primarily through
operating leverage. We view this target as achievable, if not conservative. The largest global comparable,
HelloFresh achieved 13.5% adjusted EBITDA margins in 2020 during COVID. While 2020 was a bumper
Covid year, HelloFresh projects 10-15% long-term EBITDA margins, with their more mature regions
generating higher than 20% EBITDA margins. This is in-line with another listed competitor Marley Spoons'
stated long-term operating EBITDA margin potential of 15+%.
The stock pulled back meaningfully because of the concerns around Oisix being a Covid reopening loser,
the entrance of German competitor HelloFresh in Japan, and short-term operational issues due to
opening a new distribution center. With very low online food/grocery penetration in Japan, Covid boosted
the market's awareness of online food/grocery/meal kit delivery and allowed the company to accelerate
market growth cheaply. Combined with competitor HelloFresh's entrance in Japan, market awareness
should continue to grow. Oisix, which has built an extensive direct from farm supply chain network and
strong brand equity, will be the primary beneficiary of market growth. In January, a relocation issue at
Oisix’s Ebina distribution center led to delays in deliveries, which attracted media attention and caused
investor concerns. Oisix quickly fixed the logistics issue, and the churn rate did not increase meaningfully,
indicating that customers remained loyal. The new distribution center will expand shipping capacity,
improve operating efficiency, and consolidate multiple facilities. We took advantage of the volatility and
initiated an investment in the company.
Through our investments in numerous fragmented industries in Japan, we realized that the consumer
typically pays high prices because the wholesale distribution system takes a sizeable portion of the value
chain. However, if the retailer is large enough, they have the power to disintermediate the wholesale
distribution system and go direct to source, retaining more margin. Oisix captures most of the value chain
by going directly to the farmer. In Japan, the farmer typically only receives 30% of the final retail price, and
70% goes to the multiple distribution layers between farmer and consumer. As a result, Oisix has a 50%
gross margin, significantly higher than a typical supermarket operator's 30% gross margin.
Man Wah, the leading recliner sofa manufacturer in China, is a company that we have successfully owned
previously that we re-initiated in the quarter. The market’s short-term concern about the Chinese real
estate segment was evident in the stock price pullback, whereas we believe Man Wah can continue to
grow and expand product penetration. Man Wah is the world's No.1 recliner sofa company. We have
witnessed over the years that Man Wah has transformed from an ODM exporter into a mainly domestic
branded sofa manufacturer. In China, its Cheers brand recliner had 59% market share in 2020, up from
less than 20% ten years ago. For every two recliners sold in China, at least one is from Man Wah. Despite
its dominant share in recliners, Man Wah still has a long runway for growth because of the low penetration
of recliners and the fragmentation of the upholstered furniture market in China. We are encouraged to
see that Man Wah's growth rate increased as it gained scale, and its competitive moats in the brand and
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channel strength widened over its peers, compounding the business and generating over 20% ROE. We
have a 60% owner-operator — Wong Man Li — at the helm, who has a track record of buying back shares
and increasing his stake in the company when the shares are cheap, as he has done this quarter. We
were able to buy this business for about 12x earnings during the first quarter, similar to the price we paid
before. However, the company's business and its competitive moat have improved significantly since we
last owned Man Wah.
Seria, the second-largest 100 yen store operator in Japan, is another company that we re-initiated in the
quarter. The 100 yen industry in Japan is facing tough post-Covid comps and cost pressures from inflation
and a weaker yen. Furthermore, there are concerns that the industry could become more competitive,
with the #3 player Can Do being taken over by Aeon, one of the largest retail groups in Japan. As a result,
Seria's share price derated from these market concerns. Aside from owner-operator Kawaii, Seria's most
significant competitive advantage lies in its proprietary data analysis system, which provides insights on
popular products and enables efficient operations. 100-yen shops are specialized retail, and neither Can
Do, nor Aeon can run this format well. While Aeon could provide some good store locations to Can Do,
we do not think the competitive landscape will be altered materially. Seria's industry-leading operating
margins, ample net cash, and positive FCF enables the company to bear near-term cost pressure and
emerge stronger as the industry grows and consolidates. Adding to our comfort is the management team
led by CEO Eiji Kawai, whose family owns around 30%, and the recent initiation of a share buyback program
for the first time to take advantage of this opportunity. We paid below 12x maintenance FCF, an even
more attractive price than when we first owned Seria.

Portfolio Review
1Q22
Contribution to
Portfolio
Return (%)

Total
Return
(%)

Top Five
CK Hutchison
Undisclosed
Oisix ra Daichi
CK Asset
MGM China

+0.57
+0.44
+0.37
+0.27
+0.06

+14
+37
+24
+8
+5

Bottom Five
Redbubble
Melco International
L’Occitane
Gree Electric Appliances
Prosus

-1.60
-1.31
-1.29
-0.77
-0.73

-51
-24
-20
-12
-36

CK Hutchison (CKH), a conglomerate of telecommunications, health & beauty, infrastructure, and global
ports, was a top contributor for the quarter. It reported a solid full-year 2021 result with overall revenue
up 10% YoY and EBITDA up 15% YoY. The port division had the strongest recovery, with profits already

11
For Professional Investors Only

above the pre-Covid levels, and the positive momentum is holding up in 2022. The retail business
benefited from a low base in 2020, with stores in Western Europe outperforming those in China. The
resurgence of Omicron in China will put further pressure on the recovery of store performance in the
region. The telecom division had profits decline by mid-single digits in local currencies, mainly driven by
Italy, where competition continued to intensify, and the wholesale revenue from Iliad Italia declined after
Iliad built its network. What is encouraging is that the UK regulator has indicated its intention to deemphasize the number of players in the market, which may open up consolidation opportunities that will
benefit 3 UK. In March, CKH finally obtained conditional approval for its UK tower sale to Cellnex, the
biggest and last tranche of six tower asset disposal deals first announced in 2020. Upon completion, the
UK telecom tower disposal will bring in 3.7 billion euros, representing around 15% of the current market
cap of CKH. Management has indicated that a portion of the proceeds will be used for share buyback,
which is an excellent, value accretive use of proceeds at the current 7x earnings, 5% dividend yield of CKH.
CK Asset (CKA), the Hong Kong and China real estate and global infrastructure company, was a top
contributor for the quarter. CKA announced full-year results with a final dividend above investor
expectations. The total dividend for 2021 recovered to above pre-Covid level in 2019. Both development
property and investment property businesses were largely on track with expectations. Losses from UK
pub operations greatly narrowed last year compared to 2020. Barring a further lockdown in the UK, this
division should start to contribute profits in 2022. In March, CKA sold a London office tower - 5 Broadgate
- to the Korean National Pension Service for £1.2 billion or less than a 4% cap rate. This is above our
appraisal and the total return from this building over a less than four-year holding period is 45% ROI.
Together with the aircraft leasing business disposal announced in December last year, asset sale proceeds
would provide enough cash for the company to launch more aggressive shareholder return activities or
engage in other value accretive transactions. CKA also confirmed that parties had expressed an interest
in London electricity distributor UK Power Networks Holdings Limited during the quarter. CKA's 20%
equity interest in the rumored enterprise value offer of £15 billion is equivalent to about 10% of CKA's
market capitalization.
Redbubble, the leading print-on-demand marketplace operator, was a detractor for the quarter. The
company posted weak first-half results, which led to a strong sell-down of the stock. Its revenue was
broadly in-line with expectations, but its EBITDA was significantly below, driven by lower gross margin,
higher paid acquisition costs, and higher operating costs. Redbubble's gross profit margin deteriorated
by 270bps on a YoY basis to 36% in the second quarter due to cost inflation and unfavorable product mix.
Gross profit after paid acquisition margin in the quarter also fell to 20% as paid acquisition costs as a
percentage of marketplace revenue recorded an all-time high. This was the result of the company
increasing customer acquisition spending and promotional activities amidst intensified competition.
Management downgraded the topline guidance from slightly above fiscal year June 2021 underlying
marketplace revenue to slightly below the fiscal year 2021 underlying marketplace revenue, further
disappointing the market. However, management reiterated its medium-term target of $1.25 billion in
marketplace revenue and a 13-18% EBITDA margin. The market is skeptical of Redbubble's execution
capability to deliver the results, but based on our conversations with the management team and our
network, we think the management team is solid, and continued new hires will add more expertise to the
fast-growing business in a large, underpenetrated TAM.
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Interestingly, one of our Macau holdings, MGM China was a contributor, while Melco International was a
top detractor. Both the companies did well operationally among their peer group, reporting strong fourthquarter results beating our expectations. MGM China continues to gain market share in the all-important
premium mass segment. Melco was the best Macau casino operator in terms of sequential EBITDA
improvements in 4Q21, thanks to its solid mass operations and tight cost controls. Both the companies
have strong liquidity and can sustain cash burn for over two years under an unlikely zero revenue scenario.
However, these quarterly results are not relevant when the demand is subdued due to Covid-related travel
restrictions in the Greater China region. Melco CEO Lawrence Ho shared a cautious outlook on the nearterm reopening prospects given ongoing Covid resurgence in China and its zero-Covid policy.
While the underlying fundamentals are exactly the same for both of our Macau holdings, the key reason
for the divergence in their stock price performance is negative sentiment related to ADR delisting risk for
Melco Resorts. We own Hong Kong-listed Melco International whose subsidiary Melco Resorts (MLCO) is
listed in the US. MLCO has a Hong Kong auditor, and the US Public Company Accounting Standards Board
(PCAOB) cannot conduct inspections in Hong Kong. As of today, we do not see any near-term delisting
risk, and the issue needs to be resolved before the 2024 annual report filings. Even in the case of delisting,
there are realistic solutions, such as listing the stock on the Hong Kong stock exchange or merging with
Melco International. Many scenarios are value-neutral to value accretive, so we see the current valuation
as unwarranted.
While the timing of travel resumption remains unclear, we remain confident that the long-term demand
for Macau and gaming is solid. Macau will be the biggest beneficiary of Chinese outbound tourism. It will
benefit further from China's government development of the Greater Bay Area. Both MGM China and
Melco should enjoy stronger growth than peers with their leading position in the premium mass segment.
Gree Electric Appliances, the dominant air conditioner manufacturer in China, was a top detractor for the
quarter. Rising raw material prices (copper) and relatively weak consumer demand are challenges facing
the air conditioner industry in China. Since March, the Covid resurgence and lockdown across several
cities has added near-term pressure on the industry. The good news is that the industry's competitive
landscape is stable, and the leading players are all increasing prices to pass on the cost pressure. In
addition, Gree has consolidated Dun'An, one of its upstream component suppliers, which should create
additional savings and synergies along the supply chain. With over US$10 billion in net cash, industryleading operating margins, and positive FCF, Gree should be able to navigate through the current industry
headwinds. In January, Gree also announced its shareholder return plan for the next three years, including
twice a year dividend distributions and a 50% dividend payout ratio floor. The stock is trading at a 7%
yield, and we think there is further room for the company to announce another share buyback program
this year after buying 8.7% of the company from the past three programs.
Prosus, a global consumer internet group, was a top detractor for the quarter. Tencent, which accounts
for 85% of Prosus’s NAV, has faced pressures from weak macro and regulatory headwinds. High base
effects and proactive initiatives to reduce minors' game play temporarily slowed down Tencent's domestic
game growth, despite its international game business growing strongly. The regulatory crackdown on the
after-school tutoring sector and reduced ads inventory impacted Tencent's ads businesses. In contrast,
Tencent made solid progress with new initiatives, increasing viewership, user time spent in video accounts,
and strong user growth in SaaS. We believe in Tencent's long-term sustainable growth with intrinsic
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capabilities and strong dominance across business lines despite short-term headwinds. Meanwhile,
geopolitical risk and rising interest rates have impacted Prosus's global e-commerce portfolio NAV. Prosus
has exposure to Russia through Avito, the leading classifieds business in Russia. Avito accounts for a low
single-digit percentage of NAV, but a more meaningful 20% of group FCF. Additionally, higher interest
rates and tighter liquidity conditions negatively impacted valuations of long-duration, high-growth, lossmaking businesses such as food delivery company Delivery Hero. The company remains confident that
its balance sheet can support incremental investments at much better valuations today while maintaining
an investment grade rating. The NAV discount has widened to record highs despite a sizable $10 billion
buyback in the last 12 months and the share exchange offer in August 2021. We believe this NAV discount
is unwarranted and are confident that our management team is working on initiatives to narrow this
discount. Our management partners Bob van Dijk (CEO) and Basil Sgourdos (CFO), personally bought a
significant amount of shares in the market, highlighting their confidence in the business.
L'Occitane International, the natural and organic-based beauty products company, was a detractor in the
quarter after being the top contributor in the fourth quarter and 2021. L'Occitane was affected by the
severe outbreak of Covid in Hong Kong in February, resulting in the strictest social distancing measures
to date. This was followed by the worst outbreak of Covid and overall consumption slowdown in Mainland
China in March. Hong Kong and Mainland China are L'Occitane’s largest markets, accounting for about
26% of the company's sales and an even larger share of profits. Furthermore, Russia accounts for about
3% of group revenues. Being a Hong Kong-listed company, L'Occitane was caught in the violent downdraft
of the Hong Kong capital markets. However, we remain confident in L'Occitane's long-term prospects.
Growth should accelerate when Covid lockdowns ease in Hong Kong and Mainland China.

See the following pages for important disclosures.
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The Fund is actively managed. It uses the MSCI AC Asia Pacific Index (USD) (Ticker: M1AP) as a ‘comparator
benchmark’ to compare the performance of the Fund against, but which is not used to constrain portfolio
composition or as a target for the performance of the Fund.
Risk/Reward Profile: As this Fund has such a broad selection of investment choices, there are many factors
that could affect performance. These could include changes in the performance of different industrial
sectors and individual securities. The performance of the Class I GBP Shares may also be affected by the
exchange rate with U.S. Dollars, the currency in which the Fund is denominated, as the Investment
Manager will not purchase financial instruments to mitigate any such potential changes. Because the
Fund generally invests in 20 to 25 companies, each holding could have a greater impact on the Fund's
performance than if a greater number of securities were held. Because the Fund invests in companies
located in the Asia Pacific Region, negative events related to the Asia Pacific Region could have agreater
adverse impact on performance than in a more geographically diversified Fund. Investment in China and
other emerging markets may expose the Fund to more social, political, regulatory, and currency risks than
securities in developed markets. A party with whom the Fund contracts with regard to the Fund's assets
may fail to meet its obligations or become bankrupt which may expose the Fund to a financial loss.
Derivatives may fluctuate in value rapidly and certain derivatives may introduce leverage which may result
in losses that are greater than the original amount invested. Losses to the Fund may occur as a result of
human error, system and/ or process failures, inadequate procedures or controls. The value of the shares
may go down as well as up and investors may not get back the amount invested. For a more detailed
explanation of these and other risks please refer to the Prospectus under the "Risk Factors and Special
Considerations" section.
This is a marketing communication. Please refer to the link below for the Prospectus and other offering
documentation before making any final investment decision. A Prospectus is available for the Fund and
key investor information documents (“KIIDs”) are available for each share class of the Fund. The Fund’s
Prospectus can be obtained from www.southeasternasset.comand is available in English. The KIIDs can
be obtained from this website and are available in one of the official languages of each of the EU Member
States into which each share class has been notified for marketing under the Directive 2009/65/EC (THE
“UCITS Directive”). Full information on associated risks can be found in the Prospectus and KIIDs. In
addition, a summary of investor rights is available on this website. The summary is available in English. The
Fund is currently notified for marketing into a number of EU Member States under the UCITS Directive.
KBA Consulting Management Limited (“KBA”), the management company, can terminate such notifications
for any share class of the Fund at any time using the process contained in Article 93a of the UCITS
Directive.
Any subscription may only be made on the terms of the Prospectus and subject to completion of a
subscription agreement.
P/V ("price-to-value") is a calculation that compares the prices of the stocks in a portfolio to Southeastern's
appraisal of their intrinsic values. The ratio represents a single data point about a Fund and should not be
construed as something more. P/V does not guarantee future results, and we caution investors not to give
this calculation undue weight.
"Margin of Safety" is a reference to the difference between a stock's market price and Southeastern's
calculated appraisal value. It is not a guarantee of investment performance or returns.
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Important information for Australian investors:
Southeastern Asset Management, Inc. ("Southeastern") and Southeastern Asset Management, Inc.
Australia Branch, ARBN 155383850, a US company ("Southeastern Australia Branch"), have authorised the
issue of this material for use solely by wholesale clients (as defined in the Corporations Act 2001 (Cth)) of
Southeastern or of any of its related bodies corporate. By accepting this material, a wholesale client agrees
not to reproduce or distribute any part of the material, nor make it available to any retail client, without
Southeastern's prior written consent.
Southeastern and Southeastern Australia Branch are exempt from the requirement to hold an Australian
financial services licence (AFSL) under the Corporations Act 2001 (Cth) in respect of financial services, in
reliance on ASIC Class Order 03/1100, a copy of which may be obtained at the web site of the Australian
Securities and Investments Commission, http://www.asic.gov.au.
The class order exempts bodies regulated by the US Securities and Exchange Commission (SEC) from the
requirement to hold an AFSL where they provide financial services to wholesale clients in Australia on
certain conditions. Financial services provided by Southeastern are regulated by the SEC, which are
different from the laws applying in Australia.
Important information for Belgian investors:
This document and the information contained herein are private and confidential and are for the use on a
confidential basis only by the persons to whom such material is addressed. This document does not
constitute and may not be construed as the provision of investment advice, an offer to sell, or an invitation
to purchase, securities in any jurisdiction where such offer or invitation is unauthorized. The Longleaf
Partners Global UCITS Fund and Longleaf Partners Asia Pacific UCITS Fund have not been and will not be
registered with the Belgian Financial Services and Markets Authority (Autoriteit voor financiële diensten
en markten/ Autorité des services et marchés financiers) as a foreign collective investment undertaking
under Article 127 of the Belgian Law of July 20th 2004 on certain forms of collective management of
investment portfolios. The offer in Belgium has not been and will not be notified to the Financial Services
and Markets Authority, nor has this document been nor will it be approved by the Belgian Financial Services
and Markets Authority. The shares issued by the Funds shall, whether directly or indirectly, only be offered,
sold, transferred or delivered in Belgium to individuals or legal entities who are Institutional or Professional
Investors" in the sense of Article 5§3 of the Belgian Law of July 20th 2004 on certain forms of collective
management of investment portfolios (as amended from time to time), acting for their own account and the
offer requires a minimum consideration of €250,000 per investor and per offer. Prospective investors are
urged to consult their own legal, financial and tax advisers as to the consequences that may arise from an
investment in the Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE REGISTERED
WITH ANY SECURITIES EXCHANGE COMMISSION OR OTHER SIMILAR AUTHORITY IN BRAZIL,
INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE COMMISSION (COMISSÃO DE
VALORES MOBILIÁRIOS - "CVM"). SUCH PRODUCTS WILL NOT BE DIRECTLY OR INDIRECTLY
OFFERED OR SOLD WITHIN BRAZIL THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY
BRAZILIAN LAW AND BY THE RULES ISSUED BY CVM, INCLUDING LAW NO. 6,385 (DECEMBER
7TH, 1976) AND CVM RULE NO. 400 (DECEMBER 29TH, 2003), AS AMENDED FROM TIME TO TIME,
OR ANY OTHER LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE.
ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN LAWS AND
REGULATIONS AND BY THE RULES ISSUED BY THE CVM, INCLUDING LAW NO. 6,385 (DECEMBER
7TH, 1976) AND CVM RULE NO. 400 (DECEMBER 29TH, 2003), AS AMENDED FROM TIME TO TIME,
OR ANY OTHER LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE, MUST NOT BE
PERFORMED WITHOUT SUCH PRIOR REGISTRATION. PERSONS WISHING TO ACQUIRE THE
PRODUCTS OFFERED HEREUNDER IN BRAZIL SHOULD CONSULT WITH THEIR OWN COUNSEL AS
TO THE APPLICABILITY OF THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION
THEREFROM. [WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND SOLICITATION IS LIMITED
TO QUALIFIED INVESTORS AS DEFINED BY CVM RULE NO. 409 (AUGUST 18TH, 2004), AS
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AMENDED FROM TIME TO TIME OR AS DEFINED BY ANY OTHER RULE THAT MY REPLACE IT IN
THE FUTURE. THIS DOCUMENT IS CONFIDENTIAL AND INTENDED SOLELY FOR THE USE OF THE
ADDRESSEE AND CANNOT BE DELIVERED OR DISCLOSED IN ANY MANNER WHATSOEVER TO
ANY PERSON OR ENTITY OTHER THAN THE ADDRESSEE.
Important information for Danish investors:
Each Fund's prospectus has not been and will not be filed with or approved by the Danish Financial
Supervisory Authority or any other regulatory authority in Denmark and the shares have not been and are
not intended to be listed on a Danish stock exchange or a Danish authorized market place. Furthermore,
the shares have not been and will not be offered to the public in Denmark. Consequently, these materials
may not be made available nor may the shares otherwise be marketed or offered for sale directly or
indirectly in Denmark.
Important information for Guernsey investors:
Neither the Guernsey Financial Services Commission nor the States of Guernsey Policy Council take any
responsibility for the financial soundness of the Longleaf Partners UCITS Funds or for the correctness of
any of the statements made or opinions expressed with regard to it. If you are in any doubt about the
contents of this document you should consult your accountant, legal or professional adviser or financial
adviser.
Southeastern Asset Management has taken all reasonable care to ensure that the facts stated in this
document are true and accurate in all material respects, and that there are no other facts the omission of
which would make misleading any statement in the document, whether of facts or of opinion. It should be
remembered that the price of Fund shares and the income from them can go down as well as up.
Important information for Hong Kong investors:
No person may offer or sell in Hong Kong, by means of any document, any Shares other than (a) to
"professional investors" as defined in the Securities and Futures Ordinance (Cap. 571) of Hong Kong and
any rules made under that Ordinance; or (b) in other circumstances which do not result in the document
being a "prospectus" as defined in the Companies Ordinance (Cap. 32) of Hong Kong or which do not
constitute an offer to the public within the meaning of that Ordinance. No person may issue, or have in its
possession for the purposes of issue, whether in Hong Kong or elsewhere, any advertisement, invitation or
document relating to the Shares, which is directed at, or the contents of which are likely to be accessed or
read by, the public in Hong Kong (except if permitted to do so under the securities laws of Hong Kong)
other than with respect to Shares which are or are intended to be disposed of only to persons outside Hong
Kong or only to "professional investors" as defined in the Securities and Futures Ordinance (Cap. 571) of
Hong Kong and any rules made under that Ordinance.
WARNING
The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are
advised to exercise caution in relation to the offer. If you are in any doubt about the contents of this
document, you should obtain independent professional advice.
Important information for Indian investors:
Southeastern Asset Management Inc.'s products and services are not being offered to the public and are
only for private placement purposes. This marketing material is addressed solely to you and is for your
exclusive use. Any offer or invitation by Southeastern is capable of acceptance only by you and is not
transferrable. This marketing material has not been registered as a prospectus with the Indian authorities.
Accordingly, this may not be distributed or given to any person other than you and should not be
reproduced, in whole or in part. This offer is made in reliance to the private placement exemption under
Indian laws.
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Important information for Italian investors:
No offering of shares of the Longleaf Partners Unit Trust comprised of the Longleaf Partners Global UCITS
Fund and Longleaf Partners Asia Pacific UCITS Fund (the "Funds") has been cleared by the relevant Italian
supervisory authorities. Thus, no offering of the Funds can be carried out in the Republic of Italy and this
marketing document shall not be circulated therein – not even solely to professional investors or under a
private placement – unless the requirements of Italian law concerning the offering of securities have been
complied with, including (i) the requirements set forth by Article 42 and Article 94 and seq. of Legislative
Decree No 58 of February 24th 1998 and CONSOB Regulation No 11971 of May 14th 1999, and (ii) all other
Italian securities tax and exchange controls and any other applicable laws and regulations, all as amended
from time to time. We are sending you the attached material as a follow up to the specific request received
by you. You are fully aware that the Funds have not been registered for offering in Italy pursuant to the
Italian internal rules implementing the UCITS IV directive. Therefore, you are expressly fully aware that
the Italian protections granted by the applicable legal framework would not apply and you would be
exclusively responsible for the decision to invest in the Funds. Moreover, you represent that you would
only invest directly or on behalf of third parties to the extent that this is fully lawful and you comply with
any conduct of business rules applicable to you in connection with such investment. You agree to refrain
from providing any document relating to the Funds to any party unless this is fully compliant with
applicable law.
Important information for Jersey investors:
Financial services advertisement. This document relates to a private placement and does not constitute an
offer to the public in Jersey to subscribe for the Shares offered hereby. No regulatory approval has been
sought to the offer in Jersey and it must be distinctly understood that the Jersey Financial Services
Commission does not accept any responsibility for the financial soundness of or any representations made
in connection with the Fund. The offer of Shares is personal to the person to whom this document is being
delivered by or on behalf of the Fund, and a subscription for the Shares will only be accepted from such
person. This document may not be reproduced or used for any other purpose.
Important information for Monaco investors:
The Longleaf Partners UCITS Funds described in this document have not been registered for sale in Monaco
under applicable law. Neither the Longleaf Partners UCITS Funds nor its agents are licensed or authorized
to engage in marketing activities in Monaco. Any marketing or sale of Longleaf Partners UCITS Funds will
be undertaken or made in strict compliance with applicable law in Monaco. By receiving this document,
each recipient resident in Monaco acknowledges and agrees that it has contacted the Longleaf Partners
UCITS Funds at its own initiative and not as a result of any promotion or publicity by the Longleaf Partners
UCITS Funds or any of its agents or representatives. Monaco residents acknowledge that (1) the receipt of
this document does not constitute a solicitation from the Longleaf Partners UCITS Funds for its products
and/or services, and (2) they are not receiving from the Longleaf Partners UCITS Funds any direct or
indirect promotion or marketing of financial products and/or services. This document is strictly private
and confidential and may not be (1) reproduced or used for any purpose other than evaluation of a potential
investment in the Longleaf Partners UCITS Funds by the intended recipient, or (2) provided to any person
or entity other than the intended recipient.
Important information for New Zealand investors:
No shares are offered to the public. Accordingly, the shares may not, directly or indirectly, be offered, sold
or delivered in New Zealand, nor may any offering document or advertisement in relation to any offer of
the shares be distributed in New Zealand, other than: (A) to persons whose principal business is the
investment of money or who, in the course of and for the purposes of their business, habitually invest money
or who in all circumstances can be properly regarded as having been selected otherwise than as members
of the public; or (B) in other circumstances where there is no contravention of the Securities Act 1978 of
New Zealand.

18
For Professional Investors Only

Important Information for Oman investors:
The Longleaf Partners APAC UCITS Fund has not been registered or approved by the Central Bank of Oman,
the Oman Ministry of Commerce and Industry, the Oman Capital Market Authority or any other authority
in the Sultanate of Oman. Southeastern Asset Management, Inc. has not been authorized or licensed by the
Central Bank of Oman, the Oman Ministry of Commerce and Industry, the Oman Capital Market Authority
or any other authority in the Sultanate of Oman, for discretionary investment management within the
Sultanate of Oman. The shares in the Longleaf Partners APAC UCITS Fund have not and will not be listed
on any stock exchange in the Sultanate of Oman. No marketing of any financial products or services has
been or will be made from within the Sultanate of Oman and no subscription to any securities, products or
financial services may or will be consummated within the Sultanate of Oman. Southeastern Asset
Management, Inc. is not a licensed broker, dealer, financial advisor or investment advisor licensed under
the laws applicable in the Sultanate of Oman, and, as such, does not advise individuals resident in the
Sultanate of Oman as to the appropriateness of investing in or purchasing or selling securities or other
financial products. Nothing contained in this document is intended to constitute investment, legal, tax,
accounting or other professional advice in, or in respect of, the Sultanate of Oman. This document is
confidential and for your information only and nothing is intended to endorse or recommend a particular
course of action. You should consult with an appropriate professional for specific advice rendered on the
basis of your situation.
Important Information for Qatar investors:
This document is not intended to constitute an offer, sale or delivery of the Longleaf Partners UCITS Funds
or other securities under the laws of the State of Qatar. The offer of the Longleaf Partners UCITS Funds
has not been and will not be licensed pursuant to Law No. 8 of 2012 ("QFMA Law") establishing the Qatar
Financial Markets Authority ("QFMA") and the regulatory regime thereunder (including in particular the
QFMA Regulations issued vide QFMA Board Resolution No.1 of 2008, QFMA Offering and Listing
Rulebook of Securities of November 2010 ("QFMA Securities Regulations") and the Qatar Exchange
Rulebook of August 2010) or the rules and regulations of the Qatar Financial Centre ("QFC") or any laws of
the State of Qatar. The document does not constitute a public offer of securities in the State of Qatar under
the QFMA Securities Regulations or otherwise under any laws of the State of Qatar. The Longleaf Partners
UCTIS Funds are only being offered to a limited number of investors, less than a hundred in number, who
are willing and able to conduct an independent investigation of the risks involved in an investment in such
Funds. No transaction will be concluded in the jurisdiction of the State of Qatar (including the QFC).
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a solicitation for
investments from members of the public in terms of CISCA and do not constitute an offer to the public as
contemplated in section 99 of the Companies Act. The addressee acknowledges that it has received this
Document and any of its Supplement(s) in the context of a reverse solicitation by it and that this Document
and any of its Supplement(s) have not been registered with any South African regulatory body or authority.
A potential investor will be capable of investing in only upon conclusion of the appropriate investment
agreements. This document is provided to you for informational purposes only. For more information,
including a prospectus and simplified prospectus, potential eligible investors should call Gwin Myerberg at
44 (0)20 25 7479 4212 or gmyerberg@SEasset.com. Ms. Myerberg is a Representative employed by
Southeastern Asset Management, which accepts responsibility for her actions within the scope of her
employment. Potential eligible investors should read the prospectus and simplified prospectus carefully,
considering the investment objectives, risks, charges, and expenses of the product, before making any
investment decision. Past performance is no guarantee of future performance. The value of investments,
and the income from them, may fall or rise and investors may get back less than they invested. Southeastern
Asset Management is an authorized financial services provider with FSP No. 42725.
Important information for Spanish investors:
The sale of the shares of Longleaf Partners Global UCITS Fund and Longleaf Partners Asia Pacific UCITS
Fund (the "Funds") which this document refers to have not been registered with the Spanish National
Securities Market Commission ("Comision Nacional del Mercado de Valores") pursuant to Spanish laws
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and regulations and do not form part of any public offer of such securities in Spain. Accordingly, no shares
in the Funds may be, and/or are intended to be publicly offered, marketed or promoted, nor any public offer
in respect thereof made, in Spain, nor may these documents or any other offering materials relating to the
offer of shares in the Fund be distributed, in the Kingdom of Spain, by the Distributor or any other person
on their behalf, except in circumstances which do not constitute a public offering and marketing in Spain
within the meaning of Spanish laws or without complying with all legal and regulatory requirements in
relation thereto. This document and any other material relating to Fund shares are strictly confidential and
may not be distributed to any person or any entity other than its recipients.
Important information for Swedish investors:
The following materials are intended only for qualified investors. This material shall not be reproduced or
publicly distributed. The Longleaf Partners Unit Trust is not authorised under the Swedish Investment
Funds Act. The shares of the Fund are being offered to a limited number of qualified investors and therefore
this document has not been, and will not be, registered with the Swedish Financial Supervisory Authority
under the Swedish Financial Instruments Trading Act. Accordingly, this document may not be made
available, nor may the shares otherwise be marketed and offered for sale in Sweden, other than in
circumstances which are deemed not to be an offer to the public in Sweden under the Financial Instruments
Trading Act.
Important information for Swiss investors:
The jurisdiction of origin for the Longleaf Partners UCITS Funds is Ireland. The representative for
Switzerland is ARM Swiss Representatives SA., Route de Cite-Ouest 2, 1196 Gland. The paying agent for
Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1, 8022 Zurich. The Prospectus, the KIID, the
Trust Deed, as well as the annual and semi-annual reports may be obtained free of charge from the
representative in Switzerland. The current document is intended for informational purposes only and shall
not be used as an offer to buy and/or sell shares. The performance shown does not take account of any
commissions and costs charged when subscribing to and redeeming shares. Past performance may not be
a reliable guide to future performance.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated investors: (a)
upon their request and confirmation that they understand that neither Southeastern Asset Management,
Inc. nor the Longleaf Partners Asia Pacific UCITS Fund have been approved or licensed by or registered
with the United Arab Emirates Central Bank ("UAE Central Bank"), the Securities and Commodities
Authority ("SCA"), the Dubai Financial Services Authority ("DFSA") or any other relevant licensing
authorities or governmental agencies in the United Arab Emirates (including the DIFC),nor has the
placement agent, if any, received authorization or licensing from the UAE Central Bank, SCA, the DFSA or
any other relevant licensing authorities or governmental agencies in the United Arab Emirates (including
the DIFC); (b) on the condition that it will not be provided to any person other than the original recipient,
is not for general circulation in the United Arab Emirates (including the DIFC) and may not be reproduced
or used for any other purpose; and (c) on the condition that no sale of securities or other investment
products in relation to or in connection with either Southeastern Asset Management, Inc. or the Longleaf
Partners Asia Pacific UCITS Fund is intended to be consummated within the United Arab Emirates
(including in the DIFC). Neither the UAE Central Bank, SCA nor the DFSA have approved this document
or any associated documents, and have no responsibility for them. The shares in the Longleaf Partners Asia
Pacific UCITS Fund are not offered or intended to be sold directly or indirectly to retail investors or the
public in the United Arab Emirates (including the DIFC). No agreement relating to the sale of the shares is
intended to be consummated in the United Arab Emirates (including the DIFC). The shares to which this
document may relate may be illiquid and/or subject to restrictions on their resale. Prospective investors
should conduct their own due diligence on the shares. If you do not understand the contents of this
document you should consult an authorized financial advisor.
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Important information for UK investors:
The KIID and Full Prospectus (including any supplements) for this Fund are available from Southeastern
Asset Management International (UK.) Limited which is authorized and regulated by the Financial Conduct
Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a) persons who have
professional experience in matters relating to investments falling within article 19(5) of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2001 (as amended) (the "Order") or (b) high
net worth entities and other persons to whom it may be otherwise lawfully be communicated, falling within
Article 49(2) of the Order (all such persons being referred to as "relevant persons"). This document must
not be acted on or relied on by persons who are not relevant persons. Any investment activity to which this
document relates is available only to relevant persons and will be engaged in only with relevant persons.
Any person who is not a relevant person should not act or rely on this document or any of its contents.
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Portfolio Returns at 31/12/21 – Net of Fees
Since
4Q21

1 Year

3 Year

5 Year

Inception
2/12/2014

APAC UCITS (Class I USD)

-5.48%

-14.70%

3.92%

3.99%

3.90%

MSCI AC Asia Pacific Index

-1.84%

-1.46%

12.08%

9.90%

7.11%

Relative Returns

-3.64%

-13.24%

-8.16%

-5.91%

-3.21%

Selected Indices*

4Q21

1 Year

3 Year

5 Year

Hang Seng Index (HKD)

-4.69%

-11.94%

-0.36%

4.50%

TOPIX Index (JPY)

-1.74%

12.75%

12.67%

8.00%

TOPIX Index (USD)

-4.93%

1.07%

11.10%

8.27%

MSCI Emerging Market (USD)

-1.31%

-2.54%

10.94%

9.88%

*Source: Bloomberg; Periods longer than one year are annualized

The Fund returned -5.48% in the fourth quarter and -14.7% for the year, trailing the MSCI AC
Asia Pacific Index for the quarter and the year. As discussed in prior letters, the disappointing
performance for the year stems primarily from our high exposure to Hong Kong (HK) and
overseas listed China shares. The fourth quarter was weak as Covid lockdowns re-accelerated
with the Delta variant's proliferation, and macro weakness slowed the Chinese economy. China's
real GDP growth decelerated from 7.9% in Q2 to 4.9% in Q3, and policy-induced debt defaults
in the Chinese real estate developer market hurt demand for residential property and overall
consumer sentiment.
The Fund's overweight allocation to Hong Kong and China-listed businesses drove the
overwhelming majority of the relative and absolute declines in the quarter and the year. Extreme
investor anxiety from several rounds of regulations in the Chinese technology, education, real
estate, and Macau gaming sectors, combined with the overall economic slowdown in China
caused extreme volatility during the quarter, allowing us to add to some of our investments at
highly attractive valuations.
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Performance Review
After a strong relative and absolute first half of the year, the portfolio gave up its initial gains in
the second half, as China and Hong Kong were unduly punished in the face of macro pressures
and regulatory uncertainty. The second half of the year developed very poorly for our "Covid reopening" and "China regulatory crackdown is overblown" themed portfolio resulting in a negative
23% absolute return, while the index declined by 6.2% in the second half. The last six months
of the year were marred by a second wave of the more transmissible Delta strain of Covid, which
resulted in severe lockdowns across Asia. We also experienced continued regulatory assault on
Big Tech in China, uncertainties in Macau gaming regulations, defaults by Chinese real estate
developers on their US dollar bonds, and generally heightened skittishness among international
investors for anything related to China.
The MSCI Zhong Hua (ZH) Index, a composite index comprising the MSCI China and Hong Kong
indices, was down over 19% in 2021 and 5.7% in the fourth quarter. Overseas listed China ADRs
were hit hard, with the MSCI Overseas China index down 38% in 2021 and 11.2% in December
alone, exacerbated by year-end tax-loss selling. The ZH Index underperformed the MSCI EAFE,
World, and S&P 500 by a stunning 30%, 41%, and 48%, respectively, in 2021, reflecting deep
pessimism of investors towards China and the extremely strong performance of developed
markets. The Hang Seng Index (HSI), where most of our Asian investments are listed,
underperformed the MSCI World Index by about 34% last year and traded at the cheapest level
relative to MSCI World since the Asian Financial Crisis in 1998. Trading at less than 10x forward
earnings, and with a 3.2% dividend yield, the HSI offers investors an attractive combination of
real yield and earnings growth in a low yield world.
Our investments made through the Hong Kong Stock Exchange and Stock Connect are even
more compelling, with companies such as Gree Electric trading at less than 10x free cash flow
(FCF) and offering a 7% dividend yield, or CK Hutchison trading at less than 6x earnings, and an
almost 5% dividend yield. The overwhelming majority of our HK listed and Stock Connect
companies including, Alibaba, Baidu, CK Asset, CK Hutchison, Gree Electric, L'Occitane, New
World Development, Tencent, and WH Group, repurchased record amounts of shares last year,
reflecting their compelling valuations.

3
For Professional Investors Only

Hang Seng Relative to MSCI AC World Index
The Hang Seng Index trades at cheapest level relative to world peers since 1998
1/1/1996 to 12/31/2021 (Local)
80
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Source: FactSet

The S&P 500 Index generated 26% annual returns over the past three years, about 16
percentage points better than its 20-year average. In contrast, the ZH index underperformed
its three and ten-year average annual returns by over 26 percentage points in 2021. The ZH
index's 30.5% underperformance in 2021 vs. the EAFE index compares to an annualized
underperformance of 0.6% over the past ten years. US Big Tech – Microsoft, Alphabet, and Apple
– were the three largest contributors to the S&P 500 index's 2021 gains. On the other hand,
Asian Big Tech – Alibaba, Tencent, and SoftBank – were three of the four largest detractors to
the MSCI AC Asia Pacific's 2021 negative returns, driven primarily by increased tech regulation
in China.
2021 has been an extraordinarily volatile year for capital markets in Greater China. US-China
tensions, China property concerns, regulatory changes across the Chinese education and
technology sectors, and Macau gaming license renewal uncertainty, on top of harsh Covidinduced border lockdowns, have contributed to extreme market volatility. The commentary
from the 3Q letter detailing our interpretation of and response to these events remains relevant.
We believe the worst is behind us regarding the uncertainty and fears from regulation in the
tech sector, Macau gaming, and overseas-listed variable interest entities (VIEs).
The VIE structure has allowed Chinese companies to skirt a formal prohibition on foreign
investment in internet services, but it has not been clear if policymakers would continue to
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tolerate these contractual arrangements. Concerns over the legality of VIE structures were put
to rest when the China Securities Regulatory Commission (CSRC) officially extended oversight of
offshore listing to Chinese firms with VIE structures in late December. This clarification removes
an existential tail risk of the prospect that VIE structures would be deemed illegal, wiping out the
value of foreign investors' holdings in such structures. According to the CSRC, "If complying with
domestic laws and regulations, companies with VIE structure are eligible to list overseas after
filing with the CSRC." i
We also reduced our Chinese ADR de-listing risk by converting our holdings into HK-listed
common stock where we could. JOYY, which doesn't have a HK listing, is not at high risk of being
forced to de-list from the US, as it is a company headquartered in Singapore with almost all its
business outside of China. After selling its Chinese live streaming business to Baidu last year
(awaiting regulatory approval), JOYY poses no significant data security risk to China.
The Cyberspace Administration of China (CAC) has made itself the arbiter of new and expansive
official concerns over data security in recent months. The CAC released final rules for
cybersecurity review in January 2022, which is positive for HK listings. These rules give the CAC
veto power over offshore listings with a broad definition of national security risk factors. While
the CSRC's rules apply to all "overseas" listings, the CAC's rules only apply to firms listing "in
foreign countries." The CAC rules exclude Hong Kong from automatic cybersecurity review, as
Hong Kong is not considered a foreign country under China's "one country two systems"
governance arrangement. This makes listing in Hong Kong even more attractive relative to the
US, apart from impending US imposed de-listing of Chinese ADRs, which may occur as early as
2023.
China's policy backdrop − the key driver of underperformance last year − is starting to turn
favorable. The annual Central Economic Work Conference (CEWC) was held in December to set
economic priorities for 2022. The top priority for 2022 is stabilizing the economy, and officials
should "be careful of introducing contractionary policies." While the CEWC still mentioned
"preventing the barbaric growth of capital" and "setting traffic lights," massive regulatory
tightening doesn't make sense in the face of demand contraction, supply shocks, and weakening
expectations. We believe the likelihood of any further meaningful ramp-up in regulation on the
real estate and tech sectors is low. ii
Government policy has shifted from structural reform to maintaining stability and economic
growth. At the end of December, the Peoples Bank of China (PBOC) cut its benchmark lending
rate for the first time in almost two years providing support to an economy showing strains from
a property slump and sporadic coronavirus outbreaks and lockdowns. An earlier decision by
the PBOC to lower banks' reserve requirement ratio came into effect in late December, freeing
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up 1.2 trillion yuan ($188 billion) worth of long-term funds. In January, China announced plans
to relax its "Three Red Lines" policy by excluding debt accrued from acquiring distressed assets
when calculating property developers' debt ratios. This will enable an orderly absorption of
stranded projects, enable industry consolidation, and provide much-needed relief to the real
estate sector.
Market concentration is a bigger problem in China than in the United States. The top three
Chinese e-commerce players control 84% of the online market vs. 51% in the US, and Alibaba
alone has a 56% share of the Chinese e-commerce market. In food delivery, the top three
Chinese players have 98% share vs. 83% in the US, and Meituan alone has a 67% share. In China,
Didi has a 90% share of the ride-hailing market, almost equivalent to Uber and Lyft's combined
market share in the US. The sheer scale of Chinese operators' e-commerce dominance –
particularly Alibaba – can be seen below. Alibaba alone represents about 18% of retail gross
merchandise value (GMV) in China. Anti-trust regulators globally are breaking down walled
gardens, forced exclusivity requirements imposed by platforms, and price discrimination (the
practice of showing different prices for the same product or service according to the analysis of
users' data). Considering the tech industry's very high market concentration and the digital
economy's sizeable 38.6% share of China's GDP, the urgency of China's anti-trust activity is
understandable.

Source: Alibaba, Global eCommerce Platform Ranking (Sep 2021) by GMV
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We think the worst of ‘Big Tech’ regulatory tightening is behind us. Anti-trust efforts will continue,
but the biggest cases – Alibaba, Meituan, and Tencent – have been completed. The rules for
cybersecurity review and listing overseas have also been released. The Chinese government's
goal is not to diminish or nationalize ‘Big Tech’; instead, it is to prevent the misuse of market
power.
Fears over drastic regulation of gaming in Macau, including potential revocation of gambling
licenses, subsided when the Macau government published its final report on the public
consultation on the Macau license re-tendering on December 23. Although the report was
merely a summary of public opinions gathered during the consultation period and not a final
position by the government, it was positive in several respects. The majority of opinions
supported at least six gaming concessions and disagreed with any distribution of profits
requiring prior government approvals. While the industry remains depressed in the face of
Covid-related lockdowns, Macau is poised to rebound quickly as pent-up demand is likely to fuel
a rapid return when borders ultimately re-open.
Our HK, Macau, and other Chinese investments were affected to varying degrees by a
resurgence of Covid-related lockdowns in the second half, as the Chinese government increased
efforts to contain the Delta variant. Omicron's higher transmissibility will make it more difficult
for China to maintain its "zero-Covid" strategy, exacting a greater toll on the economy, which is
reflected in share prices. As Macau and HK conform to Beijing's zero-Covid strategy, their
borders with each other should open faster, allowing more freedom of movement between HK,
Macau, and Mainland China. This will benefit our investments in HK and Macau, particularly our
investment in Melco and MGM China. The impact of further variants of Covid should decline
over time as vaccination rates and immunity climb, while serious disease and death rates decline.
The vaccination rate in China is approaching 90%, while Macau is at 70%, and HK is over 60%.
Recently we have seen death and infection rates decoupling. Even though virus cases continue
to surge, death rates are falling, and hospitalization rates are highest among the unvaccinated.
With its zero-Covid strategy, even China will have to live with Covid being endemic (especially
when mortality rates are very low), just like the common cold or flu, and balance lives with
livelihoods.

7
For Professional Investors Only

Is Greater China Investable?

Global Exposure to Chinese Securities

Chinese equities are attracting both local and
foreign investors

Value of renminbi-denominated stocks and bond
held by foreign investors exceeds US$1 trillion

Source: Bloomberg

Source: PBoC
* As of 9/30/21 (most recent Data); Exchange rate = $0.15

After a disappointing 2021 in the Chinese capital markets, many investors question whether
China is investable. Yet, foreign money continues to flow into mainland China. In fact, foreign
investment into the Chinese capital markets hit a record high in 2021, as did foreign direct
investment into Chinese industry. The KraneShares CSI China Internet Fund ETF (KWEB), which
tracks the CSI Overseas China Internet Index, was down 49% in 2021. Yet, a record $7 billion
flowed into the KWEB ETF last year, 11x more than the previous year’s $646 million inflow.
This is a testament to China’s attractiveness to global investors and their long-term confidence
in the Chinese economy. It is also a reflection of the search for yield and returns, as prospective
returns in the US look meager, with the S&P 500 trading at 23x earnings and US 10 year Treasury
yielding 1.6% -- or 62x FCF. With the Hang Seng China Index offering double-digit earning yields,
and Chinese government bonds offering positive real yields, foreign capital continues to flow
into the Chinese capital markets. China has shown no signs of limiting foreign investment in
Chinese equities listed in Hong Kong and the Mainland. While foreign investors have been
dumping offshore stocks, they are buying A-shares, and Chinese RMB bonds, with Stock Connect
inflows rising to record levels. Mainland investors were net buyers of Hong Kong shares in the
fourth quarter, taking advantage of the substantial disconnect between price and value.
While relative and absolute valuations make the region broadly attractive, as long-term, bottomup fundamental investors, “cheap” is never enough for us. One of the most compelling
qualitative cases for the “investability” of China and Hong Kong today is the high level of insider
purchase activity across the region and especially within our portfolio companies.
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It is well known that insider
buying is a strong indicator of a
stock’s
attractiveness.
Purchases made by US
executives outperformed the
S&P 500 over the ensuing 12
months by an average of five
percentage points between
2015 and 2020, according to a
TipRanks analysis. We firmly
believe that insiders possess
superior
information
to
minority investors.
Their
trading
activity
conveys
essential signals to the market,
especially in areas like China,
with less transparency and
higher volatility. At a time of
elevated
uncertainty
and
investor panic, it’s always
reassuring to see what insiders
— who have better access to
information and policymakers
than outside shareholders —
are doing with their money.
Insiders in Hong Kong are
taking advantage of the
dislocation in prices by buying
significant amounts of their
own companies. The number
of applications to the Hong
Kong Securities and Futures
Commission for privatization
and buybacks has increased
significantly
as
market
valuations
became
more
attractive.
In the last two
months of the year, there was

Applications for Privatization and Buyback

Source: Hong Kong Securities and Futures Commission; Bloomberg

Insider Buying vs. Hang Seng Price/Sales

Source: 2iQ Research; Bloomberg
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over 3x more insider buying than selling volume on the Hong Kong stock exchange, surpassing
the levels seen in February 2020, when Covid fears rocked markets across the globe. The high
level of insider buying, the spike in net buying of HK listed Chinese company shares by Mainland
investors in the fourth quarter, and the vast underperformance of HK relative to other markets,
give us significant confidence in prospective returns from our HK/Chinese investments.
Active insider buying in HK contrasts sharply with record levels of insider selling in the US,
reflecting the high valuations of the US capital markets. While large insider sales have been wellpublicized at market darlings like Tesla, Meta Platforms (Facebook), Google, and Microsoft, the
trend is across the board. According to InsiderScore, insiders at US-listed companies sold $165
billion of stock in 2021, 2.4x the average since 2008. In 2021, US insiders sold 23x more than
they bought. In Hong Kong, we saw record levels of insider buying in the last two years alone.

Outlook
The Fund is fully invested with a substantial list of on-deck opportunities. Despite recent
underperformance, the high level of insider buying by locals, unprecedented levels of share
repurchases and shareholder distributions, the vast underperformance of Hong Kong relative
to other markets, and the strong fundamentals of our high-quality businesses and aligned
management partners give us significant confidence in the prospects of our Asian investments.
Your portfolio managers have also added personal capital to the strategy in the last two quarters.
We are confident that this year's detractors are poised to be strong drivers of absolute and
relative outperformance from today's depressed levels.

S&P 500 P/E minus Hang Seng Index P/E
Difference in P/E Ratio Next Twelve Months (1/1/2003 to 12/31/2021) in Local Currency
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We believe the market trend of paying ever-higher multiples for revenue growth at the expense
of profitability and reasonable multiples has led to a once-every-few-decades divergence in our
portfolio vs. the index. This is most obvious in US markets, with valuations at elevated levels on
nearly any metric. We believe that the US-dollar-led, Federal Reserve-enabled, growth stockleveraged, meme stock fueled, speculative binge has peaked. Monetary policy is now changing
course, with the US Federal Reserve tapering bond purchases, and signaling multiple rate hikes
in 2022. Tech stocks are no longer outperforming, and the SPAC craze has fizzled.
China is heading in the opposite direction. After severe regulatory tightening in several
industries in 2021, a zero-Covid strategy with numerous city-wide lockdowns, and a lack of fiscal
or monetary stimulus, policymakers have begun easing and providing support to sectors that
have been hit hard, particularly in the real estate sector. Policy easing measures, such as
increasing bank credit to China’s battered property sector, will positively affect consumption,
confidence, and equity markets. The regulatory crackdown has subsided, and clarity has been
provided for overseas investors fearful of VIEs, data security, and ADR de-listing risk.
Just as interest rates increasing from record lows in the US is a headwind for long-duration US
equities and fixed income, Chinese interest rates' decreasing is a tailwind for the Chinese capital
markets.

We are confident that our concentrated portfolio comprising strong businesses, run by owneroperators, currently trading at a highly attractive price-to-value ratio will deliver significant
outperformance in the years ahead.
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New Investment
We initiated an investment in Redbubble during the third quarter. Redbubble operates a printon-demand marketplace under the Redbubble.com and TeePublic.com brands that connects
independent artists with customers. While headquartered in Australia, the company sells more
than 90% of its merchandise internationally, with North America accounting for about 70% of
the gross transaction value (GTV). The company operates through a broad network of fulfillers
who produce and distribute the final product to consumers. Redbubble has 728,000 artists with
over 1 billion items on the marketplace, selling to about 9.5 million unique customers, which is
growing fast. The business has a massive runway for growth. Redbubble's selling artist
community grew 7.6x from FY2015 to FY2021, while its customer base grew 6.6x. Artists can
upload their artworks on the platform, and customers can search and purchase various
products that have the artwork printed on them. The beauty of Redbubble’s business model is
that the company holds no inventory. When a customer orders the product (Redbubble receives
cash upon sale), the order is automatically sent to the closest fulfiller who manufactures the
product and directly ships it to the customer, while paying artists about two weeks later and
fulfillers about four weeks later. This negative working capital provides funding to fuel growth
on top of its A$99 million net cash position. Redbubble's unit economics are attractive: For
example, out of every $100 in GTV, $15 is paid to the artists, $44 is paid to fulfillers, and
Redbubble keeps the remaining $29 after payment of processing fees and taxes. If you view
Redbubble's business as a take rate business like a 3P retailer, Redbubble's effective take rate is
29%, which is very high and indicates the platform's value to artists.
Its business model is underpinned by a marketplace flywheel (network effect) whereby the more
artists you have, the more artwork and unique content you have, which attracts more customers.
If you have more customers, you will build better fulfillment networks and attract more artists
onto the platform. The network effect continuously strengthens its moat against the
competition. With increasing volume, Redbubble will have stronger bargaining power with the
fulfillers. As you get bigger, you provide more value to customers and accrue more resources
to improve the product. Once you have a strong network effect, entering or replicating the
marketplace business becomes increasingly difficult.
Redbubble's stock price has been very volatile. This high volatility indicates that many market
participants struggle with valuing the business in the post-Covid era. However, each time we
talk to the new CEO Michael Ilczynski and hear him discuss his medium to long-term strategy,
we are more convinced about the prospects of the business. The market's biggest concern
seems to be the near-term EBITDA margin expectation, which is in the mid-single-digit range due
to increased investments (mostly headcount in product and engineering and data analytics). The
market is also worried that Redbubble – a pandemic winner – will be a re-opening loser. While
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short-term comparables vs. last year's Covid fueled year may be challenging, we are confident
that Redbubble will continue to grow rapidly in the mid to long term.

Portfolio Review
We added to our China and Macau exposure buying highly discounted securities as panic, fear,
and opportunity increased. While we continue to hold Prosus, we added Tencent directly to the
portfolio in the third quarter, and further expanded our exposure to existing China tech names
Alibaba, JOYY, and Tongcheng Travel throughout the year. We also added to Gree Electric and
China Lesso, which were affected by weak home sales, a fragile real estate industry, macro
concerns, and higher commodity input prices. We trimmed our Japan and India investments as
they appreciated and reallocated the proceeds to fund our increased China investments.
4Q21

2021

Contribution
to Portfolio
Return (%)

Total
Return
(%)

Contribution
to Portfolio
Return (%)

Total
Return
(%)

Top Five
L’Occitane

+1.07

+22

Top Five
L’Occitane

+2.19

+65

CK Asset

+0.43

+9

Hitachi

+1.04

+40

Jollibee
Prosus

+0.37

+5

CK Asset

+0.77

+28

+0.13

+5

Trip.com

+0.69

+30

New World Development

+0.11

+2

Richemont

+0.65

+25

Bottom Five
Tongcheng

-1.31

-24

-2.94

-66

H&H International

-0.80

-34

Bottom Five
MGM China
Alibaba

-2.51

-48

Redbubble

-0.75

-25

Melco International

-2.30

-38

-2.08

-47

-2.04

-55

JOYY

-0.70

-16

JOYY

Alibaba

-0.66

-16

H&H International
’

L'Occitane International, the natural and organic-based beauty products company, was the top
contributor for the quarter and the year. L'Occitane had a strong first-half performance in the
six months ending in September, with revenues up 12.9% and like-for-like sales up 18.6%. Its
first-half operating profit margin increased by a strong 6.1 percentage points to 11.3%,
benefiting from operating leverage and efficiency gains, including from the Chapter 11 exercise
in the US. Management indicated that Q4 sales were strong, with November Double 11 sales
in China very strong. The company enjoyed 45% growth on Tmall during Double 11, and even
higher growth on JD.com. Management upgraded its operating profit margin expectations for
the year from 14%+ to 15%, and increased growth expectations from low-teens to low-to-midteens for the fiscal year ending March 2022. On the M&A front, the company acquired 83% of
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premium US body care maker Sol de Janeiro, known for its Bum Bum cream, the number one
skincare SKU in Sephora North America, for an attractive $450 million enterprise value. Sol de
Janeiro is a fast-growing brand that generates 21% EBITDA margins and grew revenues about
70% last year. With 83% of Sol de Janeiro's sales in North America, L'Occitane believes it can
achieve significant synergies by plugging Sol de Janeiro into its global network to accelerate the
growth of the business. Sol de Janeiro also gives L'Occitane access to a younger and dynamic
customer base, namely Millennials and Gen Z, complementing L'Occitane's mostly older client
base. We are optimistic about the elevation of HK-based Andre Hoffmann to CEO last
September. We have followed Andre, who has been responsible for much of L'Occitane's
success in Asia since its IPO in 2010, and have great respect for his business and capital
allocation skills. We believe that his first significant capital allocation decision as CEO – the
acquisition of Sol de Janeiro – is an intelligent shareholder-accretive use of capital.
Hitachi Limited, a Japanese conglomerate, was a top contributor for the year. This year, Hitachi
has demonstrated a steady recovery, with profits surpassing pre-Covid levels. Its IT segment
continued to deliver record-high earnings at a 10% operating profit margin. Hitachi Astemo, the
auto part business, fell slightly behind expectations due to the global semiconductor shortage,
and its recent discovery of inappropriate conduct (falsification of quality tests) put further
pressure on this division. Hitachi remains confident about its prospects and has kept its 10%
corporate operating margin target for the next financial year. In terms of M&A activity, the
acquisition of GlobalLogic, a digital engineering company, will further expand Hitachi's Lumada
IT business. The addition of Thales’ Ground Transportation Systems will strengthen Hitachi Rail's
capability in signaling and train control systems. While Hitachi Metals' sale is delayed, Hitachi
expects the divestiture to occur in the next fiscal year.
CK Asset (CKA), the Hong Kong and China real estate and global infrastructure company, was a
top contributor for the quarter and year. In March, CKA offered to buy stakes in infrastructure
assets from the founder's foundation via shares and structured a tender offer of shares to offset
the dilution. After receiving feedback from various shareholders, CKA enlarged the tender offer
size, which resulted in a net reduction in share count, and the transaction was completed in
June. The net effect was that CKA bought infrastructure assets for HK$17 billion cash at about
8.3x EBITDA, which we viewed as fair, and repurchased a net HK$2.4 billion shares at HK$51 per
share. The market was pleasantly surprised by CKA and the Li family buying more shares after
closing the infrastructure acquisition. Since CKA is severely undervalued, this wasn't too
surprising. In its most recent circular, an independent appraisal assessed CKA's NAV at over
HK$130 per share, highlighting CKA's real estate portfolio value and the deep discount at which
CKA currently trades. During the year, the company also initiated asset disposals to crystallize
value. Other than selling Shanghai City Link in September to Hysan for RMB 3.5 billion, CKA
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reached an agreement in December to sell its entire aircraft leasing business above our
appraisal, for HK$33 billion.
Trip.com, the largest online travel agency (OTA) in China, was a top contributor for the year. We
initiated the position in 2019 when Trip.com's business was under pressure due to social unrest
in Hong Kong, noise around forced de-listing of Chinese ADRs, and an overhang from Baidu
selling its stake. We added to our investment in 2020 when Covid-related travel restrictions
further impacted its international travel business (over 35% of the company's pre-Covid
revenue). Despite revenue being down 49% YoY in 2020, the company still generated positive
non-GAAP operating profit due to its asset-light business model and execution capability. The
company is the dominant OTA player with a strong moat and brand value. It operates an 80%
gross margin business, has a highly variable cost structure with minimal capital intensity, and
enjoys a negative working capital cycle. During Covid, Trip.com further solidified its dominance
and emerged even stronger. The expectation around travel recovery with the fast rollout of
vaccinations and the ease of cross-border travel restrictions led to a sharp recovery in its stock
price, and we exited our position in the first quarter as it reached our value.
Richemont, the Swiss luxury goods company, was a contributor for the year. Under the
leadership of CEO and owner-operator Johann Rupert, Richemont has deftly navigated a volatile
market over the last several years in the face of the Chinese crackdown on corruption and
corporate giving, followed by political unrest in Hong Kong ‒ one of the largest luxury watch
markets ‒ and most recently Covid. Against these challenges, management has always
responded with a long-term value creative mindset, resulting in a stronger, more profitable,
more dominant business. Richemont has been a relative Covid winner in the luxury goods space,
as the most iconic brands that are less reliant on current advertising or trends remained top of
mind throughout the lockdown environment and continued to gain share. Richemont's Cartier
and Van Cleef & Arpels are two of the strongest brands in the market. Additionally, the benefits
of value-accretive work behind the scenes have become highly visible this year in the reported
results, with profitability at the jewelry maisons expanding to all-time highs, driving a step-up in
free cash flow. Amid the macro pressures of the last several years, Richemont bought in the
listed minority of Yoox Net-a-Porter (YNAP) in 2019, consolidating its losses, which optically made
the group valuation look less attractive, but actually brought control of its increasingly important
online distribution channels in-house. Given the power of the core Richemont brands and the
structural drivers of branded jewelry and luxury goods more broadly, we continue to see strong
growth prospects translating into mid-double digit EPS growth on a sustainable basis. We exited
our position in the second quarter as it reached our value.
Health and Happiness (H&H), the HK-listed consumer goods company selling baby nutrition
products, adult nutrition and supplements, and pet nutrition, was a detractor for the year. With
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China's birth rate declining faster than expected in 2021, the drag from the baby nutrition
business (BNC) offset the majority of incremental sales from adult nutrition business (ANC) and
pet nutrition business (PNC). Furthermore, rising raw material costs and more intense
competition in the infant formula business squeezed profits and the high base last year caused
probiotics to decline in revenue. In the adult nutrition space, while H&H managed to turn around
the ANZ operations, it has been temporarily impacted by channel shifts in China's cross-border
e-commerce platforms towards emerging social media platforms like TikTok and the platforms
holding less inventory. However, we believe that overall supplement demand remains healthy
in China. Swisse's established adult nutrition brand awareness and good product portfolio
should help it deliver double-digit topline growth in adult nutrition. For PNC, after setting up
active sales in China last year, Solid Gold now enjoys growth from both the US and mainland
China markets. The acquisition of Zesty Paws, completed in October, will further strengthen the
pet portfolio and provide additional growth drivers.
JOYY, a global video-based social media platform, was a top detractor for the year. JOYY started
the year with solid growth despite the high base in 2020. However, revenue momentum
weakened in the second half as the relaxation of Covid restrictions reduced people's time at
home and global macro uncertainty negatively impacted paying users' activities. Bigo Live users,
on the other hand, consistently posted sequential growth throughout the year. More
importantly, the company achieved positive non-GAAP net margins in Q3, helped by Likee's, a
global short video creation and sharing platform, strategy adjustment from marketing
investment to content development. This will make JOYY's future growth more sustainable. In
February, the China YY Live business sale to Baidu was substantially completed; however, the
transaction is still waiting for regulatory approval. While waiting and taking advantage of the
share price opportunity, JOYY has already completed the prior US$300 million buyback program
and announced a combined US$1.2 billion buyback program, which is equivalent to around 30%
of the current market cap or over 40% of the free float. While we don't see any reason the YY
Live deal should be blocked, if the deal doesn't go through, the current share price still presents
sizable upside when we value YY Live at a discount to its transaction value.
Alibaba, the largest online retail platform in China, was a top detractor for the year. Alibaba
reported weak quarterly results and downgraded its sales outlook for the current fiscal year to
20-23% growth, down from the original guidance of 29-32% growth. Macro headwinds, weak
consumer sentiment, regulatory scrutiny and competitive forces are having a larger than
expected impact on industry retail sales and Alibaba's market share. Notably, retail sales in
China slowed to a meager 5% growth in the September quarter. Slowing consumption
combined with stiff competition from new entrants in livestreaming e-commerce has resulted in
a transitory deceleration in Alibaba's core e-commerce growth trajectory. The company is
accelerating strategic investments in new initiatives, including Community Group Buying
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(Taocaicai), Taobao Deals, Local Consumer Services, and International e-commerce. These are
future growth drivers, but are depressing the company's earnings today. On the positive side,
Alibaba's Cloud business continues to post strong growth (33% YoY), maintaining its market
leadership. Alibaba's stock is currently trading at around 7x FCF, which is extremely attractive
for a business that we expect will continue to compound at a low teens growth rate. In addition
to investing in new growth areas and out-executing peers leveraging Alibaba's eco-system, we
are glad to see the company taking multiple shareholder-friendly actions, including:
1. Share Repurchase: Alibaba increased its share buyback authorization from $10 billion to
$15 billion and bought back over $5 billion in shares in the September quarter alone.
2. Organizational Changes: Key business units are being given more autonomy under a new
leadership structure. This will lead to faster decision-making and could pave the way for
external funding options (including spinoffs) for some of its key subsidiaries in coming
quarters.
3. Better Disclosure: The company announced plans to increase transparency at the recent
investor day by providing more relevant segment disclosures. Alibaba comprises multiple
businesses at very different stages of maturity. Currently, the earnings of the core China ecommerce business are suppressed by investments in new initiatives, which are mostly
expensed rather than capitalized on its balance sheet.
Melco International and MGM China, the Macau casino and resort operators, were top
detractors for the year. Macau does not have a domestic market and heavily relies on crossborder tourism (primarily with mainland China), so the recovery is dependent on the border reopening progress, which continues to get pushed back due to China's zero-Covid policy. In
addition to the de-rating due to Covid, in September 2021, the Macau government announced
its plans to kick off a 45-day public consultation period for amendments to the gaming law in
preparation for the license renewal process for Macau casino operators. Licenses expire in June
2022, so this announcement was not a surprise. Yet, the sector took a beating as investors
feared that Macau casinos were next on Beijing's hit list after crackdowns on the tech, for-profit
education, and real estate sectors. The intensified scrutiny on VIP junket business culminating
in the arrest of the founder of the largest junket operator, Suncity, further soured investor
sentiment.
In our view, the license renewal process is moving forward as expected, and there is nothing we
have seen in the results of public consultation document or government pronouncements that
would warrant a material impact on the value. As for the VIP crackdown, this has been an
ongoing theme since 2013 when Xi Jinping became the President of the People’s Republic of
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China (PRC). Junket VIP represents a single digit % of Macau EBITDA and will not have a material
impact on the earnings power of the industry. Our investments in Macau gaming operators are
underwritten by growth prospects of mass-market demand. Mass-led recovery has been
delayed due to severe border restrictions between China, HK, and Macau, and we are confident
that when restrictions are eased, we will see earnings and stock price recovery. Our view is that
"common prosperity" has already occurred in Macau. The six concessionaires provide 40% of
their revenue in taxes to the government. The Macau gaming industry contributes 70-80% of
the government's tax revenue, over 55% of GDP, and is the largest employer in Macau. Most
Macanese are in a much better economic position due to the gaming industry. Post the sell
down, we have seen insiders at two other local operators buying shares and Melco Resorts
repurchase shares in the 2nd half, echoing our view that Macau shares are deeply undervalued
and will be the major beneficiary of the re-opening.

See the following pages for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf
Partners UCITS Funds. No shares of the Longleaf Partners Asia Pacific UCITS Fund ("Fund")
may be offered or sold in jurisdictions where such offer or sale is prohibited. Any performance
is for illustrative purposes only. Current data may differ from data quoted. Investment in the
Fund may not be suitable for all investors. Potential eligible investors in the Fund should
read the prospectus and the Key Investor Information Document (KIID) carefully,
considering the investment objectives, risks, charges, and expenses of the product, before
making any investment decision. The value of investments, and the income from them, may
fall or rise and investors may get back less than they invested. Past performance is no
guarantee of future performance. Investment in the Fund may not be suitable for all
investors. This document does not constitute investment advice – investors should ensure
they understand the legal, regulatory and tax consequences of an investment in the Fund.
Any subscription may only be made on the terms of the Prospectus and subject to completion
of a subscription agreement.
P/V ("price-to-value") is a calculation that compares the prices of the stocks in a portfolio to
Southeastern's appraisal of their intrinsic values. The ratio represents a single data point
about a Fund and should not be construed as something more. P/V does not guarantee future
results, and we caution investors not to give this calculation undue weight.
"Margin of Safety" is a reference to the difference between a stock's market price and
Southeastern's calculated appraisal value. It is not a guarantee of investment performance or
returns.
Important information for Australian investors:
Southeastern Asset Management, Inc. ("Southeastern") and Southeastern Asset
Management, Inc. Australia Branch, ARBN 155383850, a US company ("Southeastern
Australia Branch"), have authorised the issue of this material for use solely by wholesale
clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of any of its related
bodies corporate. By accepting this material, a wholesale client agrees not to reproduce or
distribute any part of the material, nor make it available to any retail client, without
Southeastern's prior written consent.
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Southeastern and Southeastern Australia Branch are exempt from the requirement to hold
an Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) in
respect of financial services, in reliance on ASIC Class Order 03/1100, a copy of which may
be obtained at the web site of the Australian Securities and Investments Commission,
http://www.asic.gov.au.
The class order exempts bodies regulated by the US Securities and Exchange Commission
(SEC) from the requirement to hold an AFSL where they provide financial services to
wholesale clients in Australia on certain conditions. Financial services provided by
Southeastern are regulated by the SEC, which are different from the laws applying in
Australia.
Important information for Belgian investors:
This document and the information contained herein are private and confidential and are for
the use on a confidential basis only by the persons to whom such material is addressed. This
document does not constitute and may not be construed as the provision of investment
advice, an offer to sell, or an invitation to purchase, securities in any jurisdiction where such
offer or invitation is unauthorized. The Longleaf Partners Global UCITS Fund and Longleaf
Partners Asia Pacific UCITS Fund have not been and will not be registered with the Belgian
Financial Services and Markets Authority (Autoriteit voor financiële diensten en markten/
Autorité des services et marchés financiers) as a foreign collective investment undertaking
under Article 127 of the Belgian Law of July 20 2004 on certain forms of collective
management of investment portfolios. The offer in Belgium has not been and will not be
notified to the Financial Services and Markets Authority, nor has this document been nor will
it be approved by the Belgian Financial Services and Markets Authority. The shares issued
by the Funds shall, whether directly or indirectly, only be offered, sold, transferred or
delivered in Belgium to individuals or legal entities who are Institutional or Professional
Investors" in the sense of Article 5§3 of the Belgian Law of July 20 2004 on certain forms of
collective management of investment portfolios (as amended from time to time), acting for
their own account and the offer requires a minimum consideration of €250,000 per investor
and per offer. Prospective investors are urged to consult their own legal, financial and tax
advisers as to the consequences that may arise from an investment in the Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE
REGISTERED WITH ANY SECURITIES EXCHANGE COMMISSION OR OTHER SIMILAR
AUTHORITY IN BRAZIL, INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE
COMMISSION (COMISSÃO DE VALORES MOBILIÁRIOS - "CVM"). SUCH PRODUCTS
WILL NOT BE DIRECTLY OR INDIRECTLY OFFERED OR SOLD WITHIN BRAZIL
THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY BRAZILIAN LAW AND BY
THE RULES ISSUED BY CVM, INCLUDING LAW NO. 6,385 (DECEMBER 7, 1976) AND
CVM RULE NO. 400 (DECEMBER 29, 2003), AS AMENDED FROM TIME TO TIME, OR
ANY OTHER LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE.
ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN
LAWS AND REGULATIONS AND BY THE RULES ISSUED BY THE CVM, INCLUDING
LAW NO. 6,385 (DECEMBER 7, 1976) AND CVM RULE NO. 400 (DECEMBER 29, 2003),
AS AMENDED FROM TIME TO TIME, OR ANY OTHER LAW OR RULES THAT MAY
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REPLACE THEM IN THE FUTURE, MUST NOT BE PERFORMED WITHOUT SUCH PRIOR
REGISTRATION. PERSONS WISHING TO ACQUIRE THE PRODUCTS OFFERED
HEREUNDER IN BRAZIL SHOULD CONSULT WITH THEIR OWN COUNSEL AS TO THE
APPLICABILITY OF THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION
THEREFROM. [WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND SOLICITATION
IS LIMITED TO QUALIFIED INVESTORS AS DEFINED BY CVM RULE NO. 409 (AUGUST
18, 2004), AS AMENDED FROM TIME TO TIME OR AS DEFINED BY ANY OTHER RULE
THAT MY REPLACE IT IN THE FUTURE. THIS DOCUMENT IS CONFIDENTIAL AND
INTENDED SOLELY FOR THE USE OF THE ADDRESSEE AND CANNOT BE DELIVERED
OR DISCLOSED IN ANY MANNER WHATSOEVER TO ANY PERSON OR ENTITY OTHER
THAN THE ADDRESSEE.
Important information for Danish investors:
Each Fund's prospectus has not been and will not be filed with or approved by the Danish
Financial Supervisory Authority or any other regulatory authority in Denmark and the shares
have not been and are not intended to be listed on a Danish stock exchange or a Danish
authorized market place. Furthermore, the shares have not been and will not be offered to
the public in Denmark. Consequently, these materials may not be made available nor may
the shares otherwise be marketed or offered for sale directly or indirectly in Denmark.
Important information for Guernsey investors:
Neither the Guernsey Financial Services Commission nor the States of Guernsey Policy
Council take any responsibility for the financial soundness of the Longleaf Partners UCITS
Funds or for the correctness of any of the statements made or opinions expressed with regard
to it. If you are in any doubt about the contents of this document you should consult your
accountant, legal or professional adviser or financial adviser.
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Southeastern Asset Management has taken all reasonable care to ensure that the facts stated
in this document are true and accurate in all material respects, and that there are no other
facts the omission of which would make misleading any statement in the document, whether
of facts or of opinion. It should be remembered that the price of Fund shares and the income
from them can go down as well as up.
Important information for Hong Kong investors:
No person may offer or sell in Hong Kong, by means of any document, any Shares other than
(a) to "professional investors" as defined in the Securities and Futures Ordinance (Cap. 571)
of Hong Kong and any rules made under that Ordinance; or (b) in other circumstances which
do not result in the document being a "prospectus" as defined in the Companies Ordinance
(Cap. 32) of Hong Kong or which do not constitute an offer to the public within the meaning
of that Ordinance. No person may issue, or have in its possession for the purposes of issue,
whether in Hong Kong or elsewhere, any advertisement, invitation or document relating to
the Shares, which is directed at, or the contents of which are likely to be accessed or read by,
the public in Hong Kong (except if permitted to do so under the securities laws of Hong Kong)
other than with respect to Shares which are or are intended to be disposed of only to persons
outside Hong Kong or only to "professional investors" as defined in the Securities and Futures
Ordinance (Cap. 571) of Hong Kong and any rules made under that Ordinance.
WARNING
The contents of this document have not been reviewed by any regulatory authority in Hong
Kong. You are advised to exercise caution in relation to the offer. If you are in any doubt
about the contents of this document, you should obtain independent professional advice.
Important information for Indian investors:
Southeastern Asset Management Inc.'s products and services are not being offered to the
public and are only for private placement purposes. This marketing material is addressed
solely to you and is for your exclusive use. Any offer or invitation by Southeastern is capable
of acceptance only by you and is not transferrable. This marketing material has not been
registered as a prospectus with the Indian authorities. Accordingly, this may not be
distributed or given to any person other than you and should not be reproduced, in whole or
in part. This offer is made in reliance to the private placement exemption under Indian laws.
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Important information for Italian investors:
No offering of shares of the Longleaf Partners Unit Trust comprised of the Longleaf Partners
Global UCITS Fund and Longleaf Partners Asia Pacific UCITS Fund (the "Funds") has been
cleared by the relevant Italian supervisory authorities. Thus, no offering of the Funds can be
carried out in the Republic of Italy and this marketing document shall not be circulated
therein – not even solely to professional investors or under a private placement – unless the
requirements of Italian law concerning the offering of securities have been complied with,
including (i) the requirements set forth by Article 42 and Article 94 and seq. of Legislative
Decree No 58 of February 24 1998 and CONSOB Regulation No 11971 of May 14 1999, and (ii)
all other Italian securities tax and exchange controls and any other applicable laws and
regulations, all as amended from time to time. We are sending you the attached material as
a follow up to the specific request received by you. You are fully aware that the Funds have
not been registered for offering in Italy pursuant to the Italian internal rules implementing
the UCITS IV directive. Therefore, you are expressly fully aware that the Italian protections
granted by the applicable legal framework would not apply and you would be exclusively
responsible for the decision to invest in the Funds. Moreover, you represent that you would
only invest directly or on behalf of third parties to the extent that this is fully lawful and you
comply with any conduct of business rules applicable to you in connection with such
investment. You agree to refrain from providing any document relating to the Funds to any
party unless this is fully compliant with applicable law.
Important information for Jersey investors:
Financial services advertisement. This document relates to a private placement and does not
constitute an offer to the public in Jersey to subscribe for the Shares offered hereby. No
regulatory approval has been sought to the offer in Jersey and it must be distinctly understood
that the Jersey Financial Services Commission does not accept any responsibility for the
financial soundness of or any representations made in connection with the Fund. The offer
of Shares is personal to the person to whom this document is being delivered by or on behalf
of the Fund, and a subscription for the Shares will only be accepted from such person. This
document may not be reproduced or used for any other purpose.
Important information for Monaco investors:
The Longleaf Partners UCITS Funds described in this document have not been registered for
sale in Monaco under applicable law. Neither the Longleaf Partners UCITS Funds nor its
agents are licensed or authorized to engage in marketing activities in
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Monaco. Any marketing or sale of Longleaf Partners UCITS Funds will be undertaken or
made in strict compliance with applicable law in Monaco. By receiving this document, each
recipient resident in Monaco acknowledges and agrees that it has contacted the Longleaf
Partners UCITS Funds at its own initiative and not as a result of any promotion or publicity
by the Longleaf Partners UCITS Funds or any of its agents or representatives. Monaco
residents acknowledge that (1) the receipt of this document does not constitute a solicitation
from the Longleaf Partners UCITS Funds for its products and/or services, and (2) they are
not receiving from the Longleaf Partners UCITS Funds any direct or indirect promotion or
marketing of financial products and/or services. This document is strictly private and
confidential and may not be (1) reproduced or used for any purpose other than evaluation of
a potential investment in the Longleaf Partners UCITS Funds by the intended recipient, or
(2) provided to any person or entity other than the intended recipient.
Important information for New Zealand investors:
No shares are offered to the public. Accordingly, the shares may not, directly or indirectly, be
offered, sold or delivered in New Zealand, nor may any offering document or advertisement
in relation to any offer of the shares be distributed in New Zealand, other than: (A) to persons
whose principal business is the investment of money or who, in the course of and for the
purposes of their business, habitually invest money or who in all circumstances can be
properly regarded as having been selected otherwise than as members of the public; or (B) in
other circumstances where there is no contravention of the Securities Act 1978 of New
Zealand.
Important Information for Oman investors:
The Longleaf Partners APAC UCITS Fund has not been registered or approved by the Central
Bank of Oman, the Oman Ministry of Commerce and Industry, the Oman Capital Market
Authority or any other authority in the Sultanate of Oman. Southeastern Asset Management,
Inc. has not been authorized or licensed by the Central Bank of Oman, the Oman Ministry of
Commerce and Industry, the Oman Capital Market Authority or any other authority in the
Sultanate of Oman, for discretionary investment management within the Sultanate of Oman.
The shares in the Longleaf Partners APAC UCITS Fund have not and will not be listed on any
stock exchange in the Sultanate of Oman. No marketing of any financial products or services
has been or will be made from within the Sultanate of Oman and no subscription to any
securities, products or financial services may or will be consummated within the Sultanate of
Oman. Southeastern Asset Management, Inc. is not a licensed broker, dealer, financial
advisor or investment advisor licensed under the laws applicable in the Sultanate of Oman,
and, as such, does not advise individuals resident in the Sultanate of Oman as to the
appropriateness of investing in or purchasing or selling securities or other financial products.
Nothing contained in this document is intended to constitute investment, legal, tax,
accounting or other professional advice in, or in respect of, the Sultanate of Oman. This
document is confidential and for your information only and nothing is intended to endorse
or recommend a particular course of action. You should consult with an appropriate
professional for specific advice rendered on the basis of your situation.
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Important Information for Qatar investors:
This document is not intended to constitute an offer, sale or delivery of the Longleaf Partners
UCITS Funds or other securities under the laws of the State of Qatar. The offer of the Longleaf
Partners UCITS Funds has not been and will not be licensed pursuant to Law No. 8 of 2012
("QFMA Law") establishing the Qatar Financial Markets Authority ("QFMA") and the
regulatory regime thereunder (including in particular the QFMA Regulations issued vide
QFMA Board Resolution No.1 of 2008, QFMA Offering and Listing Rulebook of Securities of
November 2010 ("QFMA Securities Regulations") and the Qatar Exchange Rulebook of
August 2010) or the rules and regulations of the Qatar Financial Centre ("QFC") or any laws
of the State of Qatar. The document does not constitute a public offer of securities in the State
of Qatar under the QFMA Securities Regulations or otherwise under any laws of the State of
Qatar. The Longleaf Partners UCTIS Funds are only being offered to a limited number of
investors, less than a hundred in number, who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Funds. No transaction will be
concluded in the jurisdiction of the State of Qatar (including the QFC).
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a
solicitation for investments from members of the public in terms of CISCA and do not
constitute an offer to the public as contemplated in section 99 of the Companies Act. The
addressee acknowledges that it has received this Document and any of its Supplement(s) in
the context of a reverse solicitation by it and that this Document and any of its Supplement(s)
have not been registered with any South African regulatory body or authority. A potential
investor will be capable of investing in only upon conclusion of the appropriate investment
agreements. This document is provided to you for informational purposes only. For more
information, including a prospectus and simplified prospectus, potential eligible investors
should call Gwin Myerberg at 44 (0)20 25 7479 4212 or gmyerberg@SEasset.com. Ms.
Myerberg is a Representative employed by Southeastern Asset Management, which accepts
responsibility for her actions within the scope of her employment. Potential eligible investors
should read the prospectus and simplified prospectus carefully, considering the investment
objectives, risks, charges, and expenses of the product, before making any investment
decision. Past performance is no guarantee of future performance. The value of investments,
and the income from them, may fall or rise and investors may get back less than they invested.
Southeastern Asset Management is an authorized financial services provider with FSP No.
42725.
Important information for Spanish investors:
The sale of the shares of Longleaf Partners Global UCITS Fund and Longleaf Partners Asia
Pacific UCITS Fund (the "Funds") which this document refers to have not been registered
with the Spanish National Securities Market Commission ("Comision Nacional del Mercado
de Valores") pursuant to Spanish laws and regulations and do not form part of any public
offer of such securities in Spain. Accordingly, no shares in the Funds may be, and/or are
intended to be publicly offered, marketed or promoted, nor any public offer in respect thereof
made, in Spain, nor may these documents or any other offering materials relating to the offer
of shares in the Fund be distributed, in the Kingdom of Spain, by the Distributor or any other
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person on their behalf, except in circumstances which do not constitute a public offering and
marketing in Spain within the meaning of Spanish laws or without complying with all legal
and regulatory requirements in relation thereto. This document and any other material
relating to Fund shares are strictly confidential and may not be distributed to any person or
any entity other than its recipients.
Important information for Swedish investors:
The following materials are intended only for qualified investors. This material shall not be
reproduced or publicly distributed. The Longleaf Partners Unit Trust is not authorised under
the Swedish Investment Funds Act. The shares of the Fund are being offered to a limited
number of qualified investors and therefore this document has not been, and will not be,
registered with the Swedish Financial Supervisory Authority under the Swedish Financial
Instruments Trading Act. Accordingly, this document may not be made available, nor may
the shares otherwise be marketed and offered for sale in Sweden, other than in circumstances
which are deemed not to be an offer to the public in Sweden under the Financial Instruments
Trading Act.
Important information for Swiss investors:
The jurisdiction of origin for the Longleaf Partners UCITS Funds is Ireland. The
representative for Switzerland is ARM Swiss Representatives SA., Route de Cite-Ouest 2, 1196
Gland. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1, 8022
Zurich. The Prospectus, the KIID, the Trust Deed, as well as the annual and semi-annual
reports may be obtained free of charge from the representative in Switzerland. The current
document is intended for informational purposes only and shall not be used as an offer to buy
and/or sell shares. The performance shown does not take account of any commissions and
costs charged when subscribing to and redeeming shares. Past performance may not be a
reliable guide to future performance.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated
investors: (a) upon their request and confirmation that they understand that neither
Southeastern Asset Management, Inc. nor the Longleaf Partners Asia Pacific UCITS Fund
have been approved or licensed by or registered with the United Arab Emirates Central Bank
("UAE Central Bank"), the Securities and Commodities Authority ("SCA"), the Dubai
Financial Services Authority ("DFSA") or any other relevant licensing authorities or
governmental agencies in the United Arab Emirates (including the DIFC),nor has the
placement agent, if any, received authorization or licensing from the UAE Central Bank, SCA,
the DFSA or any other relevant licensing authorities or governmental agencies in the United
Arab Emirates (including the DIFC); (b) on the condition that it will not be provided to any
person other than the original recipient, is not for general circulation in the United Arab
Emirates (including the DIFC) and may not be reproduced or used for any other purpose; and
(c) on the condition that no sale of securities or other investment products in relation to or in
connection with either Southeastern Asset Management, Inc. or the Longleaf Partners Asia
Pacific UCITS Fund is intended to be consummated within the United Arab Emirates
(including in the DIFC). Neither the UAE Central Bank, SCA nor the DFSA have approved
this document or any associated documents, and have no responsibility for them. The shares
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in the Longleaf Partners Asia Pacific UCITS Fund are not offered or intended to be sold
directly or indirectly to retail investors or the public in the United Arab Emirates (including
the DIFC). No agreement relating to the sale of the shares is intended to be consummated in
the United Arab Emirates (including the DIFC). The shares to which this document may
relate may be illiquid and/or subject to restrictions on their resale. Prospective investors
should conduct their own due diligence on the shares. If you do not understand the contents
of this document you should consult an authorized financial advisor.
Important information for UK investors:
The KIID and Full Prospectus (including any supplements) for this Fund are available from
Southeastern Asset Management International (UK.) Limited which is authorized and
regulated by the Financial Conduct Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a)
persons who have professional experience in matters relating to investments falling within
article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 (as amended) (the "Order") or (b) high net worth entities and other persons to whom it
may be otherwise lawfully be communicated, falling within Article 49(2) of the Order (all such
persons being referred to as "relevant persons"). This document must not be acted on or
relied on by persons who are not relevant persons. Any investment activity to which this
document relates is available only to relevant persons and will be engaged in only with
relevant persons. Any person who is not a relevant person should not act or rely on this
document or any of its contents.

Endnotes:
i

(http://www.csrc.gov.cn/csrc_en/c102030/c1662398/content.shtml)

ii

(http://www.news.cn/politics/leaders/2021-12/10/c_1128152219.htm)
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Portfolio Returns at 30/09/21 – Net of Fees
Since
3Q21

YTD

1 Year

3 Year

5 Year

Inception
2/12/2014

APAC UCITS (Class I USD)

-18.27%

-9.76%

7.77%

1.46%

4.44%

4.91%

MSCI AC Asia Pacific Index

-4.41%

0.38%

18.28%

8.49%

9.63%

7.67%

-13.86% -10.14% -10.51%

-7.03%

-5.19%

-2.76%

3 Year

5 Year

Relative Returns
Selected Indices*

3Q21

YTD

Hang Seng Index

-13.94%

-7.61%

TOPIX Index (JPY)

5.22%

14.59%

27.40%

6.19%

11.41%

TOPIX Index (USD)

4.89%

6.17%

20.64%

6.84%

9.33%

-8.09%

-1.25%

18.20%

8.58%

9.23%

MSCI Emerging Markets

1 Year

7.40% -1.07%

4.37%

*Source: Bloomberg; Periods longer than one year are annualized

The Fund returned -18.3% in the third quarter, trailing the MSCI AC Asia Pacific Index.
Undoubtedly, it was a disappointing absolute and relative quarter, the second worst since the
inception of the Fund aside from the March 2020 quarter. It raises the natural question, "what
on earth happened?" In a word, China. The Fund's Hong Kong (HK) and China-listed businesses
drove the overwhelming majority of the relative and absolute decline in the quarter. Our
underweight allocation to Japan relative to the benchmark also hurt performance as Japan
posted positive performance in the quarter. The Fund's overweight to sectors in China
associated with increased regulation negatively impacted the Fund's relative performance.
Extreme investor anxiety from several rounds of regulation in the Chinese technology,
education, real estate, and Macau gaming sectors also created extreme volatility during the
quarter.
The last six months have been reminiscent of the Asian Financial Crisis in the late 1990s when
we first established an office on the ground in Asia. We are no strangers to volatility in the region.
As value investors, we recognize that macro-driven market swings can wipe out some businesses
overnight while simultaneously creating compelling, historically discounted opportunities to
invest in other companies over the long term. We have been very active, meeting with our
investment network, reviewing the portfolio's top-down exposure to Asia, and evaluating each
company we own on a bottom-up, case-by-case basis. With much of our net worth in the Fund,
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we are also asking ourselves: what happened, what does this mean for our portfolio holdings,
what have we done in response, and what are the prospects from here?
The MSCI China Index declined 18.2% during the quarter, and the Hang Seng Index declined
13.9%. Within the Hang Seng Index, the China Enterprises Index dropped 17.4%, the Tech Index
fell 25.8%, and the Property Index dropped 12.6% during the quarter. In contrast, the China AShare market declined by "only" 4.0% during the quarter. The significant difference in
performance between onshore China and offshore China reflects the higher share of businesses
listed overseas undergoing stringent regulatory action and extreme fear among foreign
investors, who are unaccustomed to the furious pace of regulation in China. The MSCI China
Index underperformed the S&P 500 Index by 18.7% during the quarter, the highest level of
quarterly underperformance since the Global Financial Crisis in 2008.
Equity market returns in Asia have severely lagged those in the US and Europe both this past
year and this quarter. The MSCI AC Asia Pacific Index is just above breakeven, at 0.4% YTD,
underperforming the S&P 500's 15.9% and MSCI Europe's 16.2% YTD returns. Asia's
underperformance relative to the US is at record levels due to unprecedented monetary and
fiscal spending in the West as opposed to regulatory crackdowns, a resurgence of COVID
lockdowns, and fiscal restraint in China.

Source: FactSet
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What happened?

China Equity Market Performance YTD
Total Return In USD (1/1/2021 to 9/30/2021)
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Source: FactSet

The last seven months have been extremely challenging for Chinese (and Hong Kong) markets.
The Chinese government increased regulation across multiple sectors, resulting in a spike in
market volatility and the largest decline in Chinese equity markets since the Global Financial
Crisis. Investor fear and a "sell now, ask later" approach drove a steep drop in share prices, as
various Chinese equity markets plummeted by 21-54% from record highs in February 2021,
shown in the chart above.
China's tech crackdown started in November 2020 when the Ant IPO was suspended, stoking
fears about increased regulation in the tech sector. Over the last seven months, the Chinese
government has rolled out an unprecedented crackdown on the technology industry, outlined
in the chart below.
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China Major Market Events
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Source: FactSet

Markets fell in April/May 2021 as anti-trust investigations and fines were meted out to some of
China's largest tech companies. These sanctions came at an alarming pace, transforming the
previously unregulated industry overnight and shaking investor confidence.
In our view, these initial rounds of regulation reflect the government right-sizing its anti-trust
oversight to conform to global standards. Markets declined further in July 2021 as the regulatory
crackdown widened to focus on data security with the investigation of Didi early in the month
and again later that month when the focus shifted to the private education industry. We view
the subsequent round as a crackdown on sectors that potentially threaten the government's
social stability and national security agenda — we recognize that more companies and industries
could be at risk over time.
The next two moves to rock markets were the release of guidelines for the Macau concession
process (which had been planned for years and is unrelated to the tech crackdown) and then
news that Chinese real estate developer Evergrande would likely default on its debt payment.
More details on the Macau concession process are discussed below. Evergrande set off a fresh
set of worries and fear reverberated across global markets as investors asked if Evergrande was
"China's Lehman moment." To further compound volatility created by regulatory action, COVID
re-emerged in China, leading to restrictions and lockdowns across numerous cities. As a result,
August retail sales were weak, and sales of large ticket items such as property and automobiles
also dropped.
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In a recent Financial Times article titled "The Bull Case for Investing in China" chief global
investment strategist at Charles Schwab Jeffrey Kleintop wrote, "Investors seemed to switch from
calmly interpreting regulators' actions as only focused on a few big tech firms to alarm that no
industry is isolated from a sudden rush of regulatory reforms. Fears spread, that changes aimed
at reining in the excess leverage of property developers, such as Evergrande, could bring the risk
of a financial and consumer meltdown. The truth is that the rapid and targeted regulatory
changes shaking China's stock market are not uncommon and often are followed by sharp
rebounds in share prices driven by broadly favourable policy actions. In fact, this year's peak-totrough retreat of 33 percent in China's stock market is close to the 28 percent average annual
drawdown over the past 20 years, measured by the MSCI China Index. It can be easy to forget
that there is a bear market nearly every year in Chinese stocks (17 of the past 20 years), usually
driven by some policy issue. Historically, investors have tended to be compensated for this
heightened volatility with strong annualised total returns. From August 2001 to August 2021,
the MSCI China Index produced an annualised total return of 12.3 percent, outperforming the
9.3 percent produced by the S&P 500."

6
For Professional Investors Only

When the government abruptly blocked Ant Group's $37 billion IPO last November, it was seen
as a kneecapping of Jack Ma. Ma had criticized the government for stifling innovation and had
criticized financial regulators and banks for having a "pawnshop" mentality, relying on a "pledges
and collateral" system. Several months later, however, it's clear that this was just the beginning
of a program to regulate the Chinese tech industry.
We believe that the tech anti-trust activity in China is primarily a catch-up to global standards.
The regulations are part of a worldwide trend of governments wresting power out of the arms
of tech companies. China is also catching up to Europe's GDPR data privacy laws by
implementing its data privacy regulations (Personal Information Protection Law). China's data
privacy law also prevents tech companies from transferring Chinese citizens' data overseas
without government approval. The US government's attempt to force TikTok to sell its US
business in the name of national security last year probably accelerated China's efforts to protect
its data as part of its own national security efforts.
In the US, tech regulation is also gaining momentum, as news about big tech's dominance and
bad behavior continues to hit the headlines. Over the past two decades, tech giants have risen
to become the most valuable companies in the world while operating with little formal,
structured government oversight. Given the potential for big tech to abuse their technological
and data superiority to quickly dominate different market segments and adopt anti-competitive
practices, preserving market competition has become a top priority for authorities globally. In
China, tech sector regulation was practically non-existent until this year, and the speed at which
regulation was put in place caught the industry and participants off guard. Still, we believe that
the government aims not to crush this industry, but to counteract its dominant, anti-competitive
behavior. In China, unlike in the US and Europe, the speed at which policies can be implemented
is much faster. It's this rapid roll-out of policies that is causing volatility in the capital markets.
We think there will be plenty of room for participants to grow and thrive — even in a more
demanding regulatory environment.
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China Property

Source: Bloomberg

In line with China's multi-year effort to deleverage the real estate sector, the government
imposed financial covenants on developers last year and severely restricted access to bank
financing for developers who failed to meet the "3 Red Lines" leverage tests. The Chinese
government has been aggressively tackling the leverage and speculation in the real estate
market to prevent an unhealthy misallocation of capital towards the sector and avoid a "Lehman
Moment." The scale of the real estate bubble was famously pointed out in 2009 by Hugh Hendry,
Eclectica hedge fund manager, who posted a video of himself touring Chinese streets and
abandoned skyscrapers on YouTube. The Chinese government has been tackling real estate
speculation for years, but last year's imposition of the 3 Red Lines Policy marked a step up in its
effort to control excess leverage in the sector. Severely restricting access to bank financing has
led to an acceleration of bankruptcies in the property sector and led to HK-listed China
Evergrande, one of the largest Chinese developers and borrowers, defaulting on its debt
obligations. HK-listed Chinese developer Fantasia Holdings also missed paying interest coupons
due on its US dollar bonds on October 4. Another Chinese developer, Sinic Holdings, warned
that it would likely default on its $250mm bond maturing on October 18, 2021.
Evergrande's unsustainable capital structure was highlighted as far back as 2012 when Citron
Research published research claiming that Evergrande was insolvent. Evergrande's financial
issues have been well known in the Asian capital markets, which is why its cost of financing was
higher than usual — as high as 13.75% for five-year debt issued in 2018. Even then, there were
strange actions, such as the group's Founder and Chairman, Hui Ka Yan, buying $1 billion out of
the $1.8 billion debt issuance when it was declaring significant dividends of $2.2 billion. In our
view, Chinese real estate offshore bonds are more akin to equity than debt and deserve to trade
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at yields closer to their cost of equity. Typically, the offshore listed parent is in the Cayman
Islands, and bonds issued by the offshore vehicle are structurally subordinated to onshore debt,
which has a priority claim on onshore assets. Furthermore, funds can only be transferred
offshore as dividends, which attracts a 10% dividend tax.
Fears of contagion spread to other Hong Kong-listed developers (and equity markets globally),
including our portfolio companies New World Development (NWD) and CK Asset (CKA). Not only
do we believe the two companies are unaffected by China Evergrande's dire situation, but we
also believe that there will be opportunities for them to opportunistically acquire attractive
assets in HK and China. Levered Chinese developers are seeking liquidity, and we expect them
to sell assets at discounted prices. We also expect that there will be opportunities to take over
or form joint ventures with developers who need funding to complete partially constructed
projects. NWD and CKA's relative competitive advantage will increase as competition for
landbank declines, and their financing cost remains low.

Source: Bloomberg

HK property developers also weakened in September 2021, in reaction to a Reuters news article
on September 17 claiming that mainland officials met with HK developers to redirect resources
to help solve the housing shortage in HK. Fears of a "Common Prosperity" agenda, leading to
housing price controls and the confiscation of idle landbank caused the Hang Seng Property
Index to plunge (as seen in the chart above). The city's largest developer, Sun Hung Kai
Properties (SHKP), said that no such meeting had occurred and no such directives had been
given. Raymond Kwok, SHKP's Managing Director, bought US$123 million of SHKP shares since
the Reuters news article. In small group meetings, NWD Managing Director Adrian Cheng also
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confirmed that there was no central government directive, and the Reuters article was wrong –
"there is a lot of rumors and fake news."
On October 6, HK Chief Executive Carrie Lam officially announced the Northern Metropolis
development plan in her Policy Address to expand the housing supply in HK. The Northern
Metropolis has a total area of 300 square kilometers in the northern territories near Shenzhen.
It is expected to provide housing to accommodate a population of 2.5 million in the long term.
This plan is favorable for NWD, as 90% of its 16 million attributable square feet of agricultural
land bank is in the Northern Metropolis area. We can expect the conversion of farmland into
residential land – previously a long process – to accelerate. CKA, with 10 million square feet of
attributable farmland, should also benefit from the government's efforts to increase land supply
for mass housing in the New Territories. NWD has taken advantage of the weakness in its share
price by acquiring HK$963 million worth of shares in July and August, among the largest
repurchases across the HK developers. At the same time, Henry Cheng, Chairman of NWD, has
been actively buying shares, and Victor Li, Chairman and Managing Director of CKA, has spent
over HK$1.1 billion since June buying CKA shares.
Macau
On September 14, 2021, the Macau Special Administrative Region (SAR) announced that the
government would overhaul the casino industry's primary regulation, known as the "Legal
Framework for the Operations of Casino Games of Fortune." The Macau government kicked off
a 45-day consultation period for amendments to the gaming law in preparation for the muchexpected re-licensing process for Macau casino operators. All six concessionaires' licenses are
set to expire in June 2022. The sudden issuance of the public consultation process led investors
to shoot first and ask questions later. The market panicked amid fears that casinos were next
on Beijing's hit list after crackdowns on the tech, for-profit education, and real estate sectors.
The very concept of gambling is hardly in keeping with the idea of "common prosperity."
Investors worried that gaming concessionaires might lose their licenses. Share prices dropped
significantly in mid-September, with Sands China's share price falling 33% and Wynn Macau
falling 29% the next day. This sharp decline on top of the de-rating that has occurred as renewed
COVID outbreaks in China and draconian quarantine measures continued to inhibit visitation to
Macau.
Investors are worried that Macau gaming will be the next industry targeted by extremely
restrictive measures applied to sectors deemed "spiritual opium" such as video gaming by
children or against the policy of "common prosperity," such as after-school tutoring. On the
contrary, Macau was first in line to suffer from Xi Jinping's anti-corruption reform campaign after
Xi was elected President in 2013. His anti-corruption campaign resulted in the VIP junket
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business, which accounted for the bulk of Macau's gross gaming revenue to shrink dramatically
from 2014 to 2016. The regulatory assault on junket business continues, and the view is that
the VIP business will continue to shrink. During this prior period of "regulatory crackdown,"
Macau's market cap had shrunk 73% from peak to trough.

Source: Morgan Stanley
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"Common Prosperity" has already occurred in Macau – VIP junket business has been severely
regulated, and mass-market revenue will be the primary growth driver for Macau. Macau is the
model of common prosperity; the six concessionaires provide 40% of their revenue (not profits)
in taxes to the government. Most Macanese are in a much better economic position due to the
gaming industry. Today, Macau enjoys one of the highest GDP per capita globally and by far the
highest in China. According to the Gaming Inspection and Coordination Bureau (DICJ), the GDP
of Macau in 2019 was more than 7x compared to before the liberalization of the gaming sector
in 2001. During COVID, all six operators strongly demonstrated their commitment to "Common
Prosperity" by maintaining full employment of locals — including full pay and bonuses — despite
the industry getting crushed.
Macau GDP per Capita (US$)

Source: https://tradingeconomics.com/macau/gdp-per-capita-ppp

Our two largest detractors in the quarter, Melco International (-36% Q3) and MGM China (-60%
Q3), were not spared from the carnage. We are confident that our two concessionaires will not
lose their licenses next year. The Macau gaming industry contributes 70-80% of the
government's tax revenue, over 55% of GDP, and is the largest employer in Macau. If you include
ancillary businesses such as hotels, food & beverage, and retail, the industry's contribution to
GDP is even higher. The gaming sector is an essential pillar of the economy of the Macao SAR,
and it accounts for over 17% of the total employed population in Macau, underscoring the
sector's importance. The Macau government cannot afford to lose tax revenues from gaming,
and any dramatic change would devastate the local economy, serving none of Beijing's interests.
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The consultation paper indicated tighter supervision and regulation to come with new licenses,
creating uncertainty and a sell-off across the sector. The consultation covers nine main topics,
with three primary areas causing market concern, aside from the primary risk of operators losing
their gaming licenses:
1.

Increasing statutory requirements for oversight, requiring greater Macanese shareholder
representation in the concessionaire, leading to concerns about stricter control on
capital management. Investors fear being diluted at low prices to accommodate local
ownership requirements. From a legal perspective, these regulations apply strictly
towards the gaming concession company and not the publicly listed holding companies.
MGM Grand Paradise (Macau) and Melco Resorts (Macau) are the concession companies
that are subsidiaries of publicly listed MGM China Holdings Limited and Melco Resorts &
Entertainment Limited. Both Lawrence Ho (Melco) and his sister Pansy Ho (MGM China)
are Macau Permanent Residents and are Managing Directors of their respective gaming
concession companies. They each hold 10% voting rights (no economic rights) at the
concession company levels. It won't be an issue for Lawrence and Pansy to increase their
voting rights to meet any increased local ownership regulations. Moreover, if the
government requires minimum local ownership at the listed entity, both Melco and MGM
China already fulfill any potentially higher local ownership requirement at the listed
company level. Pansy Ho holds a 22.5% stake in MGM China, and Lawrence Ho controls
58% of Melco International, which owns 56% of Melco Resorts & Entertainment. In
Melco's case, Macau gaming regulators already require Melco International to have
majority control over Melco Resorts and Lawrence Ho to have a majority equity interest
in Melco International.

2.

Approval for distributions of profits to shareholders – dividends, whether in cash or
shares, will need to be approved by the Macau government. We believe that this ensures
that operators remain in solid financial condition, withstand crises such as COVID, and
prevent operators from distributing excessive profits. Some foreign operators have
distributed more than 100% of net income in past years and currently have significant
negative shareholder equity. We don't think the goal is to limit shareholder distributions
necessarily, but rather to make sure that proper investment is made in Macau's gaming
industry and that it has enough capital to continue investing in Macau. Macau needs
concessionaires to keep investing in gaming and non-gaming, so it is unlikely that the
government will ban dividends. Melco has a strong track record of capital allocation,
including opportunistic buybacks when trading at an extreme discount.
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3.

The introduction of a government representative creates fear around the increasing
supervision and control of daily operations. This will not unduly burden operations,
however, as the casino operators are already closely working with the DICJ, and the
operators have been complying with the high regulatory standards. While this may seem
negative at first, when looking at other precedents in Macau, government delegates do
not sit on the board of the listed companies, nor do they have any voting power. Macau
gaming operations are already highly regulated. The DICJ has an office on every casino
floor and signs off daily on the total winnings, as the government is entitled to 40% of the
gross gaming revenue.

We remain confident in our holdings in Melco International and MGM China. Our Macau
investee companies are local operators led by Lawrence and Pansy Ho with solid ties to Macau
and Mainland China. The Ho family has been running casino operations in Macau since their
father, Stanley Ho, won the 40-year monopoly casino license in 1962. Lawrence is a member of
the National Committee of the Chinese People's Political Consultative Conference and Vice
Chairman of the All-China Federation of Industry and Commerce. Pansy is a Standing Committee
Member of the Beijing Municipal Committee of the Chinese People's Political Consultative
Conference, an Executive President of China Chamber of Tourism, and a Vice President of China
Women's Chamber of Commerce under the All-China Federation of Industry and Commerce.
A few data points in the last few weeks and months give us further confidence that Macau
gaming operators will have their concessions extended and that the share prices are attractive.
It gives us comfort that the state-owned enterprise (SOE) Bank of China arranged a $1.5 billion
revolving credit facility for Wynn in mid-September 2021, with the longest tranche having a
maturity of September 2025, beyond the current concession expiry date of June 2022. While
these revolving facilities do include a "loss of concession put option," we believe that it's
meaningful that a government policy bank would lend to a Macau gaming operator. We have
just seen the Chinese government restrict bank lending to sectors (i.e., real estate development)
in which they don't approve.
Melco's largest creditor is the Chinese government bank ICBC, and in June 2021, ICBC arranged
the refinancing of their $880 million loan to Melco International and upsized it to $1 billion. In
addition, subsidiary Melco Resorts refinanced and upsized its bank facility from $1.25 billion to
$1.92 billion last year, with the bulk of the loans coming from Chinese banks — all partially stateowned. On September 23, 2021, Sands China issued almost $2 billion of 5, 7, and 10-year bonds,
with the longest maturity bonds yielding only 3.26%.
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The strength of the credit markets stands in sharp contrast to the weakness in the equity capital
markets. Melco Resort's stock price collapsed 57% since early March 2021, driving 30-day
volatility up 81% to 70%. Yet, Melco's 2027 bond yield only went up 75 basis points to 5.4%.
Melco Resorts' Equity, Equity volatility, and Debt trends

Source: Bloomberg

With $3.5 billion of Macau casino debt successfully issued in the debt capital markets in the last
few weeks, with a strong Chinese government investor base, who are overwhelmingly
institutional, and in our opinion, as close to the Chinese government as the Macau regulators
are, we are confident that Macau gaming operators will still be in business years from now.
We always view insider purchases and share buybacks as crucial indicators of a well-informed
management team's outlook on a business. In the past few weeks, the CEOs of two local
operators have personally bought shares. Francis Lui, CEO of Galaxy Entertainment (and a
member of the 13th National Committee of the Chinese People's Political Consultative
Conference), bought shares in family holding company K. Wah, which has a 3.74% stake in
Galaxy, which is worth about 65% of K. Wah's market capitalization. At SJM, Co-Chair Angela
Leong, a fifth-term Macau politician who serves as a member of the Macau Legislative Council,
also bought shares at the end of September 2021. Connected insiders have started to buy
shares in their own Macau gaming companies, further confirming our confidence that Macau
gaming operators are undervalued and will rebound. We have also added to our Macau
exposure in recent weeks.
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Buybacks and Insider Purchases

At a time of elevated uncertainty and investor panic, it's always reassuring to see what insiders
— who have better access to information and policymakers than outside shareholders — are
doing with their money. As famed investor Peter Lynch once said, "insiders might sell their
shares for any number of reasons, but they buy them for only one: they think the price will rise."
In Hong Kong, we have seen a noticeable spike in insider buying this year as prices have
collapsed. There is almost five times more buying than selling by insiders in the HK markets,
which is approaching levels seen during the market panic in March 2020. The HK market
represents many sectors hit by regulation – Chinese tech, Chinese property (and banking), and
Macau. This triple whammy has hit Hong Kong hard. 36% of the Hang Seng Index is financials,
which are suffering from contagion effects from Evergrande, 8% property which is suffering from
Evergrande contagion and "Common Prosperity" regulation fears, and 23% are tech companies
that are under regulatory scrutiny. Macau casino players only represent 1% of the index.
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On top of higher levels of insider buying in sectors that we own, we have seen a significant rise
in share repurchases by companies run by owner-operators, as share prices have dropped.
These companies and their management teams know the situation better than anyone else, and
it is thus encouraging and comforting to see the ramped-up pace in share buyback at these
prices. We see record levels of share repurchases by our investee companies in China. This
gives us confidence that insiders with skin in the game are allocating significant capital to share
repurchase to take advantage of the volatility. There is commentary that all Chinese companies
are turning into SOEs, with the needs of the country taking precedence over the needs of
investors. However, if shareholders' interests are taking a back seat, why do we see massive
levels of share repurchase activity in the tech sector and among our investees? These share
repurchases are being executed to benefit shareholders by repurchasing shares at massive
discounts to management's view of intrinsic value. Capital allocation is the most critical
difference between an SOE and a private company led by owner-operators. We don't see any
indication our investees are reallocating capital towards non-productive uses. We believe all of
our investee companies are allocating capital to increase long-term value.
Within the China tech sector, almost all our investees -- Tencent, Prosus, Alibaba, Baidu, and JOYY
-- are putting their net cash balance sheet to work and executing record levels of buybacks at
value accretive prices.
While some Chinese developers are struggling with liquidity issues, our investees have ramped
up buybacks. CK Asset, New World Development, and Gree Electric, all in real estate exposed
sectors, are buying back record amounts of shares and stand to benefit from industry disruption.
For example, within the last year and a half, Gree Electric has repurchased almost 9% of the
company while paying out an 8.4% dividend yield at current prices. Gree is the largest share
repurchaser in China.
HK listed Chinese pork producer WH Group repurchased 13% of the company in August 2021,
and CK Hutchison's buybacks are running at 10x the previous year's levels.
While companies in Macau are understandably not buying back shares given the cash burn due
to border closures currently, we have seen well-connected local insiders at K. Wah (Galaxy
Entertainment's family holding company) and SJM buy more shares after the market meltdown
in mid-September 2021, which sends us a strong message that the businesses are significantly
undervalued.
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Finally, we have also increased our co-investment this quarter, adding further personal capital
as the price/value ratio of the portfolio fell into the low 60s%. Like many of the owner/operators
running our portfolio companies, we believe that it makes sense to buy when volatility is high, as
the subsequent periods tend to be profitable, as the historical chart of China internet ETF prices
and volatility below illustrates.
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Portfolio Review
During the quarter, we added to our China and Macau exposure to buy highly discounted
securities as panic, fear, and opportunity increased. We expanded exposure to China tech
names Alibaba, JOYY, Tongcheng-Elong, and Tencent. We also added further to Gree Electric
and China Lesso, which were affected by weak home sales, a fragile real estate industry, macro
concerns, and higher commodity input prices. We trimmed our Japan and India investments as
they appreciated and reallocated the proceeds to fund our increased China investments. We
initiated a starter position in one new investment listed and headquartered in Australia (currently
undisclosed).
3Q21

YTD 2021

Contribution
to Portfolio
Return (%)

Total
Return
(%)

Top Five
HDFC
Hitachi
Undisclosed
TCEL
Tencent

+0.53
+0.12
+0.11
+0.04
+0.01

+13
+4
+9
-4
+1

Bottom Five
MGM China
Melco International
Alibaba
Baidu
China Lesso

-2.49
-2.16
-1.91
-1.71
-1.59

-60
-36
-35
-25
-34

Contribution
to Portfolio
Return (%)

Total
Return
(%)

Top Five
Hitachi
L'Occitane
TCEL
Trip.com
Richemont

+1.57
+1.19
+0.94
+0.72
+0.69

+52
+36
+24
+30
+25

Bottom Five
MGM China
Melco International
Alibaba
Gree
JOYY

-2.94
-2.51
-1.95
-1.94
-1.46

-65
-39
-38
-34
-37

Housing Development Finance Corp (HDFC), the premier financial services conglomerate in
India, was a contributor for the quarter. Despite a devastating second wave of COVID in India,
which impacted most of the fiscal first quarter, HDFC's performance was resilient, with the
individual loan book growing at 14% YoY. Despite the much-advertised pricing pressure from
banks in the mortgage market, HDFC's interest spread remained stable at 2.29% as its funding
cost had declined in line with loan yields. Most importantly, asset quality remains stable with
non-performing loan ratios at 2.2%, much better than street expectations despite regional
lockdowns impacting collection efficiency and no RBI-mandated moratorium on debt payments.
The real estate and finance sectors have gone through a tough four years and seem to be at an
inflection point, with strong players getting stronger and housing sales picking up at a record
pace. July 2021 was the third highest mortgage loan disbursement month in HDFC's threedecade history.
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Tongcheng Elong (TCEL), one of the top three online travel agencies in China, was a contributor
for the quarter. TCEL reported strong second-quarter results and has continued to gain market
share driven by its strategy focused on lower-tier cities and best-in-class execution. Despite
COVID outbreaks and travel restrictions in certain regions, TCEL reported 35% growth in revenue
and 21% growth in EBITDA compared to pre-COVID levels. During the quarter, TCEL announced
a contract renewal with Tencent on favorable terms. Tencent will continue to provide traffic
support with preferential WeChat access, advertising, and promotion support with WeChat
moments, etc., in exchange for reasonable fees subject to an annual cap. The contract is for
three years with an option to renew for another three years. The spread of the Delta variant in
China led to travel disruption in July and August 2021, but TCEL saw recovery in September 2021.
Although sporadic COVID outbreaks will likely lead to volatility, the last 18 months have proven
that fundamental travel demand is not impaired and comes roaring back when travel restrictions
are eased. Despite its strong performance, we continue to like TCEL as the cheapest and fastestgrowing major OTA we follow.
Hitachi Limited, a Japanese conglomerate, was a contributor for the quarter. Hitachi reported
first-quarter results that were in line with expectations for the fiscal year ending March 2022,
and profits have recovered above the pre-COVID levels. The IT segment continued to deliver
record-high earnings with a 10% operating profit margin. Hitachi Astemo, the auto parts
business, was slightly behind plans due to the global semiconductor shortage in the quarter.
Hitachi's power grid business was also relatively weak due to the COVID impact in India and
Indonesia, but the company remains confident and kept to its 10% operating margin target for
the next financial year. In July 2021, the company completed its acquisition of GlobalLogic, a
digital engineering company. We expect Hitachi to leverage GlobalLogic's expertise in digital
transformation and further expand Hitachi's Lumada business.
Tencent, a world-leading internet and technology company, was a new initiation and contributor
for the quarter. We have been investing in Tencent via Prosus, but added additional direct
exposure this quarter as the sell-off made Tencent shares attractive with a sufficient margin of
safety. In August 2021, a state media article calling mobile gaming "spiritual opium" added
downward pressure on Tencent in addition to broader Chinese internet weakness. While the
Chinese government has been concerned about game addiction by teenagers, Tencent has
been implementing control measures stricter than industry requirements and using innovative
tools such as facial recognition to restrict under-aged players. Spending by players aged 16 or
under on Tencent's gaming accounts for a low single-digit percentage of its China game grossing
receipts. Any further restrictions will have a limited impact on earnings. Furthermore, Tencent's
gaming business is not just a China business; its international gaming revenue grew over 30%
YoY and contributed 25% of segment revenue in the second quarter. Tencent's gaming business
has been repositioned from a primarily China-centric business to a global business, which more
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than tripled its addressable market. Another headline in the quarter was that Tencent
earmarked RMB 50bn investment to support "common prosperity." Just like the RMB 50bn
pledged by Tencent in April 2021 for sustainable social value, these initiatives will not be funded
from cash today, but over time from Tencent's investment gains and have no impact on its nonIFRS profits. The combined 100bn RMB would represent about a low single-digit percentage of
our appraisal for Tencent. It is encouraging that Tencent has been repurchasing shares almost
every day after its second-quarter results announcement in August 2021. The cumulative
purchase so far this year is already the most they have ever repurchased.

Alibaba, the largest online retail platform in China, was the top detractor in the quarter. Alibaba
reported weaker than expected first-quarter results, and the outlook for the current quarter is
weak. Sporadic COVID outbreaks, property market fluctuations, and power shortages leading to
manufacturing disruption have negatively impacted domestic consumption. China's retail sales
growth decelerated from 12% YoY growth in June to 8.5% in July to just 2.5% in August, 2021.
Alibaba's China marketplace-based commerce revenue growth is expected to slow down to high
single digits growth in the current quarter vs. 14% YoY in the first quarter. A slowdown in
Alibaba's cloud business growth has been another cause for investor concern. Q1 growth of
29% YoY was below market expectations, but if we exclude the negative impact of a single
customer (which had to terminate its Ali Cloud relationship in international markets due to
geopolitical pressure), the growth has remained in the 40-50% range contrary to the market's
bearish view. Comps are tough until the September quarter due to elevated investments in
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multiple areas in the current fiscal year. Still, we are encouraged to see the initial results from
these investments, including the 200% QoQ growth of Community marketplace's GMV, Taobao
Deals AAC reaching 190mm, 90% YoY growth of Lazada orders, and stabilization in Ele.me's
market share.
Alibaba has a proven track record of incubating new businesses, which develop into multibilliondollar franchises (for example, Alibaba Cloud and Cainiao), and we are confident that current
investments will achieve attractive IRRs over time. In addition, the much-publicized regulatory
headwinds continued to fuel negative sentiment. In August, China passed the Personal Info
Protection Law (PIPL), China's version of Europe's General Data Protection Regulation (GDPR).
We believe its impact on Alibaba is relatively small compared to the audience targeting platforms.
Alibaba is a private marketplace platform where consumers come with an intent to purchase.
Alibaba does contextual marketing and does not engage in buying and selling data/traffic. While
these new regulations could lower ROI on marketing dollars for merchants, the relative impact
on e-commerce platforms like Alibaba will be lower than social networking, short video, and live
streaming platforms.
At today's depressed stock price, the underlying core China marketplace business, which we
expect will compound at a low to mid-teens rate in coming years, is only trading at a mid-singledigit FCF multiple. It is noteworthy that Alibaba increased its buyback authorization from $10bn
to $15bn, indicating the management's optimistic view of its growth prospects. As of the end of
July 2021, the company had repurchased $3.7 billion of shares since the March 2021 fiscal yearend. Current repurchase volumes represent a massive leap in share repurchase vs. last year's
$118 million, reflecting management's view of the compelling returns on capital achieved
through share buyback at current prices.
Baidu, the dominant AI company in China, was a detractor in the quarter. Along with other
Chinese internet companies, concerns of potential further regulation in the sector have affected
Baidu's share price. While Baidu remains the dominant company for Chinese search engines,
search advertising represents less than 20% of the overall China online advertising market, and
Baidu is not thought to engage in monopolistic behaviors. In addition, the Chinese government
supports areas such as artificial intelligence and autonomous driving that Baidu has been
investing in for many years. As such, we feel confident about Baidu's positioning in the current
regulatory landscape. In June 2021, Baidu launched the 5th generation Apollo robotaxi, and the
cost per mile dropped on average by 60% for each launch of the past five generations. It is
expected that by 2025, Apollo robotaxi will reach cost parity with ride-hailing with human drivers.
The total addressable market for robotaxis is projected to be US$224 billion in 2025. None of
this potential is reflected in Baidu Core's single-digit EBITDA multiple. Baidu's management
strongly believes the company is undervalued and has ramped up the buyback pace. Since
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2020, Baidu has repurchased nearly $2.5 billion of stock, compared to slightly above $700 million
in 2019.
China Lesso, the largest plastic pipe manufacturer in China, was a detractor for the quarter. The
liquidity crisis at Evergrande spread concerns to industry suppliers. However, the direct impact
to China Lesso is limited because the company has a diversified customer base, with its top five
customers representing less than 5% of its revenue. Evergrande only accounts for 1-2% of its
revenue. China Lesso's cash flow is safe, with over 60% of its sales conducted via its 2,500+
independent and exclusive first-tier distributors, whose credit terms have been prudently
managed. The market is concerned about the PVC cost hike putting pressure on industry
margins. Still, China Lesso has demonstrated its pricing power over the past decade by
operating on a cost-plus model and maintaining a stable to increasing gross profit margin. China
Lesso has delivered gross margin expansion despite the cost challenges in the first half of the
year by increasing its plastic pipe pricing +14% year over year while growing volume by 9%. The
company remains confident in its full-year margin and double digits revenue growth.

See the following pages for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf
Partners UCITS Funds. No shares of the Longleaf Partners Asia Pacific UCITS Fund ("Fund")
may be offered or sold in jurisdictions where such offer or sale is prohibited. Any performance
is for illustrative purposes only. Current data may differ from data quoted. Investment in the
Fund may not be suitable for all investors. Potential eligible investors in the Fund should read
the prospectus and the Key Investor Information Document (KIID) carefully, considering the
investment objectives, risks, charges, and expenses of the product, before making any
investment decision. The value of investments, and the income from them, may fall or rise
and investors may get back less than they invested. Past performance is no guarantee of future
performance. Investment in the Fund may not be suitable for all investors. This document
does not constitute investment advice – investors should ensure they understand the legal,
regulatory and tax consequences of an investment in the Fund.
Any subscription may only be made on the terms of the Prospectus and subject to completion
of a subscription agreement.
P/V ("price-to-value") is a calculation that compares the prices of the stocks in a portfolio to
Southeastern's appraisal of their intrinsic values. The ratio represents a single data point
about a Fund and should not be construed as something more. P/V does not guarantee future
results, and we caution investors not to give this calculation undue weight.
"Margin of Safety" is a reference to the difference between a stock's market price and
Southeastern's calculated appraisal value. It is not a guarantee of investment performance or
returns.
Important information for Australian investors:
Southeastern Asset Management, Inc. ("Southeastern") and Southeastern Asset
Management, Inc. Australia Branch, ARBN 155383850, a US company ("Southeastern
Australia Branch"), have authorised the issue of this material for use solely by wholesale
clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of any of its related
bodies corporate. By accepting this material, a wholesale client agrees not to reproduce or
distribute any part of the material, nor make it available to any retail client, without
Southeastern's prior written consent.
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Southeastern and Southeastern Australia Branch are exempt from the requirement to hold
an Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) in
respect of financial services, in reliance on ASIC Class Order 03/1100, a copy of which may
be obtained at the web site of the Australian Securities and Investments Commission,
http://www.asic.gov.au.
The class order exempts bodies regulated by the US Securities and Exchange Commission
(SEC) from the requirement to hold an AFSL where they provide financial services to
wholesale clients in Australia on certain conditions. Financial services provided by
Southeastern are regulated by the SEC, which are different from the laws applying in
Australia.
Important information for Belgian investors:
This document and the information contained herein are private and confidential and are for
the use on a confidential basis only by the persons to whom such material is addressed. This
document does not constitute and may not be construed as the provision of investment
advice, an offer to sell, or an invitation to purchase, securities in any jurisdiction where such
offer or invitation is unauthorized. The Longleaf Partners Global UCITS Fund and Longleaf
Partners Asia Pacific UCITS Fund have not been and will not be registered with the Belgian
Financial Services and Markets Authority (Autoriteit voor financiële diensten en markten/
Autorité des services et marchés financiers) as a foreign collective investment undertaking
under Article 127 of the Belgian Law of July 20 2004 on certain forms of collective
management of investment portfolios. The offer in Belgium has not been and will not be
notified to the Financial Services and Markets Authority, nor has this document been nor will
it be approved by the Belgian Financial Services and Markets Authority. The shares issued by
the Funds shall, whether directly or indirectly, only be offered, sold, transferred or delivered
in Belgium to individuals or legal entities who are Institutional or Professional Investors" in
the sense of Article 5§3 of the Belgian Law of July 20 2004 on certain forms of collective
management of investment portfolios (as amended from time to time), acting for their own
account and the offer requires a minimum consideration of €250,000 per investor and per
offer. Prospective investors are urged to consult their own legal, financial and tax advisers as
to the consequences that may arise from an investment in the Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE
REGISTERED WITH ANY SECURITIES EXCHANGE COMMISSION OR OTHER SIMILAR
AUTHORITY IN BRAZIL, INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE
COMMISSION (COMISSÃO DE VALORES MOBILIÁRIOS - "CVM"). SUCH PRODUCTS
WILL NOT BE DIRECTLY OR INDIRECTLY OFFERED OR SOLD WITHIN BRAZIL
THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY BRAZILIAN LAW AND BY
THE RULES ISSUED BY CVM, INCLUDING LAW NO. 6,385 (DECEMBER 7, 1976) AND
CVM RULE NO. 400 (DECEMBER 29, 2003), AS AMENDED FROM TIME TO TIME, OR
ANY OTHER LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE.
ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN
LAWS AND REGULATIONS AND BY THE RULES ISSUED BY THE CVM, INCLUDING
LAW NO. 6,385 (DECEMBER 7, 1976) AND CVM RULE NO. 400 (DECEMBER 29, 2003),
AS AMENDED FROM TIME TO TIME, OR ANY OTHER LAW OR RULES THAT MAY
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REPLACE THEM IN THE FUTURE, MUST NOT BE PERFORMED WITHOUT SUCH PRIOR
REGISTRATION. PERSONS WISHING TO ACQUIRE THE PRODUCTS OFFERED
HEREUNDER IN BRAZIL SHOULD CONSULT WITH THEIR OWN COUNSEL AS TO THE
APPLICABILITY OF THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION
THEREFROM. [WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND SOLICITATION
IS LIMITED TO QUALIFIED INVESTORS AS DEFINED BY CVM RULE NO. 409 (AUGUST
18, 2004), AS AMENDED FROM TIME TO TIME OR AS DEFINED BY ANY OTHER RULE
THAT MY REPLACE IT IN THE FUTURE. THIS DOCUMENT IS CONFIDENTIAL AND
INTENDED SOLELY FOR THE USE OF THE ADDRESSEE AND CANNOT BE DELIVERED
OR DISCLOSED IN ANY MANNER WHATSOEVER TO ANY PERSON OR ENTITY OTHER
THAN THE ADDRESSEE.
Important information for Danish investors:
Each Fund's prospectus has not been and will not be filed with or approved by the Danish
Financial Supervisory Authority or any other regulatory authority in Denmark and the shares
have not been and are not intended to be listed on a Danish stock exchange or a Danish
authorized market place. Furthermore, the shares have not been and will not be offered to the
public in Denmark. Consequently, these materials may not be made available nor may the
shares otherwise be marketed or offered for sale directly or indirectly in Denmark.
Important information for Guernsey investors:
Neither the Guernsey Financial Services Commission nor the States of Guernsey Policy
Council take any responsibility for the financial soundness of the Longleaf Partners UCITS
Funds or for the correctness of any of the statements made or opinions expressed with regard
to it. If you are in any doubt about the contents of this document you should consult your
accountant, legal or professional adviser or financial adviser.
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Southeastern Asset Management has taken all reasonable care to ensure that the facts stated
in this document are true and accurate in all material respects, and that there are no other
facts the omission of which would make misleading any statement in the document, whether
of facts or of opinion. It should be remembered that the price of Fund shares and the income
from them can go down as well as up.
Important information for Hong Kong investors:
No person may offer or sell in Hong Kong, by means of any document, any Shares other than
(a) to "professional investors" as defined in the Securities and Futures Ordinance (Cap. 571)
of Hong Kong and any rules made under that Ordinance; or (b) in other circumstances which
do not result in the document being a "prospectus" as defined in the Companies Ordinance
(Cap. 32) of Hong Kong or which do not constitute an offer to the public within the meaning
of that Ordinance. No person may issue, or have in its possession for the purposes of issue,
whether in Hong Kong or elsewhere, any advertisement, invitation or document relating to
the Shares, which is directed at, or the contents of which are likely to be accessed or read by,
the public in Hong Kong (except if permitted to do so under the securities laws of Hong Kong)
other than with respect to Shares which are or are intended to be disposed of only to persons
outside Hong Kong or only to "professional investors" as defined in the Securities and Futures
Ordinance (Cap. 571) of Hong Kong and any rules made under that Ordinance.
WARNING
The contents of this document have not been reviewed by any regulatory authority in Hong
Kong. You are advised to exercise caution in relation to the offer. If you are in any doubt about
the contents of this document, you should obtain independent professional advice.
Important information for Indian investors:
Southeastern Asset Management Inc.'s products and services are not being offered to the
public and are only for private placement purposes. This marketing material is addressed
solely to you and is for your exclusive use. Any offer or invitation by Southeastern is capable
of acceptance only by you and is not transferrable. This marketing material has not been
registered as a prospectus with the Indian authorities. Accordingly, this may not be
distributed or given to any person other than you and should not be reproduced, in whole or
in part. This offer is made in reliance to the private placement exemption under Indian laws.
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Important information for Italian investors:
No offering of shares of the Longleaf Partners Unit Trust comprised of the Longleaf Partners
Global UCITS Fund and Longleaf Partners Asia Pacific UCITS Fund (the "Funds") has been
cleared by the relevant Italian supervisory authorities. Thus, no offering of the Funds can be
carried out in the Republic of Italy and this marketing document shall not be circulated
therein – not even solely to professional investors or under a private placement – unless the
requirements of Italian law concerning the offering of securities have been complied with,
including (i) the requirements set forth by Article 42 and Article 94 and seq. of Legislative
Decree No 58 of February 24 1998 and CONSOB Regulation No 11971 of May 14 1999, and (ii)
all other Italian securities tax and exchange controls and any other applicable laws and
regulations, all as amended from time to time. We are sending you the attached material as a
follow up to the specific request received by you. You are fully aware that the Funds have not
been registered for offering in Italy pursuant to the Italian internal rules implementing the
UCITS IV directive. Therefore, you are expressly fully aware that the Italian protections
granted by the applicable legal framework would not apply and you would be exclusively
responsible for the decision to invest in the Funds. Moreover, you represent that you would
only invest directly or on behalf of third parties to the extent that this is fully lawful and you
comply with any conduct of business rules applicable to you in connection with such
investment. You agree to refrain from providing any document relating to the Funds to any
party unless this is fully compliant with applicable law.
Important information for Jersey investors:
Financial services advertisement. This document relates to a private placement and does not
constitute an offer to the public in Jersey to subscribe for the Shares offered hereby. No
regulatory approval has been sought to the offer in Jersey and it must be distinctly understood
that the Jersey Financial Services Commission does not accept any responsibility for the
financial soundness of or any representations made in connection with the Fund. The offer of
Shares is personal to the person to whom this document is being delivered by or on behalf of
the Fund, and a subscription for the Shares will only be accepted from such person. This
document may not be reproduced or used for any other purpose.
Important information for Monaco investors:
The Longleaf Partners UCITS Funds described in this document have not been registered for
sale in Monaco under applicable law. Neither the Longleaf Partners UCITS Funds nor its
agents are licensed or authorized to engage in marketing activities in
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Monaco. Any marketing or sale of Longleaf Partners UCITS Funds will be undertaken or made
in strict compliance with applicable law in Monaco. By receiving this document, each
recipient resident in Monaco acknowledges and agrees that it has contacted the Longleaf
Partners UCITS Funds at its own initiative and not as a result of any promotion or publicity
by the Longleaf Partners UCITS Funds or any of its agents or representatives. Monaco
residents acknowledge that (1) the receipt of this document does not constitute a solicitation
from the Longleaf Partners UCITS Funds for its products and/or services, and (2) they are
not receiving from the Longleaf Partners UCITS Funds any direct or indirect promotion or
marketing of financial products and/or services. This document is strictly private and
confidential and may not be (1) reproduced or used for any purpose other than evaluation of
a potential investment in the Longleaf Partners UCITS Funds by the intended recipient, or
(2) provided to any person or entity other than the intended recipient.
Important information for New Zealand investors:
No shares are offered to the public. Accordingly, the shares may not, directly or indirectly, be
offered, sold or delivered in New Zealand, nor may any offering document or advertisement
in relation to any offer of the shares be distributed in New Zealand, other than: (A) to persons
whose principal business is the investment of money or who, in the course of and for the
purposes of their business, habitually invest money or who in all circumstances can be
properly regarded as having been selected otherwise than as members of the public; or (B) in
other circumstances where there is no contravention of the Securities Act 1978 of New
Zealand.
Important Information for Oman investors:
The Longleaf Partners APAC UCITS Fund has not been registered or approved by the Central
Bank of Oman, the Oman Ministry of Commerce and Industry, the Oman Capital Market
Authority or any other authority in the Sultanate of Oman. Southeastern Asset Management,
Inc. has not been authorized or licensed by the Central Bank of Oman, the Oman Ministry of
Commerce and Industry, the Oman Capital Market Authority or any other authority in the
Sultanate of Oman, for discretionary investment management within the Sultanate of Oman.
The shares in the Longleaf Partners APAC UCITS Fund have not and will not be listed on any
stock exchange in the Sultanate of Oman. No marketing of any financial products or services
has been or will be made from within the Sultanate of Oman and no subscription to any
securities, products or financial services may or will be consummated within the Sultanate of
Oman. Southeastern Asset Management, Inc. is not a licensed broker, dealer, financial
advisor or investment advisor licensed under the laws applicable in the Sultanate of Oman,
and, as such, does not advise individuals resident in the Sultanate of Oman as to the
appropriateness of investing in or purchasing or selling securities or other financial products.
Nothing contained in this document is intended to constitute investment, legal, tax,
accounting or other professional advice in, or in respect of, the Sultanate of Oman. This
document is confidential and for your information only and nothing is intended to endorse
or recommend a particular course of action. You should consult with an appropriate
professional for specific advice rendered on the basis of your situation.
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Important Information for Qatar investors:
This document is not intended to constitute an offer, sale or delivery of the Longleaf Partners
UCITS Funds or other securities under the laws of the State of Qatar. The offer of the Longleaf
Partners UCITS Funds has not been and will not be licensed pursuant to Law No. 8 of 2012
("QFMA Law") establishing the Qatar Financial Markets Authority ("QFMA") and the
regulatory regime thereunder (including in particular the QFMA Regulations issued vide
QFMA Board Resolution No.1 of 2008, QFMA Offering and Listing Rulebook of Securities of
November 2010 ("QFMA Securities Regulations") and the Qatar Exchange Rulebook of
August 2010) or the rules and regulations of the Qatar Financial Centre ("QFC") or any laws
of the State of Qatar. The document does not constitute a public offer of securities in the State
of Qatar under the QFMA Securities Regulations or otherwise under any laws of the State of
Qatar. The Longleaf Partners UCTIS Funds are only being offered to a limited number of
investors, less than a hundred in number, who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Funds. No transaction will be
concluded in the jurisdiction of the State of Qatar (including the QFC).
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a
solicitation for investments from members of the public in terms of CISCA and do not
constitute an offer to the public as contemplated in section 99 of the Companies Act. The
addressee acknowledges that it has received this Document and any of its Supplement(s) in
the context of a reverse solicitation by it and that this Document and any of its Supplement(s)
have not been registered with any South African regulatory body or authority. A potential
investor will be capable of investing in only upon conclusion of the appropriate investment
agreements. This document is provided to you for informational purposes only. For more
information, including a prospectus and simplified prospectus, potential eligible investors
should call Gwin Myerberg at 44 (0)20 25 7479 4212 or gmyerberg@SEasset.com. Ms.
Myerberg is a Representative employed by Southeastern Asset Management, which accepts
responsibility for her actions within the scope of her employment. Potential eligible investors
should read the prospectus and simplified prospectus carefully, considering the investment
objectives, risks, charges, and expenses of the product, before making any investment
decision. Past performance is no guarantee of future performance. The value of investments,
and the income from them, may fall or rise and investors may get back less than they invested.
Southeastern Asset Management is an authorized financial services provider with FSP No.
42725.
Important information for Spanish investors:
The sale of the shares of Longleaf Partners Global UCITS Fund and Longleaf Partners Asia
Pacific UCITS Fund (the "Funds") which this document refers to have not been registered
with the Spanish National Securities Market Commission ("Comision Nacional del Mercado
de Valores") pursuant to Spanish laws and regulations and do not form part of any public
offer of such securities in Spain. Accordingly, no shares in the Funds may be, and/or are
intended to be publicly offered, marketed or promoted, nor any public offer in respect thereof
made, in Spain, nor may these documents or any other offering materials relating to the offer
of shares in the Fund be distributed, in the Kingdom of Spain, by the Distributor or any other
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person on their behalf, except in circumstances which do not constitute a public offering and
marketing in Spain within the meaning of Spanish laws or without complying with all legal
and regulatory requirements in relation thereto. This document and any other material
relating to Fund shares are strictly confidential and may not be distributed to any person or
any entity other than its recipients.
Important information for Swedish investors:
The following materials are intended only for qualified investors. This material shall not be
reproduced or publicly distributed. The Longleaf Partners Unit Trust is not authorised under
the Swedish Investment Funds Act. The shares of the Fund are being offered to a limited
number of qualified investors and therefore this document has not been, and will not be,
registered with the Swedish Financial Supervisory Authority under the Swedish Financial
Instruments Trading Act. Accordingly, this document may not be made available, nor may
the shares otherwise be marketed and offered for sale in Sweden, other than in circumstances
which are deemed not to be an offer to the public in Sweden under the Financial Instruments
Trading Act.
Important information for Swiss investors:
The jurisdiction of origin for the Longleaf Partners UCITS Funds is Ireland. The
representative for Switzerland is ARM Swiss Representatives SA., Route de Cite-Ouest 2, 1196
Gland. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1, 8022
Zurich. The Prospectus, the KIID, the Trust Deed, as well as the annual and semi-annual
reports may be obtained free of charge from the representative in Switzerland. The current
document is intended for informational purposes only and shall not be used as an offer to buy
and/or sell shares. The performance shown does not take account of any commissions and
costs charged when subscribing to and redeeming shares. Past performance may not be a
reliable guide to future performance.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated
investors: (a) upon their request and confirmation that they understand that neither
Southeastern Asset Management, Inc. nor the Longleaf Partners Asia Pacificl UCITS Fund
have been approved or licensed by or registered with the United Arab Emirates Central Bank
("UAE Central Bank"), the Securities and Commodities Authority ("SCA"), the Dubai
Financial Services Authority ("DFSA") or any other relevant licensing authorities or
governmental agencies in the United Arab Emirates (including the DIFC),nor has the
placement agent, if any, received authorization or licensing from the UAE Central Bank, SCA,
the DFSA or any other relevant licensing authorities or governmental agencies in the United
Arab Emirates (including the DIFC); (b) on the condition that it will not be provided to any
person other than the original recipient, is not for general circulation in the United Arab
Emirates (including the DIFC) and may not be reproduced or used for any other purpose; and
(c) on the condition that no sale of securities or other investment products in relation to or in
connection with either Southeastern Asset Management, Inc. or the Longleaf Partners Asia
Pacific UCITS Fund is intended to be consummated within the United Arab Emirates
(including in the DIFC). Neither the UAE Central Bank, SCA nor the DFSA have approved
this document or any associated documents, and have no responsibility for them. The shares
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in the Longleaf Partners Asia Pacific UCITS Fund are not offered or intended to be sold
directly or indirectly to retail investors or the public in the United Arab Emirates (including
the DIFC). No agreement relating to the sale of the shares is intended to be consummated in
the United Arab Emirates (including the DIFC). The shares to which this document may relate
may be illiquid and/or subject to restrictions on their resale. Prospective investors should
conduct their own due diligence on the shares. If you do not understand the contents of this
document you should consult an authorized financial advisor.
Important information for UK investors:
The KIID and Full Prospectus (including any supplements) for this Fund are available from
Southeastern Asset Management International (UK.) Limited which is authorized and
regulated by the Financial Conduct Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a)
persons who have professional experience in matters relating to investments falling within
article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 (as amended) (the "Order") or (b) high net worth entities and other persons to whom it
may be otherwise lawfully be communicated, falling within Article 49(2) of the Order (all such
persons being referred to as "relevant persons"). This document must not be acted on or relied
on by persons who are not relevant persons. Any investment activity to which this document
relates is available only to relevant persons and will be engaged in only with relevant persons.
Any person who is not a relevant person should not act or rely on this document or any of its
contents.
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Portfolio Returns at 30/06/21 – Net of Fees
Since
2Q21

YTD

1 Year

3 Year

5 Year

Inception
2/12/2014

APAC UCITS (Class I USD)

2.17%

10.41%

38.42%

6.57%

11.74%

8.38%

MSCI AC Asia Pacific Index

2.61%

5.01%

34.33%

10.32%

12.60%

8.72%

Relative Returns

-0.44%

+5.40%

+4.09%

-3.75%

-0.86%

-0.34%

Selected Indices*

2Q21

YTD

1 Year

3 Year

5 Year

Hang Seng Index

2.69%

7.36%

21.40%

3.09%

10.18%

TOPIX Index (JPY)

-0.42%

8.89%

27.38%

6.41%

11.81%

TOPIX Index (USD)

-0.85%

1.20%

23.64%

6.31%

10.17%

5.05%

7.45%

40.90%

11.27%

13.03%

MSCI Emerging Markets

*Source: Bloomberg; Periods longer than one year are annualized

The Fund returned 2.17% in the second quarter, slightly trailing the MSCI AC Asia Pacific Index.
The Fund's underweight in Australia, Taiwan, and China A-Share markets negatively impacted
the relative performance, more than offsetting the benefit from our underweight to Japan. The
first six months of the year have been strong, with the Fund returning 10.41%, well ahead of the
Index.
Equity market returns in Asia have lagged those in the US and Europe this year. The MSCI AC
Asia Pacific is up 5.0% YTD, underperforming both the S&P 500's 15.3% and MSCI Europe's
11.8% returns. Rapid vaccination rollouts and unprecedented fiscal stimulus funded by ultraloose monetary policy have spurred strong consumer demand and an improved economic
outlook in western markets. Carnival Corporation's CEO Arnold Donald commented, "People
are ready to sail. We have far more demand than we have ships to supply right now." We have
come a long way from last year when cruise ships were idle and restricted from accessing ports
— to now when bookings for 2022 are already above 2019 pre-COVID levels. Indications of
financial excesses, such as the strong performance of meme stocks, cryptocurrencies, and NFTs,
all with zero yields, are appearing more often. There have been 213 IPOs in the US raising over
$70 billion in the first half of 2021 alone — this is higher than the full-year average for the past
ten years. US corporate junk bond yields fell to a record low of 3.8% during the quarter, as
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Treasury rates have increased in recent months, implying a severe compression in the risk
spread demanded by investors.

ICE BofA US High Yield Index Effective Yield
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Source: Federal Reserve Bank of St. Louis

In comparison, the Asian fiscal and monetary response to COVID has been rather conservative,
which bodes well for Asian currencies and long-term structural growth. China is the only major
country that controlled COVID well enough in 2020 and got its economy back on track without
relying on unsustainable relief measures. It most likely accounted for all of the global growth in
2020 and will remain the primary driver of global growth. It is not surprising that the MSCI China
index significantly outperformed the S&P 500, MSCI Europe, and MSCI Asia Pacific last year (chart
below).
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China's relative outperformance has reversed in 2021 YTD for two key reasons:
•

The reopening story has moved from China to the US and Europe, which have seen
vaccination rates rapidly reaching over 50% over the last few months. In contrast, most
countries in southeast and north Asia, including developed economies like Japan and South
Korea, have yet to see vaccination rates reach 20% (except China which has already
administered 1.3 billion doses).

•

The growth outlook and market returns in Western markets were further boosted by
significant government relief spending and money printing. These effects should fade in the
coming quarters. In contrast, China has been limiting money supply growth and public
spending.

More importantly, China's internet sector (a key constituent of Asia and China indices) has come
under tighter regulatory scrutiny, with anti-monopoly investigations and new fintech and data
privacy regulations impacting regional returns. The launch of cybersecurity investigations by
regulators against Didi, the largest ride-hailing platform in China, merely two days after its US
listing that raised $4.4 billion, has further soured sentiment towards the Chinese tech sector and
ADRs. This increased regulatory oversight is not too different from what we have observed in
the US and European markets over the past decade. Globally, new rules governing the internet,
privacy, content, data collection, storage, sharing, and usage are being written. At the extreme,
US legislators are even contemplating breaking up big tech giants. However, the pace at which
Chinese regulators have implemented regulation and oversight over the sector has been
extremely rapid.

Digital Economy accounts for 40% of
China's GDP

Digital Economy key driver of nominal GDP
growth in China

Source: CAICT, Haver Analytics, Goldman Sachs Global Investment Research

4
For Professional Investors Only

The Chinese online industry has been largely unregulated for many years as the industry was
small or non-existent many years ago. Fast forward to today, the Chinese digital economy
generates almost 40% of China's GDP and accounted for over 60% of incremental GDP growth
during 2016-2019. The fast-growing scale and significance of the online industry have attracted
the attention of regulators. We view the recent regulatory developments in China as signs of
regulations evolving and catching up with the economy. It is not surprising that Alibaba was
among the first to be investigated by the State Administration for Market Regulation (SAMR) ‒
Alibaba accounted for 18% of all retail sales in China in 2020, up from 10% in 2015.
Alibaba's $2.8 billion fine by SAMR compares favorably to the $9.5 billion of penalties imposed
by the European Commission against Google from 2017 and 2019 for anti-competitive actions.
Last year, Facebook paid a $5 billion penalty to the Federal Trade Commission (FTC) for misusing
data and sharing customer data with third parties. Furthermore, the FTC and 46 states filed
complaints against Facebook alleging that they violated antitrust laws by acquiring Instagram in
2012 and WhatsApp in 2014 and placing conditions on access to their platform. We believe that
regulations imposed on Chinese tech companies are broadly consistent with those being applied
to western peers, however its speed of implementation has been rapid, causing shock waves in
the Asian capital markets.
The Chinese online sector accounts for six out of the top ten constituents of the MSCI China
index (37% of the Index). Any dislocation in this sector has a meaningful impact on overall
regional returns. We believe these regulations aim to ensure fair competition and the healthy
development of online platforms (which, barring any regulatory oversight, lend themselves to
natural monopolies due to their network effects and scale) and not kill these national champions.
This regulatory crackdown allowed us to buy Alibaba and increase our exposure to Tencent (via
Prosus) at a significant margin of safety. We believe China is on a sustainable growth trajectory,
underpinned by rising disposable income and domestic consumption. The Fund's China
weighting is the highest it's ever been.
The French economist Jacques Rueff said, "Inflation consists of subsidizing expenditures that
give no returns with money that does not exist." We believe this is what is happening in the US.
The supply of money has dramatically increased with the Fed's balance sheet expanding from
under one trillion dollars in 2008, to around four trillion in 2019, to eight trillion now.
Consumption is booming as the economy reopens while the supply of goods is constrained
(semiconductor, labor, and logistics). Inflation is already running well above the Fed's average
target of 2%, and the taper talks have re-started, but interest rate hikes still seem a few years
away. The last taper tantrum in 2013 resulted in a meaningful selloff in emerging markets assets
and currencies. We believe Asian countries will hold up much better this time around as they
have stronger current account positions and larger foreign exchange reserves. Capital follows
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growth, and Asia offers higher growth, positive real yields, and cheaper valuations — which lend
support to prospective returns in the region.
Despite lagging on the vaccination rollout, the extreme stance adopted by policymakers in most
Asian countries of eradicating COVID has meant that rolling lockdowns and travel restrictions
are impacting the pace of recovery in the region. This is most evident in our Macau holdings
(~10% weighting in our portfolio), the largest combined detractor in the quarter. Macau has
reported zero COVID cases in the community for over a year, yet the market is effectively locked
down because of travel restrictions in key feeder markets (Mainland China and Hong Kong).
Industry gross gaming revenue remains 65% below 2019 levels because of the border closure
with HK and tighter visa restrictions from Mainland China (more details below). Macau continues
to be the largest coiled spring in our portfolio.
COVID has proven to be more of a social and a health crisis than an economic one. It has had a
disproportionate impact on lower-income households in which people lost their manufacturing,
retail, and food service jobs. On the other hand, mid to high income white-collar workers, who
account for most of the purchasing power, have had a steady flow of income and limited avenues
to spend it, adding to their savings buffer. As COVID concerns recede and life normalizes, these
consumers are coming back strong. The luxury goods sector has been a major beneficiary of
this trend. Our portfolio company Richemont (which we exited during the quarter), reported
extremely strong growth with jewelry sales up 62% YOY in the quarter that ended March 2021
and, more impressively, growth of 28% on a 2-year stack. Richemont's Asia sales grew by 22%
in the fiscal year, ending March 2021 and 106% in the final quarter, driven mainly by China.
Pernod Ricard, the second-largest spirits group, noted that demand is recovering faster than
expected as restrictions are progressively lifted and raised its June fiscal year 2021 forecast to
16% growth YOY driven by Chinese demand for cognac and scotch whiskey. This gives us
confidence that Chinese consumers are alive and well, and Macau will also see the recovery
when travel restrictions ease.
Some of our holdings announced significant corporate actions during the quarter to increase
NAV per share and reduce the discount to NAV. Two of them are detailed below:
•

Prosus, a global consumer internet group, is trading at a steep 38% discount to NAV, which
comprises its 29% stake in Tencent and its fast-growing e-commerce portfolio (food delivery,
classifieds, fintech, and education technology). One of the key reasons for this discount is
Naspers (a holding company with a 73% stake in Prosus) excessive weighting (23%) on the
South African Index (SWIX), which can cause funds to limit their exposure to Naspers due to
single-stock ownership limits. To address this issue, Prosus announced a share exchange
offer wherein Prosus proposes to acquire a 45.4% stake in Naspers in exchange for newly
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issued Prosus shares. This will reduce the company’s weighting on the SWIX to 15% without
any tax leakage. While this increases complexity by introducing a cross-holding structure,
this is a value accretive transaction for Prosus shareholders. We are buying higher discount
Naspers shares in exchange for relatively lower discount Prosus shares and addressing the
key reason for NAV discount. Once this transaction consummates (subject to Naspers
shareholder tender), 60% of the economic interest in Prosus will be outside of South African
tax jurisdiction. Prosus also announced an additional US$5 billion share repurchase
program alongside this transaction, on top of the US$5 billion buyback announced in
November 2020.
•

WH Group, the largest pork packaged meat company globally, announced its intention to
buy back and cancel 13% of its shares outstanding at HKD7.8 per share, representing a
17.3% premium to the price before the announcement. We detailed in our first quarter
letter the level of undervaluation in WH Group. We were happy to see the board announce
this $1.9 billion share repurchase to demonstrate their confidence in its prospects and
address the steep discount. Importantly, insiders who own 34% of the company have given
an irrevocable undertaking not to participate in the buyback program, effectively increasing
their ownership to 39%. The buyback will be funded by low-cost debt and should be cash
flow accretive because dividend savings on these canceled shares could more than offset
any incremental after-tax interest expense. Apart from being value accretive, this
demonstrates to the market that the management and the board care about reflecting the
stock's actual value in the market.
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Portfolio Review
We exited our investments in Richemont (as discussed earlier), Hyundai Mobis, and Duiba and
initiated an investment in a China domestic consumption-focused company (undisclosed). We
trimmed some of our winners, including China Lesso, Tongcheng Elong, and Hitachi, and
redirected the proceeds to China internet holdings (Alibaba, Baidu, and Prosus), Gree, and HDFC.
2Q21
Contribution
to Portfolio
Return (%)

YTD 2021
Total
Return
(%)

Top Five
L’Occitane
Jollibee
Hitachi
China Lesso
CK Asset

+1.51
+1.19
+1.15
+0.83
+0.72

+31
+20
+28
+14
+17

Top Five
China Lesso
L’Occitane
Hitachi
CK Asset
Tongcheng-Elong

Bottom Five
JOYY
Gree Electric
MGM China
Melco International
Prosus

-1.18
-0.93
-0.64
-0.62
-0.53

-29
-16
-15
-10
-13

Bottom Five
JOYY
Gree Electric
MGM China
Melco International
Prosus

Contribution
to Portfolio
Return (%)

Total
Return
(%)

+2.31
+2.15
+1.77
+1.36
+1.10

+58
+47
+47
+38
+29

-1.25
-0.86
-0.55
-0.43
-0.33

-25
-16
-12
-5
-10

L'Occitane, the natural and organic-based beauty products company, was the top contributor
for the quarter. COVID was particularly challenging for L'Occitane last year because it was highly
dependent on the offline channel — 78% of the fiscal year March 2020 sales came from brickand-mortar stores, which were largely closed last year. Most of these stores are self-operated,
which meant the margin impact was much more significant than the sales drop due to operating
deleverage. Our management partners used this crisis as an opportunity. They initiated longdesired restructuring actions to decrease the cost base in a sustainable manner and shift sales
towards higher-margin online channels. Notably, the company's US operations filed for Chapter
11 to rid the company of long-term onerous lease contracts and reduce an unsustainably large
physical store footprint in the US. Rental agreements were renegotiated down in other markets,
headcount was reduced by 300, and the incentive structure was reconfigured to reward growth
as well as margins. We believe L'Occitane is undergoing a cultural transformation wherein the
focus has shifted from growth at all costs to profitable growth. This is a welcome change because
we think 10-12% operating profit margins are too low for a business that generates over 80%
gross margin. We already see the benefits of these actions, with more gross profit dollars flowing
through to the bottom line. Despite FY21 (ended March 2021) sales contracting by 6.5% (due to
COVID disruption in the first half), the operating margin increased by 300 bps to 14.3% - this was
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much better than the market's expectations and ours. Online sales mix, which has higher
margins than offline sales due to rental expense savings, increased to 37.5% in FY21 compared
to 22.4% in FY20.
Jollibee Foods Corporation, the largest restaurant chain in the Philippines, was a top contributor
for the quarter. Despite the challenging operating environment, especially in the Philippines due
to the prolonged impact of COVID, we are encouraged to see the benefits of Jollibee's business
transformation program executed last year. Jollibee's Philippine business remained weak, with
system-wide sales (SWS) down over 21% YOY due to COVID and related social distancing
measures. However, it still managed to grow operating profits by 24% YOY driven by cost
reductions in the stores, commissaries, and support functions. Jollibee also announced plans to
monetize certain real estate assets in the Philippines via a REIT.
In contrast, Jollibee's international business, a growth driver, is now almost back to its prepandemic levels. Its Philippine brands are getting good traction overseas, and North America,
Europe, Middle East, and Asia's SWS already surpassed pre-pandemic levels. For the two newly
acquired brands dragging down the group's profitability, Coffee Bean & Tea Leaf (CBTL) and
Smashburger, their turnarounds are on track. Management continues to take various measures
to reduce costs and improve profitability. CBTL generated a small operating profit in February
and March this year, and Smashburger's operating loss was reduced significantly compared to
last year. There are some worries around the rising cost of materials, but we are not concerned
given Jollibee's scale, good relationships with suppliers, and its ability to pass on cost increases
to customers. Jollibee increased the average selling price in both the fourth quarter last year
and the first quarter this year. We like the management's focus on return on invested capital,
its long runway for domestic and overseas growth, as well as its gradual shift into a franchise
model. We remain positive on Jollibee despite the strong stock price appreciation since our
purchase last year.
Hitachi, a Japanese conglomerate, was a top contributor for the quarter. Hitachi reported strong
fourth-quarter results that were above its own and consensus forecasts. While other segments
were affected by COVID, its IT segment offset some challenges elsewhere and posted a record
high profit margin. Management believes Hitachi has passed through the worst of the pandemic
impact and is poised for a strong recovery in the current fiscal year. Hitachi also agreed to sell
Hitachi Metal to a consortium led by Bain Capital at a price both above our appraisal and above
the valuation multiples Hitachi itself is trading. This sale will further simplify the corporate
structure, which has been a focus of Higashihara-san since he took the CEO role in 2016. Post
the sale of Hitachi Metals, Hitachi Construction Machinery is the only major listed subsidiary
remaining and is also under evaluation for value optimization. While Hitachi's share price has
risen materially in the quarter, it is still trading at around 6x EBITDA, which is below our appraisal.

9
For Professional Investors Only

On its recent investor day, management also expressed the view that the stock continues to be
undervalued.
China Lesso, the largest plastic pipe manufacturer in China, was a top contributor for the
quarter. While raw material price inflation has been a headwind for many companies in 2021,
China Lesso has demonstrated a long track record of passing through cost increases to
customers. By stocking up inventory in advance at low prices and raising prices several times in
the first half of the year, China Lesso is confident it can maintain its gross profit margin while
achieving double-digit growth. With the pandemic last year and cost inflation in 2021, industry
consolidation has accelerated. China Lesso is already four to five times the size of the secondlargest player, and its scale advantage is likely to get better over time. Its Lesso Home business
will continue to focus on the Southeast Asia region, and the company is working on disposing of
excess land in other non-core markets. Combined with increasing profits generated from its
core plastic pipe business and reducing gearing, the management sees room to increase
dividends over time.
CK Asset (CKA), the Hong Kong and China real estate company, was a top contributor in the
quarter. In March, CKA announced an offer to buy stakes in infrastructure assets from the
founder's foundation via scrips and structured a tender offer of shares to offset the dilution.
After receiving feedback from various shareholders, including Southeastern, CKA enlarged the
tender offer size, which resulted in a net share count reduction, and the transaction was
completed in June. The net effect is that CKA bought infrastructure assets for HK$17 billion cash
at about 8.3x EBITDA, which we view as fair, and repurchased a net HK$2.4 billion shares at
HK$51 per share. The market was pleasantly surprised by CKA and the Li family buying more
shares after the closing of the infrastructure acquisition. Since CKA is severely undervalued, this
wasn't too surprising for us. In its most recent circular, the independent appraisal assessed
CKA's NAV at over HK$130 per share, highlighting CKA's real estate portfolio value and the deep
discount at which CKA currently trades. We believe CKA offers good value for long-term
shareholders and will be a beneficiary of further unlocking in HK and the countries in which it
operates.
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Prosus, a global consumer internet group, was a top detractor in the quarter. There are two key
components to Prosus' NAV: its 29% stake in Tencent and its global e-commerce portfolio (food
delivery, classifieds, payments, and educational technology):
•

Tencent reported strong results in the first quarter, with revenues up 25% YOY and
profits up 22% YOY. Its online advertising, gaming, and cloud businesses all delivered
solid topline growth YOY and strengthened competitiveness. The company also
announced plans to increase investments in cloud, large-scale gaming, and short-form
video, which will drive higher value growth. However, its stock price performance was
negatively impacted by growing regulatory headwinds for the entire Chinese online
platform industry.

•

Its global e-commerce portfolio reported strong results with revenues up 54% YOY in
FY21 and trading loss margin improving by 11%. Deloitte has independently valued this
portfolio at $39 billion vs. an investment of $16 billion (inception to date). The IRR on
these investments is more than 20%. During the quarter, Prosus disposed of a 2% stake
in Tencent, raising around $14 billion, providing the company with capital to continue
investing in this portfolio of assets.

Despite the solid operating performance, the discount to NAV has increased in recent months
primarily due to technical factors (excessive weighting on SWIX Index). To address this discount,
Prosus and Naspers announced the voluntary exchange offer for Naspers N shares into Prosus
N shares and a US$5 billion buyback plan (as discussed in detail above). We believe these valueaccretive steps will lead to the narrowing of the discount to NAV. Given the management's
alignment and history of unlocking values, we remain positive on Prosus.
Melco International and MGM China, the Macau casino and resort operators, were top
detractors in the quarter. The quarterly results (which were largely in line with expectations)
were a non-event because of the travel restrictions in the most important feeder markets —
China and Hong Kong. Industry revenue is down over 65%, and EBITDA is down almost 90%
from pre-COVID levels. Recovery is dependent on the reopening timeline, which continues to
get pushed back. Unlike Las Vegas, Macau does not have a domestic market and relies on
international visitors. Despite having zero locally transmitted COVID cases in over a year, the
gaming sector continues to languish. As mentioned earlier, this is attributable to government
policy to pursue a complete eradication of COVID rather than controlling its spread. With a 7.5
million population, Hong Kong had less than 10 local cases per day for the last six months (zero
local cases in the last three weeks), yet the Macau-Hong Kong border remains closed. Hong
Kong, which historically accounted for 20-25% of Macau industry revenues, is basically
contributing zero to gross gaming revenues. During the quarter, a COVID outbreak in parts of
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neighboring Guangdong province (the most important feeder market) led to tighter travel
restrictions being imposed, hurting any signs of recovery after a robust May Golden Week
holiday. While the reopening progress has been disappointing, we are confident that the
demand is not impaired. Chinese consumers will come back with a vengeance as the vaccination
program rolls out and travel restrictions ease. We believe Macau will be the biggest and the
earliest beneficiary of Chinese outbound tourism.

Source: Center for Health Protection (www.chp.gov.hk)

Gree Electric Appliances, the dominant air conditioner manufacturer in China, was a top
detractor in the quarter. The Chinese home appliance industry had a strong recovery going into
the first quarter of 2021. However, industry data shows that air conditioner shipment growth
decelerated in April and May. Combined with commodity price inflation and concerns about
margin pressure, the sector sold off in the second quarter. Gree has been focusing on
strengthening the business and pushed ahead with its channel reform. By cutting out layers of
traditional offline distribution and setting up online channels, Gree will be closer to the end retail
customer and respond faster to consumers' changing needs. In April, Gree was awarded the
Global Cooling Prize and demonstrated its technological superiority in this industry. On capital
allocation, Gree declared an RMB 3 per share final dividend that was above consensus estimates.
Including the interim dividend and the two consecutive buyback programs completed within a
year, total shareholder return was about 12% of the current market capitalization. We expect a
similar return going forward. Gree announced its third buyback program in May, which is bigger
than the previous two buyback programs combined. We are encouraged to see its recently
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announced first employee stock ownership plan and believe it will align the interests of the
management and employees with those of shareholders.
JOYY, a global video-based social media platform, was a top detractor in the quarter. The
technology sector's weakness in the quarter was a headwind for JOYY's share price. In addition,
short-term investors were disappointed that JOYY did not announce any special dividend or
incremental buybacks despite having $4 billion net cash on its balance sheet (equivalent to
around 80% of its market capitalization now). However, JOYY's underlying first quarter results
were above the market's expectations. The revenue of Bigo, the live-streaming platform for
markets outside of China, was up 93% YOY, driven by 72% YOY growth in paying users and a
26% YOY increase in average revenue per paying user. Gross profit margin also expanded both
YOY and sequentially. In the quarter, JOYY adjusted its marketing strategy for Likee, a global
short video creation and sharing platform, and moved spending from ads promotion to content
development, which will enhance the platform's competitive advantage and ensure more
sustainable growth. The deal to sell YY Live, the domestic live streaming business, to Baidu is
still on track, and JOYY has already received $1.9 billion in proceeds. Upon completing the
transaction, we expect JOYY to return a meaningful portion of this excess capital to shareholders.
In the meantime, JOYY has continued to pay a quarterly dividend and execute its existing share
buyback program.

Outlook
The price-to-value ratio of the portfolio remains attractive in the high-60s%. The cash level is
around 7%, as we are in the middle of recycling capital into higher and better uses. We are
excited about the businesses we own and the management teams we have partnered with.
While valuations have recovered to an extent, around 40% of our portfolio remains exposed to
markets in some form of COVID-related lockdown and will enjoy rerating when reopening
happens. Many of our companies and management teams bought back (or announced the
intention to repurchase) shares this year, including Alibaba, Baidu, CK Asset, CK Hutchison, Gree,
Jollibee, JOYY, Melco, Prosus, and WH Group.
The recent volatility caused by more regulation on the Chinese online sector and Chinese ADRs
listed in the US has accelerated the selloff in Chinese equities. As you may expect, we are
currently assessing new opportunities in this current firestorm. With ample liquidity and recent
stark underperformance relative to the US, Asian equities look very attractive at this level.
After the recent correction sparked by the stress around China Huarong Asset Management and
rising regulatory risk for large internet companies and the property sector, the Chinese equity
market seems poised to deliver strong returns. The People's Bank of China's 50 basis point cut
to reserve requirements in July, injected about 1 trillion yuan of liquidity into the system, lowering
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bank's funding costs and interest rates on loans. While we believe the performance of Chinese
internet stocks will become more stock-specific, most of the regulatory risk has been priced in.
The strength of the renminbi gives us confidence that the Chinese economy is in relatively good
shape.
Despite lagging on the vaccination rollout, Asia has shown its ability to effectively contain the
economic damage from the pandemic without relying on unsustainable fiscal and monetary
measures. This should hold Asian countries and currencies in good stead when reopening focus
moves back to Asia. The US represents 25% of global GDP and 28% of global portfolios. On the
other hand, China represents 20% of global GDP but just 1.6% of global portfolios. We believe
Asia offers sustainable growth at a cheaper valuation and is poised to outperform the US market
prospectively.
We thank you for your continued faith, trust, and partnership during this highly volatile
environment.

See the following pages for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf
Partners UCITS Funds. No shares of the Longleaf Partners Asia Pacific UCITS Fund ("Fund")
may be offered or sold in jurisdictions where such offer or sale is prohibited. Any performance
is for illustrative purposes only. Current data may differ from data quoted. Investment in the
Fund may not be suitable for all investors. Potential eligible investors in the Fund should read
the prospectus and the Key Investor Information Document (KIID) carefully, considering the
investment objectives, risks, charges, and expenses of the product, before making any
investment decision. The value of investments, and the income from them, may fall or rise
and investors may get back less than they invested. Past performance is no guarantee of future
performance. Investment in the Fund may not be suitable for all investors. This document
does not constitute investment advice – investors should ensure they understand the legal,
regulatory and tax consequences of an investment in the Fund.
Any subscription may only be made on the terms of the Prospectus and subject to completion
of a subscription agreement.
P/V ("price-to-value") is a calculation that compares the prices of the stocks in a portfolio to
Southeastern's appraisal of their intrinsic values. The ratio represents a single data point
about a Fund and should not be construed as something more. P/V does not guarantee future
results, and we caution investors not to give this calculation undue weight.
“Margin of Safety” is a reference to the difference between a stock’s market price and
Southeastern’s calculated appraisal value. It is not a guarantee of investment performance or
returns.
Important information for Australian investors:
Southeastern Asset Management, Inc. ("Southeastern") and Southeastern Asset
Management, Inc. Australia Branch, ARBN 155383850, a US company ("Southeastern
Australia Branch"), have authorised the issue of this material for use solely by wholesale
clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of any of its related
bodies corporate. By accepting this material, a wholesale client agrees not to reproduce or
distribute any part of the material, nor make it available to any retail client, without
Southeastern's prior written consent.
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Southeastern and Southeastern Australia Branch are exempt from the requirement to hold
an Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) in
respect of financial services, in reliance on ASIC Class Order 03/1100, a copy of which may
be obtained at the web site of the Australian Securities and Investments Commission,
http://www.asic.gov.au.
The class order exempts bodies regulated by the US Securities and Exchange Commission
(SEC) from the requirement to hold an AFSL where they provide financial services to
wholesale clients in Australia on certain conditions. Financial services provided by
Southeastern are regulated by the SEC, which are different from the laws applying in
Australia.
Important information for Belgian investors:
This document and the information contained herein are private and confidential and are for
the use on a confidential basis only by the persons to whom such material is addressed. This
document does not constitute and may not be construed as the provision of investment
advice, an offer to sell, or an invitation to purchase, securities in any jurisdiction where such
offer or invitation is unauthorized. The Longleaf Partners Global UCITS Fund and Longleaf
Partners Asia Pacific UCITS Fund have not been and will not be registered with the Belgian
Financial Services and Markets Authority (Autoriteit voor financiële diensten en markten/
Autorité des services et marchés financiers) as a foreign collective investment undertaking
under Article 127 of the Belgian Law of Jul. 20 2004 on certain forms of collective
management of investment portfolios. The offer in Belgium has not been and will not be
notified to the Financial Services and Markets Authority, nor has this document been nor will
it be approved by the Belgian Financial Services and Markets Authority. The shares issued by
the Funds shall, whether directly or indirectly, only be offered, sold, transferred or delivered
in Belgium to individuals or legal entities who are Institutional or Professional Investors" in
the sense of Article 5§3 of the Belgian Law of Jul. 20 2004 on certain forms of collective
management of investment portfolios (as amended from time to time), acting for their own
account and the offer requires a minimum consideration of €250,000 per investor and per
offer. Prospective investors are urged to consult their own legal, financial and tax advisers as
to the consequences that may arise from an investment in the Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE
REGISTERED WITH ANY SECURITIES EXCHANGE COMMISSION OR OTHER SIMILAR
AUTHORITY IN BRAZIL, INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE
COMMISSION (COMISSÃO DE VALORES MOBILIÁRIOS - "CVM"). SUCH PRODUCTS
WILL NOT BE DIRECTLY OR INDIRECTLY OFFERED OR SOLD WITHIN BRAZIL
THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY BRAZILIAN LAW AND BY
THE RULES ISSUED BY CVM, INCLUDING LAW NO. 6,385 (DEC. 7, 1976) AND CVM
RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME TO TIME, OR ANY OTHER
LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE.
ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN
LAWS AND REGULATIONS AND BY THE RULES ISSUED BY THE CVM, INCLUDING
LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED
FROM TIME TO TIME, OR ANY OTHER LAW OR RULES THAT MAY REPLACE THEM IN
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THE FUTURE, MUST NOT BE PERFORMED WITHOUT SUCH PRIOR REGISTRATION.
PERSONS WISHING TO ACQUIRE THE PRODUCTS OFFERED HEREUNDER IN BRAZIL
SHOULD CONSULT WITH THEIR OWN COUNSEL AS TO THE APPLICABILITY OF
THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION THEREFROM.
[WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND SOLICITATION IS LIMITED
TO QUALIFIED INVESTORS AS DEFINED BY CVM RULE NO. 409 (AUG. 18, 2004), AS
AMENDED FROM TIME TO TIME OR AS DEFINED BY ANY OTHER RULE THAT MY
REPLACE IT IN THE FUTURE. THIS DOCUMENT IS CONFIDENTIAL AND INTENDED
SOLELY FOR THE USE OF THE ADDRESSEE AND CANNOT BE DELIVERED OR
DISCLOSED IN ANY MANNER WHATSOEVER TO ANY PERSON OR ENTITY OTHER
THAN THE ADDRESSEE.
Important information for Danish investors:
Each Fund's prospectus has not been and will not be filed with or approved by the Danish
Financial Supervisory Authority or any other regulatory authority in Denmark and the shares
have not been and are not intended to be listed on a Danish stock exchange or a Danish
authorized market place. Furthermore, the shares have not been and will not be offered to the
public in Denmark. Consequently, these materials may not be made available nor may the
shares otherwise be marketed or offered for sale directly or indirectly in Denmark.
Important information for Guernsey investors:
Neither the Guernsey Financial Services Commission nor the States of Guernsey Policy
Council take any responsibility for the financial soundness of the Longleaf Partners UCITS
Funds or for the correctness of any of the statements made or opinions expressed with regard
to it. If you are in any doubt about the contents of this document you should consult your
accountant, legal or professional adviser or financial adviser.
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Southeastern Asset Management has taken all reasonable care to ensure that the facts stated
in this document are true and accurate in all material respects, and that there are no other
facts the omission of which would make misleading any statement in the document, whether
of facts or of opinion. It should be remembered that the price of Fund shares and the income
from them can go down as well as up.
Important information for Hong Kong investors:
No person may offer or sell in Hong Kong, by means of any document, any Shares other than
(a) to "professional investors" as defined in the Securities and Futures Ordinance (Cap. 571)
of Hong Kong and any rules made under that Ordinance; or (b) in other circumstances which
do not result in the document being a "prospectus" as defined in the Companies Ordinance
(Cap. 32) of Hong Kong or which do not constitute an offer to the public within the meaning
of that Ordinance. No person may issue, or have in its possession for the purposes of issue,
whether in Hong Kong or elsewhere, any advertisement, invitation or document relating to
the Shares, which is directed at, or the contents of which are likely to be accessed or read by,
the public in Hong Kong (except if permitted to do so under the securities laws of Hong Kong)
other than with respect to Shares which are or are intended to be disposed of only to persons
outside Hong Kong or only to "professional investors" as defined in the Securities and Futures
Ordinance (Cap. 571) of Hong Kong and any rules made under that Ordinance.
WARNING
The contents of this document have not been reviewed by any regulatory authority in Hong
Kong. You are advised to exercise caution in relation to the offer. If you are in any doubt about
the contents of this document, you should obtain independent professional advice.
Important information for Indian investors:
Southeastern Asset Management Inc.'s products and services are not being offered to the
public and are only for private placement purposes. This marketing material is addressed
solely to you and is for your exclusive use. Any offer or invitation by Southeastern is capable
of acceptance only by you and is not transferrable. This marketing material has not been
registered as a prospectus with the Indian authorities. Accordingly, this may not be
distributed or given to any person other than you and should not be reproduced, in whole or
in part. This offer is made in reliance to the private placement exemption under Indian laws.
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Important information for Italian investors:
No offering of shares of the Longleaf Partners Unit Trust comprised of the Longleaf Partners
Global UCITS Fund and Longleaf Partners Asia Pacific UCITS Fund (the "Funds") has been
cleared by the relevant Italian supervisory authorities. Thus, no offering of the Funds can be
carried out in the Republic of Italy and this marketing document shall not be circulated
therein – not even solely to professional investors or under a private placement – unless the
requirements of Italian law concerning the offering of securities have been complied with,
including (i) the requirements set forth by Article 42 and Article 94 and seq. of Legislative
Decree No 58 of Feb. 24 1998 and CONSOB Regulation No 11971 of May 14 1999, and (ii) all
other Italian securities tax and exchange controls and any other applicable laws and
regulations, all as amended from time to time. We are sending you the attached material as a
follow up to the specific request received by you. You are fully aware that the Funds have not
been registered for offering in Italy pursuant to the Italian internal rules implementing the
UCITS IV directive. Therefore, you are expressly fully aware that the Italian protections
granted by the applicable legal framework would not apply and you would be exclusively
responsible for the decision to invest in the Funds. Moreover, you represent that you would
only invest directly or on behalf of third parties to the extent that this is fully lawful and you
comply with any conduct of business rules applicable to you in connection with such
investment. You agree to refrain from providing any document relating to the Funds to any
party unless this is fully compliant with applicable law.
Important information for Jersey investors:
Financial services advertisement. This document relates to a private placement and does not
constitute an offer to the public in Jersey to subscribe for the Shares offered hereby. No
regulatory approval has been sought to the offer in Jersey and it must be distinctly understood
that the Jersey Financial Services Commission does not accept any responsibility for the
financial soundness of or any representations made in connection with the Fund. The offer of
Shares is personal to the person to whom this document is being delivered by or on behalf of
the Fund, and a subscription for the Shares will only be accepted from such person. This
document may not be reproduced or used for any other purpose.
Important information for Monaco investors:
The Longleaf Partners UCITS Funds described in this document have not been registered for
sale in Monaco under applicable law. Neither the Longleaf Partners UCITS Funds nor its
agents are licensed or authorized to engage in marketing activities in
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Monaco. Any marketing or sale of Longleaf Partners UCITS Funds will be undertaken or made
in strict compliance with applicable law in Monaco. By receiving this document, each
recipient resident in Monaco acknowledges and agrees that it has contacted the Longleaf
Partners UCITS Funds at its own initiative and not as a result of any promotion or publicity
by the Longleaf Partners UCITS Funds or any of its agents or representatives. Monaco
residents acknowledge that (1) the receipt of this document does not constitute a solicitation
from the Longleaf Partners UCITS Funds for its products and/or services, and (2) they are
not receiving from the Longleaf Partners UCITS Funds any direct or indirect promotion or
marketing of financial products and/or services. This document is strictly private and
confidential and may not be (1) reproduced or used for any purpose other than evaluation of
a potential investment in the Longleaf Partners UCITS Funds by the intended recipient, or
(2) provided to any person or entity other than the intended recipient.
Important information for New Zealand investors:
No shares are offered to the public. Accordingly, the shares may not, directly or indirectly, be
offered, sold or delivered in New Zealand, nor may any offering document or advertisement
in relation to any offer of the shares be distributed in New Zealand, other than: (A) to persons
whose principal business is the investment of money or who, in the course of and for the
purposes of their business, habitually invest money or who in all circumstances can be
properly regarded as having been selected otherwise than as members of the public; or (B) in
other circumstances where there is no contravention of the Securities Act 1978 of New
Zealand.
Important Information for Oman investors:
The Longleaf Partners APAC UCITS Fund has not been registered or approved by the Central
Bank of Oman, the Oman Ministry of Commerce and Industry, the Oman Capital Market
Authority or any other authority in the Sultanate of Oman. Southeastern Asset Management,
Inc. has not been authorized or licensed by the Central Bank of Oman, the Oman Ministry of
Commerce and Industry, the Oman Capital Market Authority or any other authority in the
Sultanate of Oman, for discretionary investment management within the Sultanate of Oman.
The shares in the Longleaf Partners APAC UCITS Fund have not and will not be listed on any
stock exchange in the Sultanate of Oman. No marketing of any financial products or services
has been or will be made from within the Sultanate of Oman and no subscription to any
securities, products or financial services may or will be consummated within the Sultanate of
Oman. Southeastern Asset Management, Inc. is not a licensed broker, dealer, financial
advisor or investment advisor licensed under the laws applicable in the Sultanate of Oman,
and, as such, does not advise individuals resident in the Sultanate of Oman as to the
appropriateness of investing in or purchasing or selling securities or other financial products.
Nothing contained in this document is intended to constitute investment, legal, tax,
accounting or other professional advice in, or in respect of, the Sultanate of Oman. This
document is confidential and for your information only and nothing is intended to endorse
or recommend a particular course of action. You should consult with an appropriate
professional for specific advice rendered on the basis of your situation.
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Important Information for Qatar investors:
This document is not intended to constitute an offer, sale or delivery of the Longleaf Partners
UCITS Funds or other securities under the laws of the State of Qatar. The offer of the Longleaf
Partners UCITS Funds has not been and will not be licensed pursuant to Law No. 8 of 2012
("QFMA Law") establishing the Qatar Financial Markets Authority ("QFMA") and the
regulatory regime thereunder (including in particular the QFMA Regulations issued vide
QFMA Board Resolution No.1 of 2008, QFMA Offering and Listing Rulebook of Securities of
November 2010 ("QFMA Securities Regulations") and the Qatar Exchange Rulebook of
August 2010) or the rules and regulations of the Qatar Financial Centre ("QFC") or any laws
of the State of Qatar. The document does not constitute a public offer of securities in the State
of Qatar under the QFMA Securities Regulations or otherwise under any laws of the State of
Qatar. The Longleaf Partners UCTIS Funds are only being offered to a limited number of
investors, less than a hundred in number, who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Funds. No transaction will be
concluded in the jurisdiction of the State of Qatar (including the QFC).
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a
solicitation for investments from members of the public in terms of CISCA and do not
constitute an offer to the public as contemplated in section 99 of the Companies Act. The
addressee acknowledges that it has received this Document and any of its Supplement(s) in
the context of a reverse solicitation by it and that this Document and any of its Supplement(s)
have not been registered with any South African regulatory body or authority. A potential
investor will be capable of investing in only upon conclusion of the appropriate investment
agreements. This document is provided to you for informational purposes only. For more
information, including a prospectus and simplified prospectus, potential eligible investors
should call Gwin Myerberg at 44 (0)20 25 7479 4212 or gmyerberg@SEasset.com. Ms.
Myerberg is a Representative employed by Southeastern Asset Management, which accepts
responsibility for her actions within the scope of her employment. Potential eligible investors
should read the prospectus and simplified prospectus carefully, considering the investment
objectives, risks, charges, and expenses of the product, before making any investment
decision. Past performance is no guarantee of future performance. The value of investments,
and the income from them, may fall or rise and investors may get back less than they invested.
Southeastern Asset Management is an authorized financial services provider with FSP No.
42725.
Important information for Spanish investors:
The sale of the shares of Longleaf Partners Global UCITS Fund and Longleaf Partners Asia
Pacific UCITS Fund (the "Funds") which this document refers to have not been registered
with the Spanish National Securities Market Commission ("Comision Nacional del Mercado
de Valores") pursuant to Spanish laws and regulations and do not form part of any public
offer of such securities in Spain. Accordingly, no shares in the Funds may be, and/or are
intended to be publicly offered, marketed or promoted, nor any public offer in respect thereof
made, in Spain, nor may these documents or any other offering materials relating to the offer
of shares in the Fund be distributed, in the Kingdom of Spain, by the Distributor or any other
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person on their behalf, except in circumstances which do not constitute a public offering and
marketing in Spain within the meaning of Spanish laws or without complying with all legal
and regulatory requirements in relation thereto. This document and any other material
relating to Fund shares are strictly confidential and may not be distributed to any person or
any entity other than its recipients.
Important information for Swedish investors:
The following materials are intended only for qualified investors. This material shall not be
reproduced or publicly distributed. The Longleaf Partners Unit Trust is not authorised under
the Swedish Investment Funds Act. The shares of the Fund are being offered to a limited
number of qualified investors and therefore this document has not been, and will not be,
registered with the Swedish Financial Supervisory Authority under the Swedish Financial
Instruments Trading Act. Accordingly, this document may not be made available, nor may
the shares otherwise be marketed and offered for sale in Sweden, other than in circumstances
which are deemed not to be an offer to the public in Sweden under the Financial Instruments
Trading Act.
Important information for Swiss investors:
The jurisdiction of origin for the Longleaf Partners UCITS Funds is Ireland. The
representative for Switzerland is ARM Swiss Representatives SA., Route de Cite-Ouest 2, 1196
Gland. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1, 8022
Zurich. The Prospectus, the KIID, the Trust Deed, as well as the annual and semi-annual
reports may be obtained free of charge from the representative in Switzerland. The current
document is intended for informational purposes only and shall not be used as an offer to buy
and/or sell shares. The performance shown does not take account of any commissions and
costs charged when subscribing to and redeeming shares. Past performance may not be a
reliable guide to future performance.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated
investors: (a) upon their request and confirmation that they understand that neither
Southeastern Asset Management, Inc. nor the Longleaf Partners Asia Pacificl UCITS Fund
have been approved or licensed by or registered with the United Arab Emirates Central Bank
("UAE Central Bank"), the Securities and Commodities Authority ("SCA"), the Dubai
Financial Services Authority ("DFSA") or any other relevant licensing authorities or
governmental agencies in the United Arab Emirates (including the DIFC),nor has the
placement agent, if any, received authorization or licensing from the UAE Central Bank, SCA,
the DFSA or any other relevant licensing authorities or governmental agencies in the United
Arab Emirates (including the DIFC); (b) on the condition that it will not be provided to any
person other than the original recipient, is not for general circulation in the United Arab
Emirates (including the DIFC) and may not be reproduced or used for any other purpose; and
(c) on the condition that no sale of securities or other investment products in relation to or in
connection with either Southeastern Asset Management, Inc. or the Longleaf Partners Asia
Pacific UCITS Fund is intended to be consummated within the United Arab Emirates
(including in the DIFC). Neither the UAE Central Bank, SCA nor the DFSA have approved
this document or any associated documents, and have no responsibility for them. The shares
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in the Longleaf Partners Asia Pacific UCITS Fund are not offered or intended to be sold
directly or indirectly to retail investors or the public in the United Arab Emirates (including
the DIFC). No agreement relating to the sale of the shares is intended to be consummated in
the United Arab Emirates (including the DIFC). The shares to which this document may relate
may be illiquid and/or subject to restrictions on their resale. Prospective investors should
conduct their own due diligence on the shares. If you do not understand the contents of this
document you should consult an authorized financial advisor.
Important information for UK investors:
The KIID and Full Prospectus (including any supplements) for this Fund are available from
Southeastern Asset Management International (UK.) Limited which is authorized and
regulated by the Financial Conduct Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a)
persons who have professional experience in matters relating to investments falling within
article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 (as amended) (the "Order") or (b) high net worth entities and other persons to whom it
may be otherwise lawfully be communicated, falling within Article 49(2) of the Order (all such
persons being referred to as "relevant persons"). This document must not be acted on or relied
on by persons who are not relevant persons. Any investment activity to which this document
relates is available only to relevant persons and will be engaged in only with relevant persons.
Any person who is not a relevant person should not act or rely on this document or any of its
contents.
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Portfolio Returns at 31/3/2021– Net of Fees
1Q21

1 Year

3 Year

5 Year

8.07%
2.34%
+5.73%

61.89%
51.77%
+10.12%

3.76%
8.15%
-4.39%

10.88%
12.18%
-1.30%

Selected Indices*

4Q20

1 Year

3 Year

5 Year

Hang Seng Index (HKD)

4.55%

23.71%

1.30%

10.09%

TOPIX Index (JPY)

9.15%

42.05%

6.84%

10.15%

TOPIX Index (USD)

1.88%

38.41%

5.41%

10.53%

MSCI Emerging Markets (USD)

2.29%

58.39%

6.48%

12.07%

APAC UCITS (Class I USD)
MSCI AC Asia Pacific Index (USD)
Relative Returns

Since
Inception
2/12/2014
8.35%
8.64%
-0.29%

*Source: Bloomberg; Periods longer than one year are annualized.

The Longleaf Partners Asia Pacific Fund reported a solid first quarter, returning 8.07%,
easily outpacing the MSCI AC Asia Pacific (MXAP) Index's 2.34% return. The Fund also
posted strong absolute and relative performance over the last year, clearly rebounding
from the lows experienced in March 2020.
Like the previous quarter and year, our overweight to China and the Chinese consumer
continued to drive our returns, accounting for over half of the quarter's and the majority
of last year's performance. Our Hong Kong-listed investments, collectively the largest
absolute and relative detractor in 2020, began paying off this year. These Hong Kong
businesses benefitted from an improvement in sentiment related to the relaxation of
COVID lockdown measures, the beginning of mass vaccination programs, and the
rotation from growth to value. Our concentration in real assets, which tend to benefit
from inflation, including property, gaming, and infrastructure firms CK Hutchison, CK
Asset, New World Development, Melco International, and MGM China, helped our Hong
Kong returns. Civil liberties and political opposition in Hong Kong have been quelled,
with Mainland China now firmly in control of the former British colony. This has also
meant an end to disruption from the violent anti-government protests that erupted two
years ago, severely affecting the economy and keeping Mainlanders away. Mainlanders
will be more confident in coming to Hong Kong to stay in hotels, purchase goods and
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services, and invest in property and financial products as a store of value. This is positive
for our HK-listed businesses and should allow them to prosper again as borders re-open
between Hong Kong, Macau, and China. As a global financial center only rivaled by New
York, Hong Kong's position was solidified this year. The value of multi-billion dollar
listings on the Hong Kong stock exchange and the volume of mainland capital flowing
into Hong Kong accelerated this quarter. The gradual integration of Hong Kong into the
Greater Bay Area should allow Hong Kong and our investments to prosper as a market
of 70 million people opens up more opportunities.
The portfolio benefited from our overweight to nations that controlled COVID-19
relatively well (China) and our underweight to countries with weaker health care systems
that failed to control the pandemic and continue to lack access to vaccines (Southeast
Asia). The Philippines, where we have an investment in restaurant operator Jollibee, has
been weak, as it re-entered into stricter lockdowns in March amid another spike in
COVID infections. However, Jollibee has a large and growing presence in two countries
– China and the United States – that are rebounding strongly from COVID and should
help it achieve pre-pandemic profitability levels, despite challenging conditions in the
Philippines.
We believe that the journey back to pre-COVID conditions is likely to be uneven,
producing winners and losers, as determined by the health of corporate balance sheets,
the extent of accommodative policy measures, vaccine access and policy, and the
different pace of re-opening of economies. We expect China to drive economic growth
in Asia (and the world), with real GDP projected to grow around 18% in Q1 and 7.9% in
Q2. We have positioned our portfolio to capture Chinese consumption growth at
attractive valuations, and over half of our portfolio is directly exposed to China. Two key
factors underpin our excitement for Chinese consumption growth. Real income per
capita has grown at more than 7.5% CAGR over the last ten years in China compared to
2% CAGR in the US, and the average Chinese household balance sheet is strong, driven
by a high savings rate.
Currency was a headwind for the quarter as the US dollar strengthened against several
Asian currencies, in particular, against the Japanese Yen. However, given our low
Japanese weight, the Fund was significantly less impacted by dollar strengthening than
the Index. The yen depreciated 7% against the US dollar in the quarter, as US interest
rates diverged from Japan's low interest rates, becoming a key funding source for the
carry trade, placing further selling pressure on the yen.
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Value outperformed growth for the second consecutive quarter.
Value's
outperformance also accelerated, from 3% in Q4 2020 to 8% in Q1 2021, led by the
finance, energy, and real estate sectors substantially outperforming the Index. After
many years, growth and technology names no longer dominate the MXAP Index's top
contributors. Among the top seven contributors to the MXAP index in the quarter,
technology names such as Tencent, TSMC, and Hon Hai ceded some ground to old
economy banks – MUFJ, Westpac, and ANZ – beneficiaries of higher and steeper yield
curves. Value has underperformed for over a decade in Asia. While value outperforming
growth for two quarters may not firmly establish a trend, we have a long way to go for
the value versus growth dynamic to revert to historical norms, which bodes well for
future returns of value-oriented strategies like ours.
Fast-growing, long-duration, high valuation companies were negatively affected by poor
sentiment from the rapid rise in benchmark rates, albeit from a low base. The 10-year
Treasury notes' yield increased by 80 basis points to 1.74% during the quarter, up 87%.
The Bloomberg Barclays Aggregate Bond Index returned -3.37%, the worst quarterly
performance in many years, surpassing the negative returns incurred during the taper
tantrums in 2013 and 2016. The longer duration 30-year Treasury bond had its worst
Q1 return since 1919.
Although interest rates have increased rapidly, rates remain at historically low levels, and
we believe that they will remain low. Central bank balance sheets will keep expanding,
and fiscal stimulus will continue to be made available. Equity markets should benefit
from the unprecedented amounts of liquidity in the financial markets. Fears over higher
rates and inflation, the continuation of tense relations between the US and China, and
massive amounts of liquidity looking for investment returns have created volatility in the
markets. In this environment, we are optimistic about the prospects for Asian value
equities. We believe they provide superior earnings yield and growth, setting the stage
for attractive real risk-adjusted returns that provide a substantial margin of safety
despite the risk of higher interest rates.
While equity markets have become nervous about a higher and steepening yield curve,
the cost of debt (risk-free rate + corporate credit spread) for US investment-grade
corporations remains at record low levels. Credit spreads have compressed, and base
rates remain at historical lows. Today, an investment-grade borrower would borrow at
3.73%, which implies a forward looking P/E of 26x, which is still higher than the MXAP's
17x, the Hang Seng's 13x, and the S&P's 22x. The US market is trading at a forward
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earnings yield of about 4.5%, which is at a 22% premium to a US investment-grade
corporate's cost of long-term debt.

US investment-grade debt cost vs. S&P 500 earnings yield

During the tech bubble in 2000, the S&P 500 was trading at 25x earnings or an earnings
yield of 4%. However, the average cost of ten-year investment-grade debt was 8% in
2000 —double the S&P 500's earnings yield. Today, we have the opposite situation —
the actual borrowing cost of an investment-grade US corporation is less than the
earnings yield of the S&P 500. This gives us comfort that overall, equity valuation levels
are not excessive relative to the cost of capital and available alternatives, especially when
looking at Asian markets, which trade at higher earnings yields than the US markets.
Several companies in our portfolio trade at a substantial earnings yield premium to their
cost of capital.
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Portfolio Activity:
During the quarter, the technology sector's strong performance tapered off. Some of
the biggest losers in the Index, such as Luxshare Precision, Xinyi Solar, and Pinduoduo
were very high multiple / long-duration type companies with minimal earnings yield. In
the quarter, eight of the top ten detractors in the MXAP index were technology-oriented
companies. Despite the prospect of higher rates, tightening regulatory oversight,
increasing geopolitical risk, and higher market volatility, we allocated most of our
incremental capital towards fallen angels in the Chinese tech sector as we find the riskadjusted returns of these new investments particularly compelling.
We meaningfully increased our Chinese technology exposure to around 26% by initiating
two investments – Alibaba and JOYY – in the quarter. We believe that our Chinese tech
portfolio, including Prosus, Baidu, and Tongcheng Elong, together with the new positions
in Alibaba and JOYY, is attractively priced for dominant companies with sustainable
moats generating high returns on incremental capital with a long runway for profitable
growth. Alibaba and JOYY de-rated because of concerns around increased industry antitrust regulation, strengthened oversight over Chinese internet platforms, and a potential
forced de-listing of their ADRs by the US government. Jack Ma's disappearance from
public view and the last-minute cancellation of Alibaba's associate Ant Group IPO
created fears that this was part of a government take-down of Jack Ma's empire. We
took advantage of the situation and bought these businesses at compelling valuations,
which we detail below.
However, we also trimmed Chinese tech investments during the quarter, as enthusiasm
over multiple vaccines and global COVID re-openings drove a strong price rebound in
online travel agency Trip.com, which we fully exited. Similarly, as margin-fueled
momentum buying and excitement over electric vehicles (EV) drove Baidu's (and
Hyundai Mobis's) stock price to record highs, we trimmed some of our EV exposure.
However, at the end of the quarter, we took advantage of the forced liquidation of
Archegos Capital Management's substantial holdings in Baidu to add back to our
investment at attractive prices. Lenders liquidated their margin collateral in Baidu stock
through a series of block trade transactions. A massive $24 billion and $12 billion worth
of Baidu traded on March 26th and 29th. We were happy to take advantage of the distress
and top up our Baidu position at a significant discount to the price achieved through our
sales just a few weeks prior.

6
For Professional Investors Only

For some tech companies that trade at high multiples, their earnings yield may be less
than their cost of capital, as rates have begun to increase. We have seen a de-rating of
certain tech companies, particularly money-losing or non-revenue-generating
companies, during the quarter. However, in some cases, there is a substantial and
attractive spread between a Chinese tech firm's cost of capital and its earnings yield,
which we aim to capture. For example, Alibaba recently issued ten-year bonds at 2.1%,
equivalent to a cash flow multiple of 47x. Alibaba trades at 19x earnings. However,
excluding the value of cash, listed securities, and investments, and assigning a
conservative value for all seed and loss-making businesses, its underlying core ecommerce business trades at a 13.5x free cash flow (FCF) multiple, at a 7.5% FCF yield.
Alibaba recently increased its buyback program from $6 billion to $10 billion to take
advantage of the severe undervaluation implied by the substantial spread between its
FCF yield and cost of capital.
Chinese internet live streaming company JOYY may look like it is trading at high earnings
multiples, but over 80% of its market capitalization is cash or soon-to-be cash and
securities. If we exclude the value of cash, listed securities, and incoming proceeds from
JOYY's sale of YY Live to Baidu and assign zero value for their loss-making Likee app, JOYY
trades at 3x FCF. JOYY's BIGO live was the tenth top-grossing app worldwide in Q1 2021,
according to SensorTower. JOYY recently increased its dividend payout and signaled
that the company is considering a further return of capital through buybacks or
dividends once it completes YY's sale to Baidu.
Prosus recently issued 12-year bonds at 2%, much lower than the 7% FCF yield it
generates from Tencent's operating business. This wide spread between FCF yield and
cost of capital is why Prosus is issuing cheap debt and repurchasing its shares (and
Naspers) under a $5 billion buyback program launched in November 2020. In April,
Prosus sold a 2% stake in Tencent, raising $14.7 billion, equivalent to 8% of its market
capitalization. We expect part of this capital raise to be spent on more share repurchase,
given the steep 40% discount to NAV. Despite a strong performance based on domestic
travel recovery, Chinese online travel agency Tongcheng Elong still trades at an attractive
7% FCF yield.
Baidu issued 10-year bonds at 2.375% last October, which implies a cash flow multiple
of 42x. Baidu currently trades at 21x earnings, but excluding cash, listed securities, and
investments, and assigning zero value for their loss-making Cloud and artificial
intelligence (AI) businesses, Baidu trades at 13.4x FCF, equivalent to an FCF yield of 7.5%.
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In December, Baidu upsized its buyback program from $3 billion to $4.5 billion to take
advantage of its severe undervaluation. In 2020, the company repurchased $2 billion of
shares at an average price of $120 per ADR. In March, Baidu re-issued shares at $260
per ADR in its Hong Kong listing. After the Archegos liquidation event, we believe Baidu
will utilize its remaining $2.8 billion share repurchase authorization to buy back shares
at attractive prices. In a recent call, Baidu CFO Herman Yu stated unequivocally that the
highest and best use of capital today is a buyback.
New Investments:
We initiated an investment in Alibaba during the quarter. This is not exactly a new
investment for us. We have been closely following Alibaba since its IPO in 2014, and we
had indirect exposure to Alibaba since this Fund's inception via our investment in
SoftBank until Q3 2020.
Alibaba is the largest online retail platform in China with around 800 million annual active
consumers, and it captures close to 50% of all incremental consumption in China. It
commands ~60% online gross merchandise volume (GMV) share, over 70% revenue
share, and over 90% of eCommerce profit share. Online represents 25% of total retail
sales in China and is poised to keep growing in coming years. As evidenced by a better
than 96% retention rate among users who spend over 2000 RMB per annum and
average same-consumer spending growth at 32% CAGR over the last five years,
consumers love Alibaba's platforms. In addition to growth in online GMV, Alibaba's take
rate has room to increase as they deliver value for their merchants through sales,
branding, marketing and distribution, digital customer relationship management (CRM),
inventory management, and information technology. Alibaba's take rate has increased
from 2.5% six years ago to 4.5%, but it is still much lower than Amazon's low teens take
rate.
Beyond its core e-commerce platform that generates a 70% EBITDA margin, its Aliyun
Cloud business is a key value driver. The Chinese cloud market is in hyper-growth mode
given the low penetration of cloud solutions. Alibaba is the most significant player in the
space with ~45% market share (3x larger than the next competitor). Aliyun's revenue
has grown at 80% CAGR in the last five years, and its cloud offering has been battletested and optimized internally for its own businesses. The company has been investing
in its salesforce, full stack of service offerings, and vertical-specific solutions since 2009.
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At a $10 billion revenue run rate, Aliyun has finally turned profitable and is poised to
become an increasingly significant NAV component.
Alibaba has long been a market darling, but has recently lost favor for two key reasons:
1. China regulatory headwinds: The last-minute cancellation of Ant Group's IPO and the

evolving anti-monopoly regulations for platform economies have hurt sentiment (and
the stock price) a lot more than our intrinsic estimate of long-term value.
a. Ant Financial: In most jurisdictions, a fintech business the size of Ant with a
$350 billion loan book growing at 60% CAGR would be heavily regulated. The
previously lax oversight in China before the scale of this business came to light
during the IPO process is being tightened. Capital requirements, PBOC
regulatory oversight, and many restrictions being put in place will hurt Ant's
growth, margins, and valuation multiples. Our valuation is more than 50%
lower than the rumored IPO valuation, and we believe it adequately captures
the downside risk at Ant. Importantly, Alibaba's 33% stake in Ant comprises
just 5% of Alibaba's value.
b. Anti-monopoly reforms aim to maintain orderly competition and quash
practices like exclusive sales arrangements, selling below cost, and price
discrimination. While Alibaba, being the behemoth in this space, is portrayed
as the main target of these reforms, these regulations apply to all platform
economies, including Pinduoduo, Meituan, Tencent, Didi, Baidu, etc. It is hard
to quantify the impact, but we do not believe these regulations are aimed to
cap market share or break up these platforms. These companies are national
champions at the frontier of technological innovation (a priority for Beijing).
The company has generated a considerable consumer surplus, millions of jobs
and are critical enablers for millions of small and mid-size enterprises.
2. Competition: Platforms like Meituan and Pinduoduo have demonstrated explosive
growth in social e-commerce (community group buying), especially in lower-tier cities.
Admittedly, Alibaba is late to this party and is now investing heavily to establish a
foothold in this space. They have all the key ingredients to win, given its massive user
base (~800 million annual active users), market-leading supply chain and merchant
base (4 million paying merchants), best-in-class logistics network (Cainiao), and
strong capital position. The investments in newly launched initiatives like Taobao
Deals and Taobao Groceries will negatively impact margins in the short term.
Notably, the underlying EBITDA margin for Alibaba's core China eCommerce business
(excluding these investments) is stable at around 70%.
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Interestingly, PDD and Meituan get a free pass from the market despite their cash burn
strategy because they are in the hyper-growth stage. However, Alibaba gets penalized
for doing something similar for its seed businesses (like Taobao Deals, Taobao Live, and
Taobao Groceries). In our view, what truly matters is any given platform's ability to
convert GMV into FCF, and on that metric, Alibaba is best in class. Alibaba has a
demonstrated track record of seeding new businesses and getting them to scale and
profitability. Both the Aliyun Cloud and Cainiao businesses have now reached the
profitability stage (at the operating cash flow level for Cainiao) after ten years of
investments.
In April, Alibaba was fined $2.8 billion by anti-trust regulators for abusing its dominant
position in domestic online retail since 2015. The fine is equivalent to about 4% of
Alibaba's 2019 China revenue and less than 0.5% of its market
capitalization. Management doesn't expect any material impact on GMV as merchants
already operate on multiple platforms, and Alibaba's huge customer base, with an
average $1400 annual customer spend, will retain merchants. According to the
regulator, in 2019, Alibaba accounted for 71% of the top ten online retail platform service
revenue and 62% of the entire online retail market's GMV. According to broker research,
Alibaba captured 96% of the e-commerce profit pool in China in 2019 and is expected
to have more than 80% market share in 2024. Merchants are highly dependent on
Alibaba's platform. According to the regulator, Alibaba's platform has a strong network
and lock-in effect on the merchants. The average consumption level far exceeds that of
other competing platforms, and Alibaba's consumers are sticky, with a customer
retention rate of 98%.
In addition to the core China eCommerce and Aliyun Cloud businesses discussed above,
Alibaba also owns 63% in Cainiao (largest logistics platform in China), 73% in Ele.me (that
competes with Meituan), 83% in Lazada (that competes with Shopee / Sea Limited), 75%
in Sunart (largest hypermarket operator in China) and has about $100 billion in cash and
investment securities. Excluding these, we paid 13.5X FCF for the core China
eCommerce business, which we expect will continue compounding at a mid-to-high
teens rate in the short to medium term. Alibaba is one of the few internet companies
that cares about valuation and shares a sum of the parts (SOTP) framework with the
market (see charts below). Given the big difference between price and NAV, it is
noteworthy that the company increased its buyback authorization from six to ten billion
dollars in Dec 2020.
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Source: Alibaba Investor Day Slides
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JOYY, a global video-based social media platform, is another new investment we initiated
in the quarter. JOYY has two main segments: YY Live, live streaming in China, and BIGO,
which focuses on overseas markets. The company caught our attention after it reached
an agreement to sell YY Live to Baidu for US$3.6 billion. Its share price initially reacted
positively to this move, but a day later, Muddy Waters published a short report accusing
90% of YY Live as fraudulent, driving down the share price. The company has refuted
the short report, committed to paying more dividends, and is executing a $300 million
share buyback program. After doing some more work, we got comfortable with YY Live
and the remaining overseas BIGO business. Cash and cash equivalents (including
proceeds from the sale of the YY business to Baidu) accounted for over 80% of the
market capitalization of JOYY at certain times in the quarter. JOYY's remaining overseas
business BIGO, which grew over 100% in 2020 and is already larger than the domestic
YY Live business, turned cash flow positive in 2020. This business was available for only
0.5x revenue.
The two most important apps within BIGO are the overseas live streaming platform BIGO
Live and the short video platform Likee. BIGO Live alone represents around 95% of total
BIGO revenue and is a top 10 grossing app worldwide for non-game categories. While
the entire BIGO business just turned cash flow positive in Q3 2020, BIGO Live has been
making over 20% operating margins. The losses were caused by Likee, which is spending
aggressively to acquire users and drive adoption. In Q4 2020, Likee monthly active users
(MAU) were growing at 119% YoY on a like for like basis. Likee has more than four times
the MAU of BIGO Live and could become a mid to long-term revenue driver when
monetization ramps up.
Besides the business prospects and attractive valuation, we like our management
partners in JOYY, who have demonstrated a good track record of capital allocation. In
addition to selling YY Live to Baidu, management unlocked value for shareholders when
it incubated Huya, the leading game-related live streaming platform in China, in 2018
and subsequently sold a controlling stake to Tencent in 2020. JOYY is also one of the
few Chinese internet companies that pays dividends. In February, YY Live's sale was
substantially completed, and JOYY has already received around $2 billion from Baidu.
When the deal closes in 2021, management can explore more dividends and share
buybacks to maximize shareholder value, driving the share price closer to our appraisal.
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Performance Review
1Q21
Contribution
to Portfolio
Return (%)

Total
Return (%)

Top Five
China Lesso
Baidu
CK Hutchison
Trip.com*
Hyundai Mobis

+1.44
+1.36
+0.95
+0.86
+0.78

+38
+4
+14
+30
+13

Bottom Five
Jollibee
WH Group
Undisclosed
JOYY
Alibaba Group

-0.71
-0.11
-0.08
-0.07
-0.07

-11
-3
-14
+5
-3

*sold in 1Q21

TOP PERFORMERS:
China Lesso—the largest plastic pipe manufacturer in China, was the top contributor for
the quarter. Despite the pandemic that caused the company's sales to decline double
digits in the first quarter of 2020, China Lesso grew full-year revenue by 7%, and plastic
pipe volume in the second half grew 10%. Profit grew even faster due to China Lesso's
pricing power and its ability to pass raw material cost inflation onto customers. Full-year
net profits were up 24% YoY, and dividends declared were also up 25% YoY. The
management team is optimistic about the outlook for 2021. The company stocked up
inventory at lower costs, which should provide a cost advantage. End demand remains
strong, with the company's production running at full capacity in March. China Lesso is
confident in achieving its usual double-digit growth target this year. While the share
price has gone up materially since we first bought it, so has our appraisal for the
business, and we believe China Lesso is still attractively priced today, at less than 12x
earnings.
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Baidu—the dominant AI company in China, was a contributor for the quarter. Baidu
reported fourth-quarter results ahead of market expectations. The advertising business
has seen a gradual recovery compared to the first half of the year. A key area of
outperformance was the non-advertising revenue, which grew 52% YoY and accounted
for 18% of Baidu Core revenues. The total addressable market value of Baidu's nonadvertising business (ex-autonomous driving) is 10x the size of online advertising, and
Baidu expects the non-advertising business to grow three times faster than the online
marketing business. The recent YY Live acquisition should help boost the nonadvertising business. Baidu's cloud business grew 67% YoY in the quarter with an
annualized run rate of US$2.0 billion. Fourth-quarter growth in cloud revenue
accelerated relative to the third quarter, which grew 41% YoY. Baidu also made progress
in Apollo, the company's autonomous driving platform. Apollo was granted the first
driverless testing permit and received permission to begin commercialized autonomous
robotaxi operations, the first in China. Baidu entered into an EV joint venture with
automotive maker Geely, which could accelerate Apollo's adoption in the industry. In
March, Baidu completed a secondary listing in Hong Kong, hedging any potential risks
from a forced de-listing in the US. We believe the share price weakness resulting from
the previously mentioned forced liquidation was entirely unrelated to Baidu's
fundamentals. We took the opportunity to add to our investment at a significant
discount to the price achieved through our sales just a few weeks before.
CK Hutchison—a conglomerate of telecommunications, health & beauty, infrastructure,
global ports, and energy, was a contributor for the quarter. COVID unavoidably impacted
CK Hutchison's operations across the globe in 2020. Full-year revenues were down 8%
YoY, and net profits were down 27% YoY. However, compared to the first half, there was
a strong recovery in the second half of 2020. Retail divisions, helped by its Online plus
Offline initiatives, delivered EBITDA growth of 12% YoY in the second half compared to
an EBITDA decline of 43% in the first half. Telecom operations have also achieved a
narrowing decline in EBITDA in the second half, despite the drop in roaming fees in 2020.
The massive value-accretive tower sale, first announced in November 2020, is
progressing according to plan. Close to 30% of the total deal proceeds have already
been received, and the remaining transaction is expected to close in 2021. The merger
between Husky and Cenovus Energy closed in January. CK Hutchison now owns around
17% of the combined company, which has a larger scale, lower production cost, and a
more promising outlook. Although CK Hutchison's profits for 2020 were lower, the
underlying FCF was up 29% YoY, primarily helped by working capital improvement.
Leverage went down from 25% in the middle of 2020 to 22% at year-end. We were
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encouraged to see the on-market share buyback right after the earnings release and
expect more repurchase activity in 2021.
Trip.com—the largest online travel agency in China, was a top contributor for the
quarter. We initiated this investment in 2019 when the stock price was under pressure
due to social unrest in Hong Kong (which led to a slowdown in visitations from the
mainland), noise around forced de-listing of Chinese ADRs, and overhang from Baidu
selling its stake. We added to our investment in 2020 when the company faced further
pressure due to COVID-induced travel restrictions globally. About 35% of Trip.com's preCOVID revenue came from international travel, which ground to a halt due to COVID.
Despite revenue down 49% YoY in 2020, the company managed well and reported
positive non-GAAP operating profit thanks to its attractive business model. The
company is a dominant player in a high barrier to entry market. It operates on an 80%
gross margin, has a highly variable cost structure with minimal capital intensity, and
enjoys a negative working capital cycle. Over the last 12 months, Trip.com further
solidified its competitive position in the domestic market and emerged even stronger.
With COVID largely contained in China, domestic travel is expected to grow in 2021 from
pre-COVID levels (2019), and Trip.com is gaining share. At the same time, the optimism
on vaccination rollout and eventual easing of cross-border travel restrictions (which is
probably two to three quarters away) led to a sharp recovery in Trip.com's share price.
We exited our position as it approached our value.
Hyundai Mobis—the Korean auto parts maker, was a contributor for the quarter. Its
fourth-quarter results were in line with our expectations. Hyundai Mobis' electrification
business continues to be the bright spot, posting +46.5% YoY growth backed by Hyundai
Motor and Kia Motors' strong xEV production growth. The sales decline for module and
core parts was less severe than the production decline because of favorable mix change
towards SUV and premium segments. Its after-sales parts business, a high margin cashcow business, has not fully recovered to pre-COVID levels due to weak demand and
unfavorable FX. During the quarter, Hyundai Motor Group (HMG) announced multiple
deals, including Mobis's acquisition of Hyundai Autron's semiconductor business at a
mid-teen earnings multiple. We believe this deal is another indicator that Mobis is taking
the Hyundai Group's core role in developing EV and mobility-related hardware. Many
news articles highlighted the potential tie-up between Apple and HMG, and the share
prices for all the related affiliates, including Mobis, have appreciated sharply. HMG. is a
global leading EV producer with a vertically integrated supply chain and accumulated
know-how and experience on EV, making the group a great candidate for future
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collaboration with Apple and other big tech companies. We trimmed our position at the
peak of the excitement, but added some when the enthusiasm for the deal faded away
and the price became more attractive relative to our value again. HMG under ES Chung
has shown significant improvement in operations, as well as capital allocation. As part
of the 3-year program announced in 2018, Mobis bought back around $210 million of
shares during the fourth quarter and announced a further $220 million buyback in the
first quarter.
BOTTOM PERFORMERS:
Jollibee—the largest restaurant company in the Philippines, was a detractor for the
quarter after being one of the top contributors in 2020 and 4Q20. The company is still
struggling with COVID and various lockdown measures, with its system-wide sales down
by 32% YoY in the fourth quarter last year, unimproved from the previous quarter.
However, we were encouraged to see its operating profit excluding business
transformation costs and FCF turning positive. The business transformation program
(BT program) announced in May 2020, costing 6.7 billion pesos, included rationalizing
underperforming stores and the supply chain and rightsizing the labor force in stores
and headquarters. The company completed the BT program in 2020, closing four
commissaries in the Philippines and 486 stores in 2020. We are already seeing improved
profitability and cash flow generation in the fourth quarter. Jollibee expects the BT
program to save around 2.6 billion pesos per year and be realized in full this year,
achieving a payback of about two years.
Jollibee also accelerated the restructuring of Smashburger and Coffee Bean & Tea Leaf.
Both have been loss generating since their acquisition in 2018 and 2019, dragging down
the group's profitability. The market has assigned negative values for these businesses.
However, they are now near breakeven levels, and management expects them to turn
profitable in 2021. Jollibee's domestic market continues to suffer from COVID, but its
operating margin will be higher thanks to the BT program once it recovers to prepandemic levels. In contrast, Jollibee's overseas business is already back to pre-COVID
levels. The operating environment still largely depends on how the COVID situation
develops. Still, we continue to like the company's focus on return on invested capital
(ROIC) and the long runway for profitable growth opportunities, especially overseas.
WH Group—the largest pork producer and marketer globally, was a slight detractor for
the quarter. The company reported weak fourth quarter and 2020 results below
consensus estimates. While the China business segment delivered strong operating
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profit growth of 19%, reaching record highs (as COVID was contained quickly in China),
this was more than offset by an over 55% decline in operating profit from its US
Smithfield business. The company rightly prioritized its employees' health and safety
and that of the US food supply, incurring over $800 million in COVID-related expenses
in the US on PPE, on-demand testing, barriers for social distancing, salary guarantees for
at-risk older employees, and responsibility bonuses for employees in the plants. The
disruption in the supply chain led to hogs' oversupply as slaughter-house utilization
declined to almost 30% during peak COVID months, resulting in losses in US hog
production. The higher-margin packaged meat segment was also negatively impacted
as many foodservice channels (restaurants accounted for 30% of sales) were closed
during COVID lockdowns.
We believe the Smithfield business's normalized earnings power is closer to $1 billion
operating profit vs. the $415 million reported in 2020 due primarily to one-off costs.
With COVID costs expected to decline by $600-650 million in 2021, Smithfield is likely to
produce over 100% operating profit growth YoY. At the same time, the China business
should grow at a mid-to-high single-digit rate in 2021. Despite a dominant market
position, strong brands, and solid growth outlook, WH Group is trading at 8.5x earnings.
Taking the China-listed Shuanghui business at market, Smithfield is being valued at
negative $2 billion. In other words, the market is paying us $2 billion to own a business
that is expected to generate $1billion in operating profits! The balance sheet and cash
flow generation remain strong, with operating cash flow up 61% YoY in 2020. The board
maintained its historical payout ratio leading to a decline in absolute dividends, which
was disappointing. However, we like the prospects of strong earnings growth and
dividend recovery at oversold valuations and added to our position.
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Outlook
The price-to-value (P/V) ratio of the portfolio remains attractive in the mid-60s%, and the
Fund is fully invested. We believe undervalued Asian companies and currencies are set
to outperform the US markets as they did in 2020 and begin to narrow the historic
dispersion between value and growth.
This year, prospects for economic recovery have improved with the approval of several
COVID vaccines and the accelerating rollout of mass vaccination campaigns. While the
world is facing another spike in COVID infections, Asia stands out with its ability to control
the pandemic most effectively. Asia will continue to drive global economic growth, and
we are optimistic about the opportunity set and the portfolio's positioning.
We thank you for your continued faith, trust, and partnership during this highly volatile
environment.
See the following pages for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf
Partners UCITS Funds. No shares of the Longleaf Partners Asia Pacific UCITS Fund ("Fund")
may be offered or sold in jurisdictions where such offer or sale is prohibited. Any performance
is for illustrative purposes only. Current data may differ from data quoted. Investment in the
Fund may not be suitable for all investors. Potential eligible investors in the Fund should read
the prospectus and the Key Investor Information Document (KIID) carefully, considering the
investment objectives, risks, charges, and expenses of the product, before making any
investment decision. The value of investments, and the income from them, may fall or rise
and investors may get back less than they invested. Past performance is no guarantee of future
performance. Investment in the Fund may not be suitable for all investors. This document
does not constitute investment advice – investors should ensure they understand the legal,
regulatory and tax consequences of an investment in the Fund.
Any subscription may only be made on the terms of the Prospectus and subject to completion
of a subscription agreement.
P/V ("price-to-value") is a calculation that compares the prices of the stocks in a portfolio to
Southeastern's appraisal of their intrinsic values. The ratio represents a single data point
about a Fund and should not be construed as something more. P/V does not guarantee future
results, and we caution investors not to give this calculation undue weight.
“Margin of Safety” is a reference to the difference between a stock’s market price and
Southeastern’s calculated appraisal value. It is not a guarantee of investment performance or
returns.
Important information for Australian investors:
Southeastern Asset Management, Inc. ("Southeastern") and Southeastern Asset
Management, Inc. Australia Branch, ARBN 155383850, a US company ("Southeastern
Australia Branch"), have authorised the issue of this material for use solely by wholesale
clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of any of its related
bodies corporate. By accepting this material, a wholesale client agrees not to reproduce or
distribute any part of the material, nor make it available to any retail client, without
Southeastern's prior written consent.
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Southeastern and Southeastern Australia Branch are exempt from the requirement to hold
an Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) in
respect of financial services, in reliance on ASIC Class Order 03/1100, a copy of which may
be obtained at the web site of the Australian Securities and Investments Commission,
http://www.asic.gov.au.
The class order exempts bodies regulated by the US Securities and Exchange Commission
(SEC) from the requirement to hold an AFSL where they provide financial services to
wholesale clients in Australia on certain conditions. Financial services provided by
Southeastern are regulated by the SEC, which are different from the laws applying in
Australia.
Important information for Belgian investors:
This document and the information contained herein are private and confidential and are for
the use on a confidential basis only by the persons to whom such material is addressed. This
document does not constitute and may not be construed as the provision of investment
advice, an offer to sell, or an invitation to purchase, securities in any jurisdiction where such
offer or invitation is unauthorized. The Longleaf Partners Global UCITS Fund and Longleaf
Partners Asia Pacific UCITS Fund have not been and will not be registered with the Belgian
Financial Services and Markets Authority (Autoriteit voor financiële diensten en markten/
Autorité des services et marchés financiers) as a foreign collective investment undertaking
under Article 127 of the Belgian Law of Jul. 20 2004 on certain forms of collective
management of investment portfolios. The offer in Belgium has not been and will not be
notified to the Financial Services and Markets Authority, nor has this document been nor will
it be approved by the Belgian Financial Services and Markets Authority. The shares issued by
the Funds shall, whether directly or indirectly, only be offered, sold, transferred or delivered
in Belgium to individuals or legal entities who are Institutional or Professional Investors" in
the sense of Article 5§3 of the Belgian Law of Jul. 20 2004 on certain forms of collective
management of investment portfolios (as amended from time to time), acting for their own
account and the offer requires a minimum consideration of €250,000 per investor and per
offer. Prospective investors are urged to consult their own legal, financial and tax advisers as
to the consequences that may arise from an investment in the Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE
REGISTERED WITH ANY SECURITIES EXCHANGE COMMISSION OR OTHER SIMILAR
AUTHORITY IN BRAZIL, INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE
COMMISSION (COMISSÃO DE VALORES MOBILIÁRIOS - "CVM"). SUCH PRODUCTS
WILL NOT BE DIRECTLY OR INDIRECTLY OFFERED OR SOLD WITHIN BRAZIL
THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY BRAZILIAN LAW AND BY
THE RULES ISSUED BY CVM, INCLUDING LAW NO. 6,385 (DEC. 7, 1976) AND CVM
RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME TO TIME, OR ANY OTHER
LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE.
ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN
LAWS AND REGULATIONS AND BY THE RULES ISSUED BY THE CVM, INCLUDING
LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED
FROM TIME TO TIME, OR ANY OTHER LAW OR RULES THAT MAY REPLACE THEM IN
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THE FUTURE, MUST NOT BE PERFORMED WITHOUT SUCH PRIOR REGISTRATION.
PERSONS WISHING TO ACQUIRE THE PRODUCTS OFFERED HEREUNDER IN BRAZIL
SHOULD CONSULT WITH THEIR OWN COUNSEL AS TO THE APPLICABILITY OF
THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION THEREFROM.
[WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND SOLICITATION IS LIMITED
TO QUALIFIED INVESTORS AS DEFINED BY CVM RULE NO. 409 (AUG. 18, 2004), AS
AMENDED FROM TIME TO TIME OR AS DEFINED BY ANY OTHER RULE THAT MY
REPLACE IT IN THE FUTURE. THIS DOCUMENT IS CONFIDENTIAL AND INTENDED
SOLELY FOR THE USE OF THE ADDRESSEE AND CANNOT BE DELIVERED OR
DISCLOSED IN ANY MANNER WHATSOEVER TO ANY PERSON OR ENTITY OTHER
THAN THE ADDRESSEE.
Important information for Danish investors:
Each Fund's prospectus has not been and will not be filed with or approved by the Danish
Financial Supervisory Authority or any other regulatory authority in Denmark and the shares
have not been and are not intended to be listed on a Danish stock exchange or a Danish
authorized market place. Furthermore, the shares have not been and will not be offered to the
public in Denmark. Consequently, these materials may not be made available nor may the
shares otherwise be marketed or offered for sale directly or indirectly in Denmark.
Important information for Guernsey investors:
Neither the Guernsey Financial Services Commission nor the States of Guernsey Policy
Council take any responsibility for the financial soundness of the Longleaf Partners UCITS
Funds or for the correctness of any of the statements made or opinions expressed with regard
to it. If you are in any doubt about the contents of this document you should consult your
accountant, legal or professional adviser or financial adviser.
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Southeastern Asset Management has taken all reasonable care to ensure that the facts stated
in this document are true and accurate in all material respects, and that there are no other
facts the omission of which would make misleading any statement in the document, whether
of facts or of opinion. It should be remembered that the price of Fund shares and the income
from them can go down as well as up.
Important information for Hong Kong investors:
No person may offer or sell in Hong Kong, by means of any document, any Shares other than
(a) to "professional investors" as defined in the Securities and Futures Ordinance (Cap. 571)
of Hong Kong and any rules made under that Ordinance; or (b) in other circumstances which
do not result in the document being a "prospectus" as defined in the Companies Ordinance
(Cap. 32) of Hong Kong or which do not constitute an offer to the public within the meaning
of that Ordinance. No person may issue, or have in its possession for the purposes of issue,
whether in Hong Kong or elsewhere, any advertisement, invitation or document relating to
the Shares, which is directed at, or the contents of which are likely to be accessed or read by,
the public in Hong Kong (except if permitted to do so under the securities laws of Hong Kong)
other than with respect to Shares which are or are intended to be disposed of only to persons
outside Hong Kong or only to "professional investors" as defined in the Securities and Futures
Ordinance (Cap. 571) of Hong Kong and any rules made under that Ordinance.
WARNING
The contents of this document have not been reviewed by any regulatory authority in Hong
Kong. You are advised to exercise caution in relation to the offer. If you are in any doubt about
the contents of this document, you should obtain independent professional advice.
Important information for Indian investors:
Southeastern Asset Management Inc.'s products and services are not being offered to the
public and are only for private placement purposes. This marketing material is addressed
solely to you and is for your exclusive use. Any offer or invitation by Southeastern is capable
of acceptance only by you and is not transferrable. This marketing material has not been
registered as a prospectus with the Indian authorities. Accordingly, this may not be
distributed or given to any person other than you and should not be reproduced, in whole or
in part. This offer is made in reliance to the private placement exemption under Indian laws.
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Important information for Italian investors:
No offering of shares of the Longleaf Partners Unit Trust comprised of the Longleaf Partners
Global UCITS Fund and Longleaf Partners Asia Pacific UCITS Fund (the "Funds") has been
cleared by the relevant Italian supervisory authorities. Thus, no offering of the Funds can be
carried out in the Republic of Italy and this marketing document shall not be circulated
therein – not even solely to professional investors or under a private placement – unless the
requirements of Italian law concerning the offering of securities have been complied with,
including (i) the requirements set forth by Article 42 and Article 94 and seq. of Legislative
Decree No 58 of Feb. 24 1998 and CONSOB Regulation No 11971 of May 14 1999, and (ii) all
other Italian securities tax and exchange controls and any other applicable laws and
regulations, all as amended from time to time. We are sending you the attached material as a
follow up to the specific request received by you. You are fully aware that the Funds have not
been registered for offering in Italy pursuant to the Italian internal rules implementing the
UCITS IV directive. Therefore, you are expressly fully aware that the Italian protections
granted by the applicable legal framework would not apply and you would be exclusively
responsible for the decision to invest in the Funds. Moreover, you represent that you would
only invest directly or on behalf of third parties to the extent that this is fully lawful and you
comply with any conduct of business rules applicable to you in connection with such
investment. You agree to refrain from providing any document relating to the Funds to any
party unless this is fully compliant with applicable law.
Important information for Jersey investors:
Financial services advertisement. This document relates to a private placement and does not
constitute an offer to the public in Jersey to subscribe for the Shares offered hereby. No
regulatory approval has been sought to the offer in Jersey and it must be distinctly understood
that the Jersey Financial Services Commission does not accept any responsibility for the
financial soundness of or any representations made in connection with the Fund. The offer of
Shares is personal to the person to whom this document is being delivered by or on behalf of
the Fund, and a subscription for the Shares will only be accepted from such person. This
document may not be reproduced or used for any other purpose.
Important information for Monaco investors:
The Longleaf Partners UCITS Funds described in this document have not been registered for
sale in Monaco under applicable law. Neither the Longleaf Partners UCITS Funds nor its
agents are licensed or authorized to engage in marketing activities in
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Monaco. Any marketing or sale of Longleaf Partners UCITS Funds will be undertaken or made
in strict compliance with applicable law in Monaco. By receiving this document, each
recipient resident in Monaco acknowledges and agrees that it has contacted the Longleaf
Partners UCITS Funds at its own initiative and not as a result of any promotion or publicity
by the Longleaf Partners UCITS Funds or any of its agents or representatives. Monaco
residents acknowledge that (1) the receipt of this document does not constitute a solicitation
from the Longleaf Partners UCITS Funds for its products and/or services, and (2) they are
not receiving from the Longleaf Partners UCITS Funds any direct or indirect promotion or
marketing of financial products and/or services. This document is strictly private and
confidential and may not be (1) reproduced or used for any purpose other than evaluation of
a potential investment in the Longleaf Partners UCITS Funds by the intended recipient, or
(2) provided to any person or entity other than the intended recipient.
Important information for New Zealand investors:
No shares are offered to the public. Accordingly, the shares may not, directly or indirectly, be
offered, sold or delivered in New Zealand, nor may any offering document or advertisement
in relation to any offer of the shares be distributed in New Zealand, other than: (A) to persons
whose principal business is the investment of money or who, in the course of and for the
purposes of their business, habitually invest money or who in all circumstances can be
properly regarded as having been selected otherwise than as members of the public; or (B) in
other circumstances where there is no contravention of the Securities Act 1978 of New
Zealand.
Important Information for Oman investors:
The Longleaf Partners APAC UCITS Fund has not been registered or approved by the Central
Bank of Oman, the Oman Ministry of Commerce and Industry, the Oman Capital Market
Authority or any other authority in the Sultanate of Oman. Southeastern Asset Management,
Inc. has not been authorized or licensed by the Central Bank of Oman, the Oman Ministry of
Commerce and Industry, the Oman Capital Market Authority or any other authority in the
Sultanate of Oman, for discretionary investment management within the Sultanate of Oman.
The shares in the Longleaf Partners APAC UCITS Fund have not and will not be listed on any
stock exchange in the Sultanate of Oman. No marketing of any financial products or services
has been or will be made from within the Sultanate of Oman and no subscription to any
securities, products or financial services may or will be consummated within the Sultanate of
Oman. Southeastern Asset Management, Inc. is not a licensed broker, dealer, financial
advisor or investment advisor licensed under the laws applicable in the Sultanate of Oman,
and, as such, does not advise individuals resident in the Sultanate of Oman as to the
appropriateness of investing in or purchasing or selling securities or other financial products.
Nothing contained in this document is intended to constitute investment, legal, tax,
accounting or other professional advice in, or in respect of, the Sultanate of Oman. This
document is confidential and for your information only and nothing is intended to endorse
or recommend a particular course of action. You should consult with an appropriate
professional for specific advice rendered on the basis of your situation.
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Important Information for Qatar investors:
This document is not intended to constitute an offer, sale or delivery of the Longleaf Partners
UCITS Funds or other securities under the laws of the State of Qatar. The offer of the Longleaf
Partners UCITS Funds has not been and will not be licensed pursuant to Law No. 8 of 2012
("QFMA Law") establishing the Qatar Financial Markets Authority ("QFMA") and the
regulatory regime thereunder (including in particular the QFMA Regulations issued vide
QFMA Board Resolution No.1 of 2008, QFMA Offering and Listing Rulebook of Securities of
November 2010 ("QFMA Securities Regulations") and the Qatar Exchange Rulebook of
August 2010) or the rules and regulations of the Qatar Financial Centre ("QFC") or any laws
of the State of Qatar. The document does not constitute a public offer of securities in the State
of Qatar under the QFMA Securities Regulations or otherwise under any laws of the State of
Qatar. The Longleaf Partners UCTIS Funds are only being offered to a limited number of
investors, less than a hundred in number, who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Funds. No transaction will be
concluded in the jurisdiction of the State of Qatar (including the QFC).
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a
solicitation for investments from members of the public in terms of CISCA and do not
constitute an offer to the public as contemplated in section 99 of the Companies Act. The
addressee acknowledges that it has received this Document and any of its Supplement(s) in
the context of a reverse solicitation by it and that this Document and any of its Supplement(s)
have not been registered with any South African regulatory body or authority. A potential
investor will be capable of investing in only upon conclusion of the appropriate investment
agreements. This document is provided to you for informational purposes only. For more
information, including a prospectus and simplified prospectus, potential eligible investors
should call Gwin Myerberg at 44 (0)20 25 7479 4212 or gmyerberg@SEasset.com. Ms.
Myerberg is a Representative employed by Southeastern Asset Management, which accepts
responsibility for her actions within the scope of her employment. Potential eligible investors
should read the prospectus and simplified prospectus carefully, considering the investment
objectives, risks, charges, and expenses of the product, before making any investment
decision. Past performance is no guarantee of future performance. The value of investments,
and the income from them, may fall or rise and investors may get back less than they invested.
Southeastern Asset Management is an authorized financial services provider with FSP. No.
42725.
Important information for Spanish investors:
The sale of the shares of Longleaf Partners Global UCITS Fund and Longleaf Partners Asia
Pacific UCITS Fund (the "Funds") which this document refers to have not been registered
with the Spanish National Securities Market Commission ("Comision Nacional del Mercado
de Valores") pursuant to Spanish laws and regulations and do not form part of any public
offer of such securities in Spain. Accordingly, no shares in the Funds may be, and/or are
intended to be publicly offered, marketed or promoted, nor any public offer in respect thereof
made, in Spain, nor may these documents or any other offering materials relating to the offer
of shares in the Fund be distributed, in the Kingdom of Spain, by the Distributor or any other

25
For Professional Investors Only

person on their behalf, except in circumstances which do not constitute a public offering and
marketing in Spain within the meaning of Spanish laws or without complying with all legal
and regulatory requirements in relation thereto. This document and any other material
relating to Fund shares are strictly confidential and may not be distributed to any person or
any entity other than its recipients.
Important information for Swedish investors:
The following materials are intended only for qualified investors. This material shall not be
reproduced or publicly distributed. The Longleaf Partners Unit Trust is not authorised under
the Swedish Investment Funds Act. The shares of the Fund are being offered to a limited
number of qualified investors and therefore this document has not been, and will not be,
registered with the Swedish Financial Supervisory Authority under the Swedish Financial
Instruments Trading Act. Accordingly, this document may not be made available, nor may
the shares otherwise be marketed and offered for sale in Sweden, other than in circumstances
which are deemed not to be an offer to the public in Sweden under the Financial Instruments
Trading Act.
Important information for Swiss investors:
The jurisdiction of origin for the Longleaf Partners UCITS Funds is Ireland. The
representative for Switzerland is A.R.M. Swiss Representatives SA., Route de Cite-Ouest 2,
1196 Gland. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1,
8022 Zurich. The Prospectus, the KIID, the Trust Deed, as well as the annual and semi-annual
reports may be obtained free of charge from the representative in Switzerland. The current
document is intended for informational purposes only and shall not be used as an offer to buy
and/or sell shares. The performance shown does not take account of any commissions and
costs charged when subscribing to and redeeming shares. Past performance may not be a
reliable guide to future performance.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated
investors: (a) upon their request and confirmation that they understand that neither
Southeastern Asset Management, Inc. nor the Longleaf Partners Asia Pacificl UCITS Fund
have been approved or licensed by or registered with the United Arab Emirates Central Bank
("UAE Central Bank"), the Securities and Commodities Authority ("SCA"), the Dubai
Financial Services Authority ("DFSA") or any other relevant licensing authorities or
governmental agencies in the United Arab Emirates (including the DIFC),nor has the
placement agent, if any, received authorization or licensing from the UAE Central Bank, SCA,
the DFSA or any other relevant licensing authorities or governmental agencies in the United
Arab Emirates (including the DIFC); (b) on the condition that it will not be provided to any
person other than the original recipient, is not for general circulation in the United Arab
Emirates (including the DIFC) and may not be reproduced or used for any other purpose; and
(c) on the condition that no sale of securities or other investment products in relation to or in
connection with either Southeastern Asset Management, Inc. or the Longleaf Partners Asia
Pacific UCITS Fund is intended to be consummated within the United Arab Emirates
(including in the DIFC). Neither the UAE Central Bank, SCA nor the DFSA have approved
this document or any associated documents, and have no responsibility for them. The shares

26
For Professional Investors Only

in the Longleaf Partners Asia Pacific UCITS Fund are not offered or intended to be sold
directly or indirectly to retail investors or the public in the United Arab Emirates (including
the DIFC). No agreement relating to the sale of the shares is intended to be consummated in
the United Arab Emirates (including the DIFC). The shares to which this document may relate
may be illiquid and/or subject to restrictions on their resale. Prospective investors should
conduct their own due diligence on the shares. If you do not understand the contents of this
document you should consult an authorized financial advisor.
Important information for UK investors:
The KIID and Full Prospectus (including any supplements) for this Fund are available from
Southeastern Asset Management International (UK.) Limited which is authorized and
regulated by the Financial Conduct Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a)
persons who have professional experience in matters relating to investments falling within
article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 (as amended) (the "Order") or (b) high net worth entities and other persons to whom it
may be otherwise lawfully be communicated, falling within Article 49(2) of the Order (all such
persons being referred to as "relevant persons"). This document must not be acted on or relied
on by persons who are not relevant persons. Any investment activity to which this document
relates is available only to relevant persons and will be engaged in only with relevant persons.
Any person who is not a relevant person should not act or rely on this document or any of its
contents.
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Portfolio Returns at 31/12/20 – Net of Fees
4Q20

1 Year

3 Year

5 Year

19.43%
17.82%
+1.60%

10.97%
19.71%
-8.73%

1.11%
7.31%
-6.20%

9.87%
11.28%
-1.41%

4Q20

1 Year

3 Year

5 Year

Hang Seng Index (HKD)

16.24%

-0.46%

0.11%

8.06%

TOPIX Index (JPY)

11.16%

7.40%

2.15%

5.49%

TOPIX Index (USD)

13.62%

13.26%

5.13%

8.82%

MSCI Emerging Markets (USD)

19.70%

18.31%

6.17%

12.80%

APAC UCITS (Class I USD)
MSCI AC Asia Pacific Index (USD)
Relative Returns
Selected Indices*

Since
Inception
2/12/2014
7.33%
8.59%
-1.26%

*Source: Bloomberg; Periods longer than one year are annualized.

Longleaf Partners Asia Pacific Fund (the “Fund”) reported a strong fourth quarter,
returning 19.43% and outpacing the MSCI AC Asia Pacific (MXAP) Index's 17.82%. The
Fund ended the year with a 10.97% gain, a satisfactory absolute return, but a
disappointing relative performance outcome versus the Index's 19.71%. Two themes
dominated 2020 performance: the first quarter was overwhelmingly driven by COVID-19
fear and stock price volatility, and the remainder of the year was driven by economic
recovery, fueled by massive fiscal and monetary stimulus, and a significant drop in bond
yields. The Fund was down around 34% at the height of the panic in March and rose
almost 70% from the bottom by the end of the year.
Our 3Q letter highlighted the tightly "coiled spring" nature of the portfolio at the end of
September. A partial "uncoiling" resulted in a strong recovery, as many of the same
stocks that hurt the most in the first half drove outperformance in the second. Our
overweight to Hong Kong (and our holdings' relative underperformance) was the largest
single relative detractor to returns and accounted for all of our underperformance
relative to the Index in 2020.
Currency was a tailwind for the year, as the last decade's remarkable dollar strength
finally started to reverse. Still, the Index benefited more from this tailwind given its larger
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Japanese yen weighting, as the yen appreciated 5% against the US dollar. For all the
volatility and drama of 2020, the Fund's NAV finished the year up almost 11%. We believe
the steps we took to improve the portfolio over the year have left it well-positioned, and
we think there are substantial "coiled springs" left to deliver strong future performance.
Performance Review
The largest absolute and relative detractor for the year was our exposure to Hong Konglisted businesses. As we discussed in detail in our 3Q letter, Hong Kong has stood out
as a relative performance laggard this year. It has faced continued tensions between
the US and China, social instability from increasing Chinese control over the territory,
COVID-related lockdowns, and border closures in 2020. Technology and Biotech
companies that operate mostly in mainland China − which recovered first from COVID −
outperformed older economy sectors within the Hang Seng index. Utilities, Banks, and
Properties underperformed, as they were most affected by the closure of borders to
Mainland Chinese visitors and lockdowns. Our holdings in two CK group companies, CK
Hutchison and CK Asset, and our Macau exposure through Melco International and
MGM China accounted for all of the Fund's underperformance relative to the
benchmark.

2020 Performance Drivers for Hang Seng Index (in Local Currency)
Best Performing
WUXI BIOLOGICS CAYMAN INC
XIAOMI CORP-CLASS B
MEITUAN-CLASS B
ANTA SPORTS PRODUCTS LTD
GEELY AUTOMOBILE HOLDINGS LT
TECHTRONIC INDUSTRIES CO LTD
HONG KONG EXCHANGES & CLEAR
TENCENT HOLDINGS LTD
CHINA MENGNIU DAIRY CO
SHENZHOU INTERNATIONAL GROUP

Worst Performing
-23.20%
-26.29%
-28.47%
-33.03%
-34.69%
-36.04%
-37.34%
-40.49%
-41.84%
-44.53%

Source: Bloomberg

CK HUTCHISON HOLDINGS LTD
CK ASSET HOLDINGS LTD
CHINA MOBILE LTD
HSBC HOLDINGS PLC
PETROCHINA CO LTD-H
AAC TECHNOLOGIES HOLDINGS IN
CHINA UNICOM HONG KONG LTD
CNOOC LTD
CHINA OVERSEAS LAND & INVEST
CITIC LTD

212.62%
207.98%
189.11%
77.63%
77.59%
76.48%
71.62%
50.59%
49.48%
35.79%
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Even in the face of the challenging and worsening environment over the last two years,
our confidence in the Hong Kong listed businesses that we own (the two largest of which,
Melco International and CK Hutchison, are discussed below) has remained strong. In
each case, we have management teams who think and act like owners doing all they can
to get their businesses' underlying value recognized by the market. We believe insider
buying and share repurchases led by proven capital allocators we respect are a good
indicator of our portfolio's attractiveness. 2020 marked a year where we saw both of
these utilized in a significant manner.
The Li family, the largest shareholder of CK Asset and CK Hutchison, spent close to $550
million in the last 18 months buying shares of the two companies. In November, CK
Hutchison agreed to sell its European telecom tower network for €10 billion; worth 31x
EBITDA, equating to almost 43% of the market capitalization of CK Hutchison. The first
tranche of the transaction closed in December, and we expect the company to use some
of the €2.1 billion of proceeds for value-accretive share repurchases. Management took
advantage of the harsh energy environment and merged its oil business Husky Energy
with Cenovus Energy to create an integrated Canadian oil and natural gas company with
substantial synergies in the fourth quarter. Furthermore, in December, CK Hutchison
entered into a Memorandum of Understanding with Ooredoo to merge their Indonesian
mobile telecom businesses. We believe CK Hutchison will continue to explore
opportunities to consolidate the telecom industry in Europe to achieve scale synergies.
Lawrence Ho, Melco's Chairman and CEO, spent over $60 million in 2020 buying shares
personally in Melco International. The Macau operating environment was extremely
challenging for Melco and its peers, with industry gross gaming revenue (GGR) declining
between 90-97% year-over-year (YOY) in the second and third quarters. With travel
restrictions between Macau and Mainland China beginning to ease in mid-August, we
started to see a gradual recovery of Macau visitation and GGR. In the most recent
quarter, the company reported lower than expected EBITDA losses, driven by further
cost reductions, market share gains, and better luck. Melco cut its daily operating costs
by over 40% in just a few months, further lowering its cash breakeven point. This
improvement was driven by prudent cost-cutting and a favorable mix shift towards
higher-margin mass market business. We believe the availability of vaccines, further
easing of travel restrictions, and improving customer confidence will help drive a
sustained recovery in Macau. We expect Melco will emerge stronger post-COVID given
Lawrence Ho and his team's strong execution and the company's solid position in the
premium mass segment.
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We believe the heavily value-oriented nature of our Hong Kong and Macau investments
will benefit from the re-opening of borders, relaxation of lockdowns, and any shift away
from the past decade's growth mania.
The Hang Seng Index return of -0.5% for the year contrasted starkly with a particularly
strong performance in Mainland China, with the CSI 300 index up 30%. China was the
largest positive contributing country in our portfolio (and the Index) for the year,
contributing more than 100% of our annual return. While this may sound surprising for
a value manager, the performance was driven by our investments in Chinese internet
companies Baidu and Tencent (held via holding company Prosus). Baidu was first
purchased in 2015 when its share price was highly discounted. Even after returning over
70% this year, the company trades at an attractive discount to our growing appraisal
value and offers significant upside from here. We believe that its core search and
newsfeed business is trading at an attractive 10x free cash flow.
Baidu stands out not just for its stock price performance, but also for management's
value-accretive actions in the last quarter. Not only did Baidu increase its buyback
program from one billion to three billion dollars in August, but it further increased it to
$4.5 billion in December. Operationally, the adjusted EBITDA margin for Baidu's core
advertising business continued to expand, and its adjusted EBITDA grew 31% YOY in the
third quarter. Baidu also agreed to acquire YY, JOYY's China live streaming business, at
an attractive 8x earnings. YY is the pioneer in Chinese live streaming. YY has the
business and technological know-how, but lacks new user growth. YY offers Baidu
immediate operational experience in operating a large live video community and has
many performers on the platform. YY has 10x more performers on its platform than
Baidu has, but Baidu has 10x more users on its ecosystem platform. We expect
synergies to be significant, and YY to increase Baidu's monetization of its massive user
base. Furthermore, Baidu is progressing with monetizing and accelerating its Apollo
automotive artificial intelligence program and established a joint venture with Zhejiang
Geely Holding Group to produce intelligent electric vehicles.
We took advantage of 1Q volatility in Asian markets to purchase Prosus, which was
formed when South African company Naspers spun out its 31% stake in Tencent in
September 2019 into a Netherlands-listed holding company. We had long admired
Tencent, but never could get comfortable with the shareholder-unfriendly South African
structure under Naspers. The years of work by multiple research team members across
Asia, Europe, and the US on Tencent, Naspers, and Prosus meant that we were well
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prepared when the pandemic started and the Prosus share price dramatically
decoupled from the underlying Tencent value. Today, despite the share price
appreciation since our initial investment, Prosus remains attractively valued. During the
fourth quarter, Prosus announced a $5 billion program to repurchase shares and
acquire discounted shares of its parent, Naspers.

“This is a further step to crystalise value for shareholders. It follows earlier actions such
as the unbundling of MultiChoice Group and the listing of Prosus on Euronext
Amsterdam last year. The purchase of Naspers and Prosus shares also represents a
meaningful investment in the group’s strong internet portfolio. It is regarded as a good
use of capital, given full market valuations evident in consumer internet M&A and the
group’s sizeable consolidated discount to net-asset-value (NAV).” Prosus press release,
October 30, 2020.
Market Review
2020 was an extraordinary year. The S&P 500 achieved new highs, the Nikkei 225 index
also reached post-1989 bubble highs, and real yields for the 30-year US Treasury bond
turned negative. The broad trends that have defined the past decade continued: Growth
indices over Value, US markets outperforming Non-US markets (including Asia),
continued strength in fixed income, and further rate and quantitative easing by central
banks globally.

Global Index Total Returns
31-December-2020 (in USD)
Index

December

4Q

1 Year

2 Year

3 Year

5 Year

7 Year

10 Year

S&P 500

3.8

12.1

18.4

24.8

14.2

15.2

12.9

13.9

S&P 500 Value

3.5

14.5

1.4

15.6

6.8

10.5

8.7

10.7

S&P 500 Growth

4.1

10.7

33.5

32.3

20.5

19.0

16.4

16.5

(0.6)

3.8

(32.1)

(16.7)

(13.7)

(8.5)

(7.7)

(5.8)

MSCI World

4.2

14.0

15.9

21.6

10.5

12.2

9.2

9.9

MSCI World Value

3.6

15.7

(1.2)

9.7

2.4

7.1

4.9

6.8

MSCI World Growth

4.9

12.5

33.8

33.8

18.6

17.0

13.3

12.8
(6.1)

Value Better/(Worse) than Growth

(1.4)

3.2

(35.0)

(24.1)

(16.2)

(9.9)

(8.5)

MSCI AC Asia Pacific

Value Better/(Worse) than Growth

5.8

17.8

19.7

19.5

7.3

11.3

7.6

6.4

MSCI AC Asia Pacific Value

6.6

19.4

6.8

9.9

1.9

7.0

4.4

4.2

5.0

16.4

33.0

29.3

12.6

15.4

10.7

8.4

1.6

3.0

(26.2)

(19.4)

(10.7)

(8.4)

(6.3)

(4.2)

MSCI AC Asia Pacific Growth
Value Better/(Worse) than Growth
Source: Morningstar
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The explosion in liquidity in 2020 has helped drive global markets to their recent highs,
with the expansion of central bank liquidity in 2020 just a partial measure of the total
amount of liquidity currently sloshing around in the financial markets. Earnings multiples
for equities climbed higher, the 30-year bond trades at a record 53x cash flow, and
assets with no earnings like bitcoin appreciated over 300% last year (and is up over 40%
in the first nine days of the year).

Total Assets of Major Central Banks

US Treasury General Account Liabilities

Source: Bloomberg

Source: US Federal Reserve: Liabilities and Capital: Liabilities:
Deposits with F.R. Banks, Other Than Reserve Balances: U.S.
Treasury, General Account: Week Average

Being heavily weighted towards US equities and growth stocks has continued to pay off,
as US equities handily outperformed non-US equities, and growth outperformed value
by the widest margin since the tech bubble. The outperformance of growth relative to
value accelerated this year, as real yields on the ten-year US Treasury turned negative
and growth's outperformance has reached extreme levels not seen since the tech
bubble.
A similar phenomenon occurred in the Asian capital markets. The MSCI AC Asia Pacific
Growth index outperformed its value counterpart by 26% this year, again, the most since
the tech bubble. The top ten contributors to the Asia Pacific index last year were all
technology and internet companies. These ten companies, which accounted for 19% of
the Index, contributed about half of the index returns. Excluding Samsung Electronics,
this group trades at over 30x earnings, and excluding Alibaba, which is currently affected
by anti-trust and geopolitical events, the group trades at 33x earnings. The top ten
constituents of the Asia index constitute 20% of the Index, and by weighting, 89% of
them are technology and new economy companies.
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The premium of forward earnings multiples for growth stocks (31x) vs. value stocks (15x)
in the MSCI World is now over 100% − at about the same levels reached during the tech
bubble highs. Growth stocks trade at 4.5x sales, over three times that of value stocks,
at a higher premium than during the tech bubble in 2000.

MSCI World Growth vs. Value Premium at Tech Bubble Highs
3/31/1998 to 12/31/2020 (in Local Currency)
50
45
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Source: Bloomberg

The hard truth of the math dictates that high multiples translate into low future returns
for overpriced assets. Consider a long-duration asset with no cash flow for 19 years and
a $20 payout in year 20. Reducing the discount rate from 10% to 5% increases the
present value by 154%. This math may have been a significant factor for 2020 market
performance, as the time value of money matters less in a low discount rate world. This
is a one-time gain setting up for a low return future, or a reckoning. The present value
of a $20 payout 20 years in the future suffers a 61% drop when the discount rates move
from 5% to 10%.
While there are some Asian examples of the extreme overvaluation that results from
this bending of the math, the effect is more muted outside of the S&P 500. Longduration assets, whether long-dated bonds or fast compounding tech companies that
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typically have 100% of their value in the terminal value (FCF in the explicit forecast period
is negative or negligible) — have been the biggest beneficiaries in the past decade. We
have written at length in the last few years about growth outperforming value, the US
outperforming all other markets, and ever-stronger US dollar (USD) themes that have
dominated the market narrative for the last decade. The extraordinary bull market in
US equities has now compounded over the last 12+ years to a 434% total return (with
dividends reinvested into the S&P 500 Index), while the MSCI AC Asia Pacific Index has
generated 199% over that same period. These backward-looking returns make it easy
for investors to forget that the prior decade ending in 2008 saw Asian markets handily
outpace US markets by almost 50%. US outperformance reversed this year, with the
MXAP returning 19.7% vs. the S&P 500's 18.4%. Asian outperformance accelerated in
the fourth quarter, with the MXAP gaining a 5.7% return advantage over the US markets.
Although the US large-cap growth trend continued for the first nine months in 2020, we
believe this dynamic is finally near a breaking point and that Asian equities, in particular,
are primed to outperform. The strong US dollar trend has started to reverse, with the
JP Morgan Asia Dollar Index (ADXY) up almost 4% for the year. However, the US dollar is
still rich, with plenty of room to act as a tailwind. Asian markets continue to be relatively
cheap, faced with continued geopolitical (and virus) uncertainty within emerging markets
broadly.

MSCI World Value/Growth vs. Yield Curve
1/31/1999 to 12/31/2020 (daily in USD)

Source: Bloomberg
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The extreme disparities between growth vs. value returns and US vs. Asia capital market
returns, gives us confidence that we are closer to a reversal of this extended trend. We
saw a glimpse of this in the fourth quarter, as interest rates began to rise, and the yield
curve steepened. In Q4, value outperformed growth in the global equity markets, and
Asia beat the US by 570 basis points. Furthermore, Asia value outperformed Asia growth
by 300 basis points and outperformed the US markets by 728 basis points. Using the
10-2 US Treasury Yield Spread as a proxy for yield curve steepness, the chart below
shows that historically a steepening yield curve has been positive for value relative to
growth, perhaps reflecting the time value of money dynamic referenced above.
Performance Review
4Q20

2020
Contribution
to Portfolio
Return (%)

Total
Return
(%)

Contribution
to Portfolio
Return (%)

Total
Return
(%)

Top Five
Baidu
Jollibee
HDFC
L’Occitane
MGM China

+3.91
+2.61
+2.28
+1.78
+1.40

+71
+36
+48
+45
+39

Top Five
Baidu
Prosus
Jollibee
SoftBank Group*
Man Wah*

+4.01
+3.85
+2.99
+2.93
+2.68

+72
+58
+44
+46
+80

Bottom Five
China Lesso
Dali Foods
New World Development
WH Group
PNB Housing

-0.59
-0.09
+0.03
+0.08
+0.11

-12
-6
+0
+4
+9

Bottom Five
Melco
Ebara**
CK Asset
CK Hutchison
First Pacific**

-2.99
-2.92
-1.64
-1.18
-0.81

-30
-41
-24
-22
-46

*sold in 3Q20, **sold in 1Q20.

Top Performers:
Baidu (+3.91%, +71%)
Baidu, the dominant online search business in China, was the top contributor in the
fourth quarter and over the course of 2020. Baidu's search advertising business was
negatively affected by the pandemic this year. While the lockdown increased users' time
spent online and brought more traffic to the platform, it also hurt advertisers' budgets,
as companies cut costs in a difficult environment. As China began to see success in
controlling the pandemic, there was a robust sequential recovery in Baidu's business.
Baidu delivered margin expansion, benefiting from both positive mix change and more
disciplined ROI-driven spending. The non-advertising business also made progress in
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the year. In September, Baidu raised equity financing for its DuerOS smart speaker
business at a valuation of RMB 20 billion. In November, Baidu opened Apollo Go
robotaxi services in Beijing, the third city in China where passengers can call a robotaxi
from Baidu Maps. Baidu announced its intention to acquire JOYY's live streaming
business in China. JOYY, the pioneer and leading live streaming platform in China, would
strengthen Baidu's live streaming operation and expand the non-advertising offerings in
its ecosystem.
Jollibee (+2.61%, +36%)
Jollibee, the largest restaurant chain in the Philippines, was a top contributor for the
quarter and 2020. Jollibee showed a varying pace of recovery during the quarter. Its
domestic business remained challenged, while its international business, a growth driver
for Jollibee, showed meaningful improvements. In the third quarter, its domestic systemwide sales declined by 48% YOY primarily caused by social distancing measures in the
restaurants and reduced public transportation, effectively decreasing the dine-in
capacity by 50-70%. Unlike in other developed countries, the Philippine delivery
business's growth was not enough to offset dine-in sales decline. Most of Jollibee's
consumers in the Philippines are low-to-middle-income customers who still find delivery
charges too high. For the international business, system-wide sales excluding Coffee
Bean & Tea Leaf (CBTL) declined by 10% YOY, showing sequential improvement. Despite
the challenging operating environment, Jollibee's pre-IFRS EBITDA, excluding business
transformation costs, turned positive. In September, most of its businesses were
registering positive operating income except Smashburger, CBTL US, and Pho24, thanks
to its ability to reduce costs by rationalizing underperforming stores, the supply chain,
and rightsizing the labor force. With the normalization of the operating environment
and turnaround of Smashburger and CBTL, 2021 should be a better year. Despite the
recent sharp rise in the share price, we are encouraged by Jollibee's founder Tony Tan
buying shares, which we believe reflects the attractiveness of the share price and his
positive view on the company's outlook.
Housing Development Finance Corporation (+2.28%, +48%)
Housing Development Finance Corporation (HDFC), the largest non-banking financial
company (NBFC) in India, was a contributor for the quarter. HDFC generated strong core
pre-provisioning operating profit, which grew 26% YOY in the quarter ended in
September, beating the consensus. Individual loan application receipts grew 12%, and
loan approvals grew 9% YOY. On top of the structural housing loan demand growth given
the demographics (the average home buyer is 39-years old in India and 2/3rd of the
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Indian population is below 35-years old), the strong growth in disbursements was also
driven by low interest rates, a reduction in stamp duties in some states from 5% to 2%,
and discounts offered by developers to clear housing inventory.
HDFC's loan collection of individual mortgages was at a healthy rate of 96% after the
moratorium was lifted. Credit costs have declined meaningfully as the company frontloaded provisions in the last two quarters (INR4.36bn provisions in the second quarter
compared to INR11.99bn provisions in the first quarter). The third quarter's loan
disbursement growth was strong at 26% YOY growth, compared to a 5% YOY decline in
the second quarter. Despite some concerns over the sustainability of strong individual
loan disbursements, we believe it can continue to compound at a mid-to-high teens rate
in the foreseeable future given—improved affordability, a low mortgage to GDP
penetration, favorable demographics, urbanization trends, government incentives to
increase housing ownership, and attractive interest rates. With its solid track record of
prudent underwriting and risk management, we believe HDFC is positioned to gain
market share as weaker NBFCs fizzle out in the post-COVID world.
L’Occitane (+1.78%, +45%)
L'Occitane, the natural and organic-based cosmetics company, was a contributor for the
quarter. Its sales decline narrowed significantly to -4.5% YOY in the September quarter
compared to -22.2% YOY in the June quarter, beating market expectations. It reported
strong sequential improvement, with Asia leading the recovery. During the September
quarter, China/Taiwan/Korea sales were up 35%/19%/50% YOY, respectively. Despite
the market's concerns on operating deleverage given L'Occitane's business model of
operating retail stores, its operating margin was resilient and only declined 40bps YOY
for the six months ending September. The operating deleverage impact was offset
mainly by increasing higher-margin online sales and cost reduction measures. Despite
disruption in the cruise ship and spa businesses, Elemis sales also showed sequential
improvement to -15.7% YOY compared to -28.8% YOY in the previous quarter due to a
strong product launch in China and Russia. Management expects Elemis' 30.5%
operating profit margin to be sustainable. We are encouraged that the company's sales
progress in the second half (FY March year-end) is improving. Sales turned to positive
mid-single digits growth in both October and November, driven by strong sales recovery
in Asia, posting double-digit sales growth despite weakness in Hong Kong.
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MGM China (+1.40%, +39%)
MGM China, one of the six Macau gaming concessionaires, was a contributor for the
quarter. It posted an EBITDA loss of US$94mn during the quarter. Its GGR declined by
94% YOY, which was in-line with the industry's 93% YOY fall. MGM China had a solid start
in 2020, generating $2.5mn EBITDA per day in the first three weeks of January before
the COVID-related disruption. The operating environment has since been extremely
challenging for MGM China and its peers throughout the year, with industry GGR
declining 90-97% YOY during the peak of disruption. With the travel restrictions between
Macau and Mainland China beginning to ease since mid-August, we are seeing some
recovery of Macau visitation and GGR. It is encouraging to see both of its properties
achieving EBITDA breakeven and its premium mass business showing a positive trend in
October and November. We believe the company manages its liquidity position well and
that it has enough liquidity to operate, even if they had to withstand nearly two years of
zero revenue. We believe the worst is behind us with vaccine availability, the further
easing of travel restrictions and improving customer confidence in traveling. We are not
expecting a V-shape recovery any time soon. Still, the Macau gaming business's longterm fundamental attractiveness is intact, and MGM China is well-positioned to benefit
from recovery with its newly opened Cotai resort with normalization.
Bottom Performers:
China Lesso (-0.59%, -12%)
China Lesso, the largest plastic pipe manufacturer in China, was a detractor in the
quarter. The pandemic and lockdown in China halted many projects in the first quarter
and caused its sales to decline double digits. However, the recovery since the second
quarter was robust, and the company reported first-half revenue up 3% YOY.
Management shared that the growth momentum continued in the second half, and the
company expects double digits revenue growth for the full year, which is above our
expectations. Recently, the government tightened policy towards Chinese real estate
developers, coupled with worries about a potential cash crunch for Evergrande Group,
a developer with high leverage, led to share price weakness for the whole sector in the
last quarter. China Lesso has a diversified customer base with low concentration risk.
Evergrande only represents 1-2% of China Lesso's revenue and its top five customers
combined represent less than 5% of revenue. Furthermore, its infrastructure-related
revenue is already almost half of its direct sales, reducing exposure to the real estate
sector, and will present a more significant incremental revenue driver in the future.
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Dali Foods (-0.09%, -6%)
Dali Foods, one of the largest domestic manufacturers of snack foods and non-alcoholic
beverages in China, was a detractor in the quarter. Dali Foods’ business was disrupted
by the pandemic this year. In the first half, both sales and profits were down by high
single digits YOY, yet in the second half, the business recovered transitioning into growth
territory. With net cash of over US$1.7 billion or over 20% of its market capitation, Dali
Foods has a rock-solid balance sheet that can help the company manage through any
macro and pandemic induced volatility. The company is looking to acquire consumer
franchises that could generate significant synergies at a reasonable price. When
executed, this would provide another earnings driver for the company. Dali Foods has
a strong track record of product innovation that meet consumer demand. The soy milk
business, which started in the second half of 2017, is expected to deliver close to two
billion RMB in sales in 2020. The short shelf-life bread business, which began operations
in the fourth quarter of 2018, is expected to deliver one billion RMB sales in 2020.
Comparable businesses listed in the A-share market are valued at much higher
multiples. We believe Dali Foods, currently trading at about 10x cash flow (excluding
cash), will provide a strong return to long-term shareholders.
Portfolio Activity
2020 was a busy year for the team, adding nine new investments and exiting nine
investments over the course of the year. This is in large part tied to taking advantage of
the pandemic induced volatility to buy businesses at very attractive prices and funding
those purchases from sales of higher priced strong performing companies.
Over the course of the year, we bought Prosus, Gree Electric, China Lesso, TongchengElong, Jollibee, Dairy Farm, HDFC, and PNB Housing Finance, as well as one “recycle” (a
company we have successfully invested in previously), Dali Foods.
In the fourth quarter, we made one new investment – Dairy Farm – described below, and
exited Midea Group as the price approached our value.
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Dairy Farm
Dairy Farm is a Hong Kong-based retail conglomerate listed in Singapore, operating in
grocery retail, convenience store, health & beauty, and home furnishing formats in
multiple Asian countries. It has exposure to China and Philippine retail via its 20% stake
in one of China's largest supermarket operators, Yonghui Superstores, and a 20% stake
in Robinsons Retail, one of the largest diversified retail operators in the Philippines. Dairy
Farm also has a 50% stake in Maxim's, a Hong Kong-based pan-Asian operator of
restaurants, cafes, bakeries, and catering operations. Together with its associates and
joint ventures, Dairy Farm operates over 10,500 stores in 12 Asian markets.
Dairy Farm’s Hong Kong business generates significant profits from Chinese visitors, and
it was negatively impacted by social unrest, beginning there in 2019. In 2020, the
business was further challenged by COVID, as other major markets such as Singapore,
Indonesia, Malaysia, and the Philippines, were in lockdown.
In the past, Dairy Farm's share price and financial performance have been weak due to
years of mismanagement, under-investment in IT, misallocation of capital, and most
recently due to COVID.
Dairy Farm has multiple valuable brands, including Wellcome, Giant, Mannings, and 7Eleven, among others, which have historically been run as a series of small businesses
without shared learning, functional specialization, or the consistency of scale and
expertise. The structure carries with it a lot of inefficiencies and duplicative SG&A costs.
However, we think Dairy Farm’s business is improving under the leadership of CEO Ian
McLeod. He has a solid track record of turnarounds, including his experience of turning
around Australian supermarket retailer, Coles. Dairy Farm announced a three-phase
multi-year plan in 2018 and began to implement changes. McLeod’s early efforts were
focused on building out a new leadership and middle management team. With a
stronger team in place, significant progress has been made in multiple areas.
•

Group structure: Company management reorganized the businesses into a more
streamlined and centralized structure with regional hubs based in Hong Kong for
North Asia and Singapore for Southeast Asia to collectively benefit from scale
leverage, functional specialization, and strong regional leadership.

•

Store formats: The company stopped building hypermarkets, recognizing that this
format would not deliver appropriate returns. Dairy Farm introduced pilot stores,
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redefining space allocation and trialing format innovations that place greater
emphasis on fresh food and demographic range optimization.
•

IT system: The company is rolling out an SAP system and improving IT
infrastructure.

•

Supply chain efficiency: It is overhauling supply chain and product sourcing,
significantly improving stock turns, and reducing food waste. The management
team is also working on centralized procurement and leveraging scale. The
company introduced centralized procurement, which is now utilized for ~60% of
the volume that goes through collective negotiation.

•

Private brands: Dairy Farm launched a unified private brand called Meadows.
Previously, the company had over 20 different private brands, causing confusing
for customers. Meadows products are in general priced ~20% lower than
substitutes, have been well accepted by customers, are margin accretive, and the
penetration is still only single digit.

•

Loyalty program: The company introduced a customer loyalty program called YUU
in July. YUU is Hong Kong’s biggest rewards club with around 2.8 million users. It
allows users to collect points while spending across greater than 2,000 stores and
ten brands in Hong Kong, including 7-Eleven, IKEA, Wellcome, Mannings, KFC, and
others. YUU will strengthen customers' stickiness, drive cross-spending across
banners, and build a stronger long-term relationship with customers.

Because of COVID, management's efforts are not visible in the results, but the impact of
turnaround will be visible once things begin to normalize. We understand the market's
concerns on Dairy Farm given the historical mismanagement and disruption from social
and COVID-related unrest in Hong Kong. However, we think most of the concerns are
reflected in the share price, and the risk/reward profile is attractive. Valuing the
company's stakes in publicly listed Yonghui and Robinsons Retail at market prices, we
effectively paid a low single-digit multiple of depressed EBITDA for its underlying
business.
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Outlook
The price-to-value (P/V) ratio of the portfolio remains attractive at 70%. The current cash
level is less than 5%, as we are in the middle of recycling cash from more fully valued
investments into new opportunities. We are deploying the cash at a measured pace into
one new opportunity and evaluating numerous potential investments with a healthy ondeck list.
While the COVID-influenced whipsaws of 2020 continued to favor the momentum
drivers of the last decade, we would not be surprised if this were the last gasp of the
cycle. We believe undervalued Asian companies and currencies are set to outperform
the US markets like they did in 2020 and begin to narrow the historic dispersion between
value and growth. The Fund beat the MSCI AC Asia Pacific Value index by 280 basis
points per year over the last five years and by 420 basis points last year.
Prospects for an economic recovery this year have improved with the approval of several
COVID vaccines. While US-China relations are at decade lows, we expect the Biden
administration to be more constructive in its dealings with China and cooperate more
with US allies rather than stick to an “America First” policy. While the world is facing
another spike in COVID infections, Asia stands out with its ability to control the pandemic
most effectively. It will continue to drive global economic growth.
We wish you all the best for a safe and healthy New Year and thank you for your
continued faith, trust, and partnership during this highly volatile environment.

See the following pages for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf
Partners UCITS Funds. No shares of the Longleaf Partners Asia Pacific UCITS Fund ("Fund")
may be offered or sold in jurisdictions where such offer or sale is prohibited. Any performance
is for illustrative purposes only. Current data may differ from data quoted. Investment in the
Fund may not be suitable for all investors. Potential eligible investors in the Fund should read
the prospectus and the Key Investor Information Document (KIID) carefully, considering the
investment objectives, risks, charges, and expenses of the product, before making any
investment decision. The value of investments, and the income from them, may fall or rise
and investors may get back less than they invested. Past performance is no guarantee of future
performance. Investment in the Fund may not be suitable for all investors. This document
does not constitute investment advice – investors should ensure they understand the legal,
regulatory and tax consequences of an investment in the Fund.
Any subscription may only be made on the terms of the Prospectus and subject to completion
of a subscription agreement.
P/V ("price-to-value") is a calculation that compares the prices of the stocks in a portfolio to
Southeastern's appraisal of their intrinsic values. The ratio represents a single data point
about a Fund and should not be construed as something more. P/V does not guarantee future
results, and we caution investors not to give this calculation undue weight.
Important information for Australian investors:
Southeastern Asset Management, Inc. ("Southeastern") and Southeastern Asset
Management, Inc. Australia Branch, ARBN 155383850, a US company ("Southeastern
Australia Branch"), have authorised the issue of this material for use solely by wholesale
clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of any of its related
bodies corporate. By accepting this material, a wholesale client agrees not to reproduce or
distribute any part of the material, nor make it available to any retail client, without
Southeastern's prior written consent.
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Southeastern and Southeastern Australia Branch are exempt from the requirement to hold
an Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) in
respect of financial services, in reliance on ASIC Class Order 03/1100, a copy of which may
be obtained at the web site of the Australian Securities and Investments Commission,
http://www.asic.gov.au.
The class order exempts bodies regulated by the US Securities and Exchange Commission
(SEC) from the requirement to hold an AFSL where they provide financial services to
wholesale clients in Australia on certain conditions. Financial services provided by
Southeastern are regulated by the SEC, which are different from the laws applying in
Australia.
Important information for Belgian investors:
This document and the information contained herein are private and confidential and are for
the use on a confidential basis only by the persons to whom such material is addressed. This
document does not constitute and may not be construed as the provision of investment
advice, an offer to sell, or an invitation to purchase, securities in any jurisdiction where such
offer or invitation is unauthorized. The Longleaf Partners Global UCITS Fund and Longleaf
Partners Asia Pacific UCITS Fund have not been and will not be registered with the Belgian
Financial Services and Markets Authority (Autoriteit voor financiële diensten en markten/
Autorité des services et marchés financiers) as a foreign collective investment undertaking
under Article 127 of the Belgian Law of Jul. 20 2004 on certain forms of collective
management of investment portfolios. The offer in Belgium has not been and will not be
notified to the Financial Services and Markets Authority, nor has this document been nor will
it be approved by the Belgian Financial Services and Markets Authority. The shares issued by
the Funds shall, whether directly or indirectly, only be offered, sold, transferred or delivered
in Belgium to individuals or legal entities who are Institutional or Professional Investors" in
the sense of Article 5§3 of the Belgian Law of Jul. 20 2004 on certain forms of collective
management of investment portfolios (as amended from time to time), acting for their own
account and the offer requires a minimum consideration of €250,000 per investor and per
offer. Prospective investors are urged to consult their own legal, financial and tax advisers as
to the consequences that may arise from an investment in the Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE
REGISTERED WITH ANY SECURITIES EXCHANGE COMMISSION OR OTHER SIMILAR
AUTHORITY IN BRAZIL, INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE
COMMISSION (COMISSÃO DE VALORES MOBILIÁRIOS - "CVM"). SUCH PRODUCTS
WILL NOT BE DIRECTLY OR INDIRECTLY OFFERED OR SOLD WITHIN BRAZIL
THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY BRAZILIAN LAW AND BY
THE RULES ISSUED BY CVM, INCLUDING LAW NO. 6,385 (DEC. 7, 1976) AND CVM
RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME TO TIME, OR ANY OTHER
LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE.
ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN
LAWS AND REGULATIONS AND BY THE RULES ISSUED BY THE CVM, INCLUDING
LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED
FROM TIME TO TIME, OR ANY OTHER LAW OR RULES THAT MAY REPLACE THEM IN
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THE FUTURE, MUST NOT BE PERFORMED WITHOUT SUCH PRIOR REGISTRATION.
PERSONS WISHING TO ACQUIRE THE PRODUCTS OFFERED HEREUNDER IN BRAZIL
SHOULD CONSULT WITH THEIR OWN COUNSEL AS TO THE APPLICABILITY OF
THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION THEREFROM.
[WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND SOLICITATION IS LIMITED
TO QUALIFIED INVESTORS AS DEFINED BY CVM RULE NO. 409 (AUG. 18, 2004), AS
AMENDED FROM TIME TO TIME OR AS DEFINED BY ANY OTHER RULE THAT MY
REPLACE IT IN THE FUTURE. THIS DOCUMENT IS CONFIDENTIAL AND INTENDED
SOLELY FOR THE USE OF THE ADDRESSEE AND CANNOT BE DELIVERED OR
DISCLOSED IN ANY MANNER WHATSOEVER TO ANY PERSON OR ENTITY OTHER
THAN THE ADDRESSEE.
Important information for Danish investors:
Each Fund's prospectus has not been and will not be filed with or approved by the Danish
Financial Supervisory Authority or any other regulatory authority in Denmark and the shares
have not been and are not intended to be listed on a Danish stock exchange or a Danish
authorized market place. Furthermore, the shares have not been and will not be offered to the
public in Denmark. Consequently, these materials may not be made available nor may the
shares otherwise be marketed or offered for sale directly or indirectly in Denmark.
Important information for Guernsey investors:
Neither the Guernsey Financial Services Commission nor the States of Guernsey Policy
Council take any responsibility for the financial soundness of the Longleaf Partners UCITS
Funds or for the correctness of any of the statements made or opinions expressed with regard
to it. If you are in any doubt about the contents of this document you should consult your
accountant, legal or professional adviser or financial adviser.
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Southeastern Asset Management has taken all reasonable care to ensure that the facts stated
in this document are true and accurate in all material respects, and that there are no other
facts the omission of which would make misleading any statement in the document, whether
of facts or of opinion. It should be remembered that the price of Fund shares and the income
from them can go down as well as up.
Important information for Hong Kong investors:
No person may offer or sell in Hong Kong, by means of any document, any Shares other than
(a) to "professional investors" as defined in the Securities and Futures Ordinance (Cap. 571)
of Hong Kong and any rules made under that Ordinance; or (b) in other circumstances which
do not result in the document being a "prospectus" as defined in the Companies Ordinance
(Cap. 32) of Hong Kong or which do not constitute an offer to the public within the meaning
of that Ordinance. No person may issue, or have in its possession for the purposes of issue,
whether in Hong Kong or elsewhere, any advertisement, invitation or document relating to
the Shares, which is directed at, or the contents of which are likely to be accessed or read by,
the public in Hong Kong (except if permitted to do so under the securities laws of Hong Kong)
other than with respect to Shares which are or are intended to be disposed of only to persons
outside Hong Kong or only to "professional investors" as defined in the Securities and Futures
Ordinance (Cap. 571) of Hong Kong and any rules made under that Ordinance.
WARNING
The contents of this document have not been reviewed by any regulatory authority in Hong
Kong. You are advised to exercise caution in relation to the offer. If you are in any doubt about
the contents of this document, you should obtain independent professional advice.
Important information for Indian investors:
Southeastern Asset Management Inc.'s products and services are not being offered to the
public and are only for private placement purposes. This marketing material is addressed
solely to you and is for your exclusive use. Any offer or invitation by Southeastern is capable
of acceptance only by you and is not transferrable. This marketing material has not been
registered as a prospectus with the Indian authorities. Accordingly, this may not be
distributed or given to any person other than you and should not be reproduced, in whole or
in part. This offer is made in reliance to the private placement exemption under Indian laws.
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Important information for Italian investors:
No offering of shares of the Longleaf Partners Unit Trust comprised of the Longleaf Partners
Global UCITS Fund and Longleaf Partners Asia Pacific UCITS Fund (the "Funds") has been
cleared by the relevant Italian supervisory authorities. Thus, no offering of the Funds can be
carried out in the Republic of Italy and this marketing document shall not be circulated
therein – not even solely to professional investors or under a private placement – unless the
requirements of Italian law concerning the offering of securities have been complied with,
including (i) the requirements set forth by Article 42 and Article 94 and seq. of Legislative
Decree No 58 of Feb. 24 1998 and CONSOB Regulation No 11971 of May 14 1999, and (ii) all
other Italian securities tax and exchange controls and any other applicable laws and
regulations, all as amended from time to time. We are sending you the attached material as a
follow up to the specific request received by you. You are fully aware that the Funds have not
been registered for offering in Italy pursuant to the Italian internal rules implementing the
UCITS IV directive. Therefore, you are expressly fully aware that the Italian protections
granted by the applicable legal framework would not apply and you would be exclusively
responsible for the decision to invest in the Funds. Moreover, you represent that you would
only invest directly or on behalf of third parties to the extent that this is fully lawful and you
comply with any conduct of business rules applicable to you in connection with such
investment. You agree to refrain from providing any document relating to the Funds to any
party unless this is fully compliant with applicable law.
Important information for Jersey investors:
Financial services advertisement. This document relates to a private placement and does not
constitute an offer to the public in Jersey to subscribe for the Shares offered hereby. No
regulatory approval has been sought to the offer in Jersey and it must be distinctly understood
that the Jersey Financial Services Commission does not accept any responsibility for the
financial soundness of or any representations made in connection with the Fund. The offer of
Shares is personal to the person to whom this document is being delivered by or on behalf of
the Fund, and a subscription for the Shares will only be accepted from such person. This
document may not be reproduced or used for any other purpose.
Important information for Monaco investors:
The Longleaf Partners UCITS Funds described in this document have not been registered for
sale in Monaco under applicable law. Neither the Longleaf Partners UCITS Funds nor its
agents are licensed or authorized to engage in marketing activities in
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Monaco. Any marketing or sale of Longleaf Partners UCITS Funds will be undertaken or made
in strict compliance with applicable law in Monaco. By receiving this document, each
recipient resident in Monaco acknowledges and agrees that it has contacted the Longleaf
Partners UCITS Funds at its own initiative and not as a result of any promotion or publicity
by the Longleaf Partners UCITS Funds or any of its agents or representatives. Monaco
residents acknowledge that (1) the receipt of this document does not constitute a solicitation
from the Longleaf Partners UCITS Funds for its products and/or services, and (2) they are
not receiving from the Longleaf Partners UCITS Funds any direct or indirect promotion or
marketing of financial products and/or services. This document is strictly private and
confidential and may not be (1) reproduced or used for any purpose other than evaluation of
a potential investment in the Longleaf Partners UCITS Funds by the intended recipient, or
(2) provided to any person or entity other than the intended recipient.
Important information for New Zealand investors:
No shares are offered to the public. Accordingly, the shares may not, directly or indirectly, be
offered, sold or delivered in New Zealand, nor may any offering document or advertisement
in relation to any offer of the shares be distributed in New Zealand, other than: (A) to persons
whose principal business is the investment of money or who, in the course of and for the
purposes of their business, habitually invest money or who in all circumstances can be
properly regarded as having been selected otherwise than as members of the public; or (B) in
other circumstances where there is no contravention of the Securities Act 1978 of New
Zealand.
Important Information for Oman investors:
The Longleaf Partners APAC UCITS Fund has not been registered or approved by the Central
Bank of Oman, the Oman Ministry of Commerce and Industry, the Oman Capital Market
Authority or any other authority in the Sultanate of Oman. Southeastern Asset Management,
Inc. has not been authorized or licensed by the Central Bank of Oman, the Oman Ministry of
Commerce and Industry, the Oman Capital Market Authority or any other authority in the
Sultanate of Oman, for discretionary investment management within the Sultanate of Oman.
The shares in the Longleaf Partners APAC UCITS Fund have not and will not be listed on any
stock exchange in the Sultanate of Oman. No marketing of any financial products or services
has been or will be made from within the Sultanate of Oman and no subscription to any
securities, products or financial services may or will be consummated within the Sultanate of
Oman. Southeastern Asset Management, Inc. is not a licensed broker, dealer, financial
advisor or investment advisor licensed under the laws applicable in the Sultanate of Oman,
and, as such, does not advise individuals resident in the Sultanate of Oman as to the
appropriateness of investing in or purchasing or selling securities or other financial products.
Nothing contained in this document is intended to constitute investment, legal, tax,
accounting or other professional advice in, or in respect of, the Sultanate of Oman. This
document is confidential and for your information only and nothing is intended to endorse
or recommend a particular course of action. You should consult with an appropriate
professional for specific advice rendered on the basis of your situation.
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Important Information for Qatar investors:
This document is not intended to constitute an offer, sale or delivery of the Longleaf Partners
UCITS Funds or other securities under the laws of the State of Qatar. The offer of the Longleaf
Partners UCITS Funds has not been and will not be licensed pursuant to Law No. 8 of 2012
("QFMA Law") establishing the Qatar Financial Markets Authority ("QFMA") and the
regulatory regime thereunder (including in particular the QFMA Regulations issued vide
QFMA Board Resolution No.1 of 2008, QFMA Offering and Listing Rulebook of Securities of
November 2010 ("QFMA Securities Regulations") and the Qatar Exchange Rulebook of
August 2010) or the rules and regulations of the Qatar Financial Centre ("QFC") or any laws
of the State of Qatar. The document does not constitute a public offer of securities in the State
of Qatar under the QFMA Securities Regulations or otherwise under any laws of the State of
Qatar. The Longleaf Partners UCTIS Funds are only being offered to a limited number of
investors, less than a hundred in number, who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Funds. No transaction will be
concluded in the jurisdiction of the State of Qatar (including the QFC).
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a
solicitation for investments from members of the public in terms of CISCA and do not
constitute an offer to the public as contemplated in section 99 of the Companies Act. The
addressee acknowledges that it has received this Document and any of its Supplement(s) in
the context of a reverse solicitation by it and that this Document and any of its Supplement(s)
have not been registered with any South African regulatory body or authority. A potential
investor will be capable of investing in only upon conclusion of the appropriate investment
agreements. This document is provided to you for informational purposes only. For more
information, including a prospectus and simplified prospectus, potential eligible investors
should call Gwin Myerberg at 44 (0)20 25 7479 4212 or gmyerberg@SEasset.com. Ms.
Myerberg is a Representative employed by Southeastern Asset Management, which accepts
responsibility for her actions within the scope of her employment. Potential eligible investors
should read the prospectus and simplified prospectus carefully, considering the investment
objectives, risks, charges, and expenses of the product, before making any investment
decision. Past performance is no guarantee of future performance. The value of investments,
and the income from them, may fall or rise and investors may get back less than they invested.
Southeastern Asset Management is an authorized financial services provider with FSP No.
42725.
Important information for Spanish investors:
The sale of the shares of Longleaf Partners Global UCITS Fund and Longleaf Partners Asia
Pacific UCITS Fund (the "Funds") which this document refers to have not been registered
with the Spanish National Securities Market Commission ("Comision Nacional del Mercado
de Valores") pursuant to Spanish laws and regulations and do not form part of any public
offer of such securities in Spain. Accordingly, no shares in the Funds may be, and/or are
intended to be publicly offered, marketed or promoted, nor any public offer in respect thereof
made, in Spain, nor may these documents or any other offering materials relating to the offer
of shares in the Fund be distributed, in the Kingdom of Spain, by the Distributor or any other
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person on their behalf, except in circumstances which do not constitute a public offering and
marketing in Spain within the meaning of Spanish laws or without complying with all legal
and regulatory requirements in relation thereto. This document and any other material
relating to Fund shares are strictly confidential and may not be distributed to any person or
any entity other than its recipients.
Important information for Swedish investors:
The following materials are intended only for qualified investors. This material shall not be
reproduced or publicly distributed. The Longleaf Partners Unit Trust is not authorised under
the Swedish Investment Funds Act. The shares of the Fund are being offered to a limited
number of qualified investors and therefore this document has not been, and will not be,
registered with the Swedish Financial Supervisory Authority under the Swedish Financial
Instruments Trading Act. Accordingly, this document may not be made available, nor may
the shares otherwise be marketed and offered for sale in Sweden, other than in circumstances
which are deemed not to be an offer to the public in Sweden under the Financial Instruments
Trading Act.
Important information for Swiss investors:
The jurisdiction of origin for the Longleaf Partners UCITS Funds is Ireland. The
representative for Switzerland is ARM Swiss Representatives SA., Route de Cite-Ouest 2, 1196
Gland. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1, 8022
Zurich. The Prospectus, the KIID, the Trust Deed, as well as the annual and semi-annual
reports may be obtained free of charge from the representative in Switzerland. The current
document is intended for informational purposes only and shall not be used as an offer to buy
and/or sell shares. The performance shown does not take account of any commissions and
costs charged when subscribing to and redeeming shares. Past performance may not be a
reliable guide to future performance.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated
investors: (a) upon their request and confirmation that they understand that neither
Southeastern Asset Management, Inc. nor the Longleaf Partners Asia Pacificl UCITS Fund
have been approved or licensed by or registered with the United Arab Emirates Central Bank
("UAE Central Bank"), the Securities and Commodities Authority ("SCA"), the Dubai
Financial Services Authority ("DFSA") or any other relevant licensing authorities or
governmental agencies in the United Arab Emirates (including the DIFC),nor has the
placement agent, if any, received authorization or licensing from the UAE Central Bank, SCA,
the DFSA or any other relevant licensing authorities or governmental agencies in the United
Arab Emirates (including the DIFC); (b) on the condition that it will not be provided to any
person other than the original recipient, is not for general circulation in the United Arab
Emirates (including the DIFC) and may not be reproduced or used for any other purpose; and
(c) on the condition that no sale of securities or other investment products in relation to or in
connection with either Southeastern Asset Management, Inc. or the Longleaf Partners Asia
Pacific UCITS Fund is intended to be consummated within the United Arab Emirates
(including in the DIFC). Neither the UAE Central Bank, SCA nor the DFSA have approved
this document or any associated documents, and have no responsibility for them. The shares
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in the Longleaf Partners Asia Pacific UCITS Fund are not offered or intended to be sold
directly or indirectly to retail investors or the public in the United Arab Emirates (including
the DIFC). No agreement relating to the sale of the shares is intended to be consummated in
the United Arab Emirates (including the DIFC). The shares to which this document may relate
may be illiquid and/or subject to restrictions on their resale. Prospective investors should
conduct their own due diligence on the shares. If you do not understand the contents of this
document you should consult an authorized financial advisor.
Important information for UK investors:
The KIID and Full Prospectus (including any supplements) for this Fund are available from
Southeastern Asset Management International (UK.) Limited which is authorized and
regulated by the Financial Conduct Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a)
persons who have professional experience in matters relating to investments falling within
article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 (as amended) (the "Order") or (b) high net worth entities and other persons to whom it
may be otherwise lawfully be communicated, falling within Article 49(2) of the Order (all such
persons being referred to as "relevant persons"). This document must not be acted on or relied
on by persons who are not relevant persons. Any investment activity to which this document
relates is available only to relevant persons and will be engaged in only with relevant persons.
Any person who is not a relevant person should not act or rely on this document or any of its
contents.
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Portfolio Returns at 30/09/20 – Net of Fees
3Q20

YTD

1 Year

3 Year

5 Year

Since
Inception
2/12/2014

APAC UCITS (Class I USD)

4.98%

-7.08%

2.63%

-2.34%

8.35%

4.42%

MSCI AC Asia Pacific Index (USD)

8.57%

1.60%

11.21%

4.29%

9.15%

5.95%

Relative Returns

-3.59%

-8.68%

-8.58%

-6.63%

-0.80%

-1.53%

3Q20

YTD

1 Year

3 Year

5 Year

Hang Seng Index (HKD)

-2.72%

-14.37%

-7.22%

-2.06%

5.97%

TOPIX Index (JPY)

5.02%

-3.57%

4.71%

1.32%

5.19%

TOPIX Index (USD)

7.31%

-0.50%

7.31%

3.53%

7.87%

MSCI Emerging Markets (USD)

9.56%

-1.16%

10.54%

2.42%

8.96%

Selected Indices*

*Source: Bloomberg; Periods longer than one year are annualized
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After a challenging first quarter, the Asian capital markets staged a V-shaped recovery in
the second quarter, followed by further improvements in the third quarter. The MSCI
AC Asia Pacific index's return has turned positive year-to-date (YTD), driven by the strong
performance of "long duration", technology-oriented, growth equities, which scaled
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record highs. Absent contributions from Alibaba, Tencent, TSMC, and JD, which account
for <15% of the index, the index would have returned -2.3% YTD. In an environment
where central banks globally ensure long-term risk-free rates stay at record lows and
fixed income has transformed into no income, the growth–value divide in performance
widened further in the third quarter. The Fund had strong positive performance in July
and August, but gave up some of the gains in September. In September, the Fund's
weakness accounted for almost all of the underperformance during the quarter, driven
by our overweight position in Hong Kong.
Our largest short-term detractors have typically gone on to be the most meaningful
drivers of longer-term outperformance throughout our history. Most companies in the
portfolio produced positive returns in the quarter, particularly our mainland Chinese
companies, which benefitted from China's rapid recovery. However, our overweight to
Hong Kong was the largest absolute and relative detractor in the period, due to Hong
Kong-listed companies with considerable exposure to business outside mainland China,
where economic recovery has been slower. We believe these businesses offer some of
the most compelling future upside from today's overly discounted prices. Insiders, who
typically have access to material non-public information, bought 38% more Hong Konglisted stocks (by value) in the first nine months of 2020 than in the comparable period
last year (source: 2iQ).
Hong Kong stands out as a laggard among Asian markets this year, which is reflected in
our portfolio returns YTD. Hong Kong's Hang Seng Index has declined 14.4% YTD and
was among the worst-performing stock exchanges in North Asia. The Hang Seng Index's
weak performance contrasts with strong returns in Mainland China. The Shenzhen
Stock Exchange Composite Index is up 29.2% YTD, while the CSI 300 index has
appreciated 17.1% YTD.
The Hang Seng Index is heavily weighted towards more value-oriented sectors, in the
form of financials, property, and utilities, which have underperformed growth globally.
In addition, the Hong Kong stock market has been buffeted by continued tensions
between the US and China, civil unrest caused by increasing Mainland control over Hong
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Kong, and the closure of borders to non-residents since March. Strength in technology
sector companies, such as Alibaba, Tencent, and Xiaomi, and biotech companies, like
Wuxi Biologics and Sino Biopharmaceutical, was insufficient to offset heavy exposure to
old economy sectors, including utilities, banks, and properties (retail, office, hotels),
which account for more than half of the market and depend more on open borders and
inflow of mainland Chinese visitors and companies.
Last year, 56 million visitors arrived in Hong Kong, with 78% coming from Mainland
China. In the current environment, with borders closed in the face of COVID-19, YTD
visitation numbers through August are down 92% year-over-year (YOY), severely
affecting businesses that benefit from tourism. In Macau, visitation was down 87% YOY
in the first eight months of the year, despite only 46 cases of COVID and zero deaths, as
of the end of September. Despite effective cost-saving measures, an over 90% collapse
in revenue is causing cash burn at all Macau casinos.
Hong Kong-listed conglomerates CK Asset (CKA) and CK Hutchison (CKH) and Macau
casino operators Melco International and MGM China were deeply impacted by negative
sentiment in Hong Kong and border closures. Both CKA and CKH reduced their interim
dividend, which weakened their share price. In our view, these dividend cuts were
unnecessary and overly conservative, as both companies are well-capitalized, and in the
case of CKA, its balance sheet is significantly under-levered. While CKH's retail business
and Canadian energy business were affected most by COVID shutdowns and the
collapse of oil prices, its free cash flow (FCF) in the first half was actually up 50% YOY due
to excellent working capital discipline. Similarly, while CKA's hotels and retail malls in HK,
their pub business in the UK, and their airplane leasing business were affected in varying
degrees by COVID, it maintains one of the best balance sheets in the world among real
estate and infrastructure companies. However, in the near-term, the market is focused
on some of the more short-term volatile parts of these companies hurting currently
reported earnings per share.
While the first half of the year was challenging, the second half is looking much better
for all four companies, as they see signs of recovery. Macau's borders slowly opened to
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Chinese visitors last month, with Individual Visit Scheme visas open to all mainland
residents from Sept. 23. While the process of obtaining visas and COVID tests means
that recovery will be slow and measured, Melco and MGM China only need gaming
revenue to recover to about 30% of last year's levels to achieve cash flow breakeven.
We are confident that the pent-up demand for gaming in Macau remains undiminished.
We have seen a strong recovery in travel and consumption in Mainland China, where
people have unrestricted movement.

We believe that Macau will recover once

restrictions on cross border travel are relaxed. In the first four days of the "golden week"
holiday in China, there were 425 million domestic tourists, with total tourism revenue
reaching 312 billion RMB, recovering to around 70% of last year's level. 1 Discussions are
ongoing regarding potentially adding Hong Kong to the China-Macau travel-bubble. We
believe that opening the borders between Hong Kong, Macau, and Mainland China
would be highly beneficial for our Macau and other travel-exposed investments.
CK Hutchison's retail stores have seen traffic recovery as cities unlock, and July's
operating profit was already up 14% YOY. We understand that the positive YOY growth
in retail operating profit has continued in the second half of the year. As such, the
decline in shipment volume at various ports is narrowing compared to the pandemic's
peak in the first half.
At the same time, CK Hutchison has completed the legal separation of its European
tower assets, and management is actively exploring ways to realize value. In the current
low yield environment, stable earning assets like towers are in demand, and comparable
peers in the developed market are trading above 20 times pre-IFRS 16 EBITDA. We
believe selling assets at an attractive valuation, which the company has a strong track
record of doing, and redeploying capital to repurchase discounted shares could create
tremendous value for shareholders. If CK Hutchison were to sell its tower business for
24x EBITDA, in line with European telecom tower operator Cellnex Telecom's trading

https://www.scmp.com/news/china/society/article/3104269/chinas-golden-week-gains-added-lustre-millionsmake-lost-time
1
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multiples, that would imply a value of $8.5 billion, or 36% of CK Hutchison's severely
depressed market capitalization, which is trading at just 5x earnings.
We have seen significant insider buying and share repurchases in our portfolio
companies by proven capital allocators whom we respect, which we believe is a good
indicator of our portfolio's attractiveness. In Hong Kong, the Li family, the largest
shareholder of CK Asset and CK Hutchison, spent close to $500 million in the last 14
months buying shares of the two companies. Lawrence Ho, Melco's Chairman and CEO,
spent over $55 million YTD buying shares personally in Melco International.
In Greater China, we have seen Baidu, Midea, Gree, Man Wah, and New World
Development repurchase shares.

Baidu repurchased $540 million in the second

quarter, almost tripling what the company bought in the first quarter. Baidu has spent
~$1.9 billion repurchasing shares at severely discounted prices in the last two years. The
company recently tripled its buyback program, upsizing it from $1 billion to $3 billion.
Chinese air conditioning firms Midea and Gree also repurchased shares in the last
quarter. Gree repurchased shares for the first time, buying over $750 million of shares
since July, highlighting the dramatic change in approach to capital allocation that has
occurred as the company transitioned from a state-owned enterprise (SOE) to private
equity control earlier this year. Hong Kong-listed Greater China real estate developer
New World Development doubled its share repurchase activity in FY 2020 and
maintained a steady dividend, as the share price became more attractive, and recurring
income increased 19% YOY.
In Japan, SoftBank has continued to repurchase shares in record amounts, while in South
Korea, Hyundai Mobis is re-implementing its buyback program to purchase about 1% of
outstanding shares from October to December this year. In the Philippines, Jollibee's
founder, Tony Tan, has been buying shares (through his holding company) almost every
day during the last few weeks of September through the beginning of October. This is
the first time Tan's family vehicle has bought shares, reflecting the share price's
attractiveness and his views on the company's potential. Even though sales in the
Philippines collapsed by half in the third quarter, due to stringent COVID lockdowns,
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Jollibee has managed to achieve EBITDA breakeven in the country and firm-wide in the
third quarter.
Today, we believe the portfolio is heavily weighted towards "coiled springs", companies
with depressed stock prices where the underlying businesses are performing, and their
management teams are taking intelligent, value-accretive action and are now close to an
inflection point. In addition to the four Hong Kong-listed positions described in detail
above, companies in the tightly-coiled camp include Baidu, China Lesso, Dali Foods,
Gree, HDFC, Hitachi, Jollibee, and Trip.com.

Perhaps not surprisingly, these also

represent the companies that have been among the worst performers YTD and where
we have been allocating our capital (new investments or incremental additions). This
collection of high-quality companies with solid balance sheets and strong management
partners, collectively trading well below 60% of our appraisal value, combine to
represent well over half of our portfolio. Alongside this group of deeply discounted
companies primed for significant upside, we own companies like Prosus, TongchengElong, China Lesso, and Midea. These businesses were early beneficiaries of China's
recovery and have been among the largest contributors to performance YTD. All four
companies remain attractively discounted, and we believe they are primed for continued
intrinsic value growth in the coming years.
PORTFOLIO CHANGES
We took advantage of price strength in the quarter to trim several positive performers,
and we exited our investments in Man Wah, which reached our value, and SoftBank
Group, which performed strongly this year. Despite the controversy around SoftBank
Group, we achieved a total return of 104% during our almost six-year holding period,
generating an annualized return of 13%. SoftBank was the largest contributor to Fund
returns YTD.
We used proceeds from these trims and sales to add to our discounted positions in
China Lesso, CK Asset, CK Hutchison, Dali Foods, HDFC, Jollibee, Melco International,
Trip.com, and, all of which fall into the "coiled springs" category. Additionally, we initiated
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two new positions in the quarter: Gree, a Chinese air conditioning manufacturer, and an
undisclosed investment in an emerging market domiciled, consumer-facing lender.
Why did we decide to allocate capital to the companies above?
In Gree's case, this was an opportunity to own the leading air conditioner manufacturer
in China, with attractive returns on capital invested, and a substantial runway for growth
at attractive valuations. We believe that Gree is underearning as it restructures its
channel distribution system and clears out inventory, which means that their wholesale
revenues will suffer until that happens.

Furthermore, this is a company whose

governance and capital allocation policies are in the midst of substantial improvement,
as private equity investor, Hillhouse Capital Group, recently became the largest
shareholder after buying the 15% stake previously owned by an SOE shareholder. We
think the process of clearing out excess inventory in the distribution channel is almost
over, and that we are close to reaching an inflection point in earnings. The pandemic
environment, combined with a weakness in sales caused by a restructuring of
distribution channels provided us an opportunity to buy this world-class business at less
than ten times earnings, where we have confidence that earnings will rebound, and
capital allocation will continue to improve. We paid less than ten times FCF for this
dominant air conditioner manufacturer and found the risk-reward proposition very
attractive.

Gree Electric Appliances
Jun ‘19 Sep ‘19 Dec ‘19 Mar ‘20
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0.7
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171.2
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35.9

Source: Factset

We increased our exposure to emerging market Asia companies Jollibee and HDFC
during the quarter to make them full/overweight positions because of their
attractiveness on all three metrics of Business, People, and Price, which frame our
investment criteria. The Philippines and India are among the countries experiencing the
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most protracted and strictest lockdown measures. Their economies have not fully reopened, India's GDP shrank 24%, and the Philippines' GDP shrank 16% in Q2. We believe
Jollibee and HDFC will emerge much stronger in a post-COVID world, taking market share
from their challenged peers. As shown in the table below, we expect near-term earnings
(Bloomberg consensus EPS) to take a hit. However, they are expected to rebound
strongly when things normalize, earning attractive returns on incremental capital. In
both cases, the balance sheets are solid with little chance of distress.
Bloomberg EPS
HDFC
Jollibee

2019

2020

2021

2022

130

88

106

143

5.7

-8.7

4.1

5.9

Note: 2019 represents FY ended March 2020 for HDFC.
Source: Bloomberg Consensus EPS

We have confidence that both of these franchises will continue to compound at an
attractive mid-teens rate in the years to come. We already see some green shoots. In
September, HDFC's retail loan approvals were up 31% YOY and disbursements were up
11% YOY (vs. down to almost 0 in April and down 75% in May).
In the case of Jollibee, we see recovery occurring in most of its regions. In September,
China experienced positive same-store sales growth (SSSG), and Philippine brands in
North America expect positive SSSG in October. Its Smashburger company-owned
stores delivered double-digit SSSG for the past five months, while franchise stores are
still posting negative SSSG due to the lack of delivery infrastructure. In contrast to the
noticeable recovery in the overseas market, Jollibee's Philippine business is still
challenged because of the continued lockdown and quarantine measures. However,
through its business transformation program, it is rationalizing underperforming stores
and the supply chain and is right-sizing its labor force. It expects permanent cost savings
of about 2.5bn to 2.7bn peso per annum starting in 2021, translating to a less than 2year payback on restructuring costs. With the massive cost reductions, Jollibee has
already achieved positive EBITDA during the quarter ahead of expectations.
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We also increased our exposure to the Chinese Online Travel Agency (OTA) segment
during the quarter. Despite the doom and gloom surrounding the travel sector, our
OTAs (Trip.com and Tongcheng-Elong) are performing well as they benefit from the shift
in travel spending from offline channels to online, and from international destinations to
more unrestricted domestic travel. During the Golden Week holiday, domestic tourist
traffic reached 637 million, much better than our expectations. Hotel room night growth
on Tongcheng-Elong's platform was up 40% YOY in the first four days of the Golden
Week. Our OTA holdings have strong net cash balance sheets and have aggressively
reduced their cost base, which will drive higher operating margins as demand continues
to recover.
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Performance Review
3Q20
Contribution
to Portfolio
Return (%)

YTD 2020
Total
Return (%)

Top Five
China Lesso
Man Wah*
Midea
SoftBank Group*
Hyundai Mobis

+1.28
+0.94
+0.94
+0.88
+0.75

+39
+33
+26
+21
+23

Top Five
SoftBank Group*
Prosus
Man Wah*
Tongcheng-Elong
China Lesso

Bottom Five
CK Asset
Melco
CK Hutchison
Gree Electric
MGM China

-0.77
-0.68
-0.26
-0.18
-0.16

-16
-9
-6
-4
-4

Bottom Five
Melco
Ebara**
CK Hutchison
MGM China
CK Asset

Contribution
to Portfolio
Return (%)

Total
Return (%)

+2.45
+2.42
+2.24
+1.61
+1.33

+46
+35
+80
+29
+49

-3.12
-2.44
-1.88
-1.61
-1.58

-37
-41
-33
-23
-28

*sold in 3Q20, **sold in 1Q20

TOP PERFORMERS:
China Lesso, the largest plastic pipe manufacturer in China, was a contributor in the
quarter. The pandemic and lockdown in China halted many projects in the first quarter
and caused its sales to decline by double digits. However, the second quarter recovery
was robust, and first-half revenue grew 3% YOY, with the momentum continuing into the
second half. China Lesso is confident in delivering double-digit revenue growth for the
full year, which exceeds our expectations. China Lesso is benefitting from a government
stimulus package targeting infrastructure and driving further demand for the plastic pipe
industry as well as the trend of real estate developers moving towards more central
procurement.

The company's production is running at high utilization rates, and

capacity additions are on track. We expect China Lesso to continue gaining market share
and consolidating this fragmented market.
Man Wah, the leading recliner sofa manufacturer in China, was a contributor in the
quarter. Man Wah has seen very strong growth following the pandemic lockdown. The
company was a beneficiary with more people working from home, the need and desire
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to have a comfortable sofa increased.

With scale advantages and efficiency

improvements, Man Wah can sell recliners at a similar price to regular stationary sofas,
further increasing its attractiveness. Man Wah was an early adopter in integrating online
and offline marketing and expanding its presence in China's lower-tier cities. The
company grew strongly in the domestic market and increased its brand strength among
consumers. With Man Wah's Vietnamese factory ramping up capacity, the company can
fulfill export business to the US without attracting import tariffs, potentially providing
another growth driver. While we remain positive on the company and management, we
exited our position, as its share price rose beyond our appraisal value, and we
redeployed the capital to other, more attractive investments.
Midea Group, the Chinese home consumer appliance giant, was a contributor in the
quarter. Despite the severe COVID disruption in the first quarter, Midea was one of the
few major white goods companies in China that generated positive operating cash flow.
In the first half of the year, Midea Group gained market share in most of its product
segments, including air conditioners, washing machines, and refrigerators. A leader in
online channels for white goods, Midea also saw online retail sales increase by over 30%
YOY. The company intends to achieve growth in both revenue and profits for the full
year. Although Midea is in a net cash position with over $10 billion in cash or cash
equivalents, the company made clear its intention not to undertake any significant M&A.
Rather, management is focused on improving the existing business and enhancing
shareholder returns. In September, Midea revised its buyback program's price limit
upwards and repurchased $160 million of shares, demonstrating confidence in its
prospects.
SoftBank Group, an internet and telecom investment holding company, was a
contributor for the quarter. SoftBank has surpassed its target of selling 4.5 trillion yen
in assets and has continued to use up to 2 trillion yen of the proceeds to buy back
shares.

It has reduced its ownership in Japanese telecom subsidiary SoftBank

Corporation and trimmed its stakes in Alibaba and T-Mobile (after its merger with Sprint).
The company has also agreed to sell Arm to NVIDIA for $40 billion in September. Owneroperator Masa Son has sold down these investments at rich valuations and used the
proceeds to pay down debt and buy back heavily-discounted SoftBank shares, creating
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tremendous value for shareholders. Since bottoming out in March 2020, SoftBank
shares increased 150% due to this portfolio restructuring and share buyback, narrowing
the discount to our appraisal value. Given the very strong performance YTD, we exited
the position when the news of potential privatization and the Nasdaq whale came out.
Hyundai Mobis, the South Korean auto parts maker, was a contributor in the quarter.
For the fiscal second quarter, the company reported results in-line with our
expectations. Despite weak module and core parts performance due to a decline in the
production of Hyundai Motor (HMC) and Kia Motors (KMC) amid COVID, its electrification
division remains the bright spot, posting 50% growth YOY. HMC and KMC's monthly
volume data indicate the worst is behind us, and they are gaining share. Hyundai Motor
Group (HMG) has become the fourth biggest battery electric vehicle manufacturer with
a 13.6% market share in Europe behind the Renault-Nissan alliance, VW Group, and
Tesla. Hyundai Mobis is a beneficiary of the move towards eco-friendly cars. They are
the sole supplier of core parts, such as electric driving motors, inverters, converters,
battery systems, and fuel process systems to HMG and are increasingly penetrating noncaptive OEMs. COVID also impacted the after-sales division, despite its defensive nature,
due to dealer shutdowns and unfavorable regional mix. However, in recent months,
most dealers are back in operation, and we expect the after-sales business to show
recovery. We welcome the company's decision to re-implement its buyback program to
repurchase about 1% of its outstanding shares in the fourth quarter.
BOTTOM PERFORMERS:
CK Asset, the real estate and infrastructure company, was a detractor in the quarter with
COVID disrupting several business segments this year. As noted earlier, investment
property and hotel profits were down YOY, as mainland Chinese visitor traffic to Hong
Kong ground to a halt. Aircraft leasing profits were up in the first half, mainly due to
some disposal gains, but the industry faces significant headwinds. Pub operations
booked losses due to closures under lockdowns, as well as an asset write down.
Indicative of these challenges, CK Asset decided to reduce the interim dividend despite
its strong financial position.
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The company continues to create value during the pandemic. In May, CK Asset won a
tender for a residential development site on Anderson Road, Hong Kong, at a material
discount to comparable transactions nearby.

It disposed of its entire mixed-use

development in Chengdu, China, at three times book value in July. Given the macro
environment, we have adjusted our appraisal assumptions to reflect worst-case
scenarios. Despite this adjustment, CK Asset is still trading at a severe discount to our
appraisal value. It is encouraging to see the Li family, the company's largest shareholder,
continuously increase their stake via open market purchases, spending about $485
million since last August. We have not seen this level of intensive insider buying in the
past.
Melco International, the Macau casino and resort holding company, was a top detractor
in the quarter. Its operating subsidiary, Melco Resorts, recorded an EBITDA loss of
US$156 million, ahead of our expectations, thanks to stringent cost control.

As

discussed above, travel restrictions between Macau and Mainland China began to ease
in August, with IVS visa issuance in China resuming late September. While these are
critical steps towards a normalization of the Macau operating environment, they have
not led to an immediate recovery in visitations or gross gaming revenue (GGR) due to
inconvenient logistics, such as manual processing of visa applications, COVID testing,
and increased scrutiny over cross-border capital flows junkets leading to weak VIP
revenues. Even so, in this tough operating environment, we are encouraged that Melco
has shown impressive cost controls and liquidity management, cutting its daily operating
expenses by over 40% in just a few short months. The company expects to reach EBITDA
breakeven when GGR reaches 30-35% of historical levels. Melco has close to $4 billion
in liquidity (cash and undrawn lines of credit), which would allow it to sustain two years
of zero revenue if needed, while still funding its growth capital expenditure. We are not
expecting a V-shaped recovery in the near term, but we believe Melco's mid-to-longterm growth prospects remain intact given Lawrence Ho's strong capital allocation skills
and the company's leading position in the premium mass segment.
CK Hutchison, a global conglomerate of telecommunications, health & beauty,
infrastructure, ports, and energy, was a detractor in the quarter. Its subsidiary, Husky
Energy continues to face pressure. Though oil price declines are usually offset by an
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increase in profits from Husky's downstream business, the drop in oil price, combined
with demand shock triggered by the pandemic, has caused the crack spreads Husky
could earn to narrow significantly. However, CKH's retail and ports businesses have
improved in the second half, as discussed earlier. The company has identified several
areas of growth opportunity in telecoms, particularly in the UK market, and we are
monitoring for news on the potential monetization of its tower business.
Gree Electric Appliances, the dominant air conditioner manufacturer in China, was a
position we initiated during the third quarter and was also a detractor. We are very
familiar with Gree and its industry from our investment in Midea, the other major
Chinese air conditioning manufacturer. We believe the Chinese air conditioning industry
is attractive as one of the few categories that has plenty of room for penetration upside,
premiumization potential, and market share gain. The top two players Gree and Midea,
have over 60% market share and we expect their share to increase further, given the
new energy efficiency standards coming into effect in the second half of 2020. Despite
net cash representing the majority of Gree's book value, the company has historically
delivered over 20% ROE, which understates the very attractive return on capital of the
business. COVID has created strong headwinds for this traditionally stronger offline
channel company, and Gree's efforts to cut channel inventory has resulted in its
shipments declining faster than the market. However, the brand power of Gree remains
strong, with its products selling at a premium to Midea's, and the channel restructuring
this year will provide a good base for future growth and profitability. As mentioned
above, Gree is in the middle of a program to restructure several layers of distributors
that will enable the company to control inventory and pricing in the channels better and
to recapture some of the excess margins that distributors have traditionally enjoyed.
MGM China, one of the six Macau casino concessionaires, was a detractor in the quarter.
The company posted an EBITDA loss of $114 million during the quarter, which was inline with our expectations. GGR declined by 96% YOY, which was consistent with the
industry's decline.

In this challenging operating environment, the company has

successfully reduced daily operating expenses by 30% YOY. MGM China has been on
our watchlist due to its leverage, as discussed in our Q1 letter, but so far, it is managing
the liquidity position well. The company has enough liquidity to operate for 22 months
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under a near-zero revenue scenario, and none of its debt matures until 2024. MGM
China had a good start in 2020 with $2.5mm EBITDA per day in the first three weeks of
January before the COVID disruption. We believe the company's earnings power has
been delayed, but not permanently impaired. It is well-positioned to enjoy the solid
recovery with its newly opened Cotai resort once demand returns in Macau.

Outlook
In closing, we would like to thank you for your continued trust and partnership during
this highly volatile environment. We expect this volatility to continue and we remain at
your disposal for a candid dialogue on our portfolio and outlook. The Price-to-Value
ratio of the portfolio remains attractive in the low-60s%. The current cash level is at 7%,
and we are ready with a full on-deck list of investments should the market give us an
opportunity.

See the following pages for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf
Partners UCITS Funds. No shares of the Longleaf Partners Asia Pacific UCITS Fund
("Fund") may be offered or sold in jurisdictions where such offer or sale is prohibited. Any
performance is for illustrative purposes only. Current data may differ from data quoted.
Investment in the Fund may not be suitable for all investors. Potential eligible investors in
the Fund should read the prospectus and the Key Investor Information Document (KIID)
carefully, considering the investment objectives, risks, charges, and expenses of the product,
before making any investment decision. The value of investments, and the income from
them, may fall or rise and investors may get back less than they invested. Past performance
is no guarantee of future performance. Investment in the Fund may not be suitable for all
investors. This document does not constitute investment advice – investors should ensure
they understand the legal, regulatory and tax consequences of an investment in the Fund.
Any subscription may only be made on the terms of the Prospectus and subject to
completion of a subscription agreement.
P/V ("price-to-value") is a calculation that compares the prices of the stocks in a portfolio to
Southeastern's appraisal of their intrinsic values. The ratio represents a single data point
about a Fund and should not be construed as something more. P/V does not guarantee
future results, and we caution investors not to give this calculation undue weight.
"Margin of Safety" is a reference to the difference between a stock's market price and
Southeastern's calculated appraisal value. It is not a guarantee of investment performance
or returns.
Important information for Australian investors:
Southeastern Asset Management, Inc. ("Southeastern") and Southeastern Asset
Management, Inc. Australia Branch, ARBN 155383850, a US company ("Southeastern
Australia Branch"), have authorised the issue of this material for use solely by wholesale
clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of any of its
related bodies corporate. By accepting this material, a wholesale client agrees not to
reproduce or distribute any part of the material, nor make it available to any retail client,
without Southeastern's prior written consent.
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Southeastern and Southeastern Australia Branch are exempt from the requirement to hold
an Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) in
respect of financial services, in reliance on ASIC Class Order 03/1100, a copy of which may
be obtained at the web site of the Australian Securities and Investments Commission,
http://www.asic.gov.au.
The class order exempts bodies regulated by the US Securities and Exchange Commission
(SEC) from the requirement to hold an AFSL where they provide financial services to
wholesale clients in Australia on certain conditions. Financial services provided by
Southeastern are regulated by the SEC, which are different from the laws applying in
Australia.
Important information for Belgian investors:
This document and the information contained herein are private and confidential and are
for the use on a confidential basis only by the persons to whom such material is addressed.
This document does not constitute and may not be construed as the provision of investment
advice, an offer to sell, or an invitation to purchase, securities in any jurisdiction where such
offer or invitation is unauthorized. The Longleaf Partners Global UCITS Fund and Longleaf
Partners Asia Pacific UCITS Fund have not been and will not be registered with the Belgian
Financial Services and Markets Authority (Autoriteit voor financiële diensten en markten/
Autorité des services et marchés financiers) as a foreign collective investment undertaking
under Article 127 of the Belgian Law of Jul. 20 2004 on certain forms of collective
management of investment portfolios. The offer in Belgium has not been and will not be
notified to the Financial Services and Markets Authority, nor has this document been nor
will it be approved by the Belgian Financial Services and Markets Authority. The shares
issued by the Funds shall, whether directly or indirectly, only be offered, sold, transferred or
delivered in Belgium to individuals or legal entities who are Institutional or Professional
Investors" in the sense of Article 5§3 of the Belgian Law of Jul. 20 2004 on certain forms of
collective management of investment portfolios (as amended from time to time), acting for
their own account and the offer requires a minimum consideration of €250,000 per
investor and per offer. Prospective investors are urged to consult their own legal, financial
and tax advisers as to the consequences that may arise from an investment in the Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE
REGISTERED WITH ANY SECURITIES EXCHANGE COMMISSION OR OTHER SIMILAR
AUTHORITY IN BRAZIL, INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE
COMMISSION (COMISSÃO DE VALORES MOBILIÁRIOS - "CVM"). SUCH PRODUCTS
WILL NOT BE DIRECTLY OR INDIRECTLY OFFERED OR SOLD WITHIN BRAZIL
THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY BRAZILIAN LAW AND BY
THE RULES ISSUED BY CVM, INCLUDING LAW NO. 6,385 (DEC. 7, 1976) AND CVM
RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME TO TIME, OR ANY OTHER
LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE.
ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN
LAWS AND REGULATIONS AND BY THE RULES ISSUED BY THE CVM, INCLUDING
LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED
FROM TIME TO TIME, OR ANY OTHER LAW OR RULES THAT MAY REPLACE THEM
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IN THE FUTURE, MUST NOT BE PERFORMED WITHOUT SUCH PRIOR
REGISTRATION. PERSONS WISHING TO ACQUIRE THE PRODUCTS OFFERED
HEREUNDER IN BRAZIL SHOULD CONSULT WITH THEIR OWN COUNSEL AS TO THE
APPLICABILITY OF THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION
THEREFROM. [WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND
SOLICITATION IS LIMITED TO QUALIFIED INVESTORS AS DEFINED BY CVM RULE
NO. 409 (AUG. 18, 2004), AS AMENDED FROM TIME TO TIME OR AS DEFINED BY
ANY OTHER RULE THAT MY REPLACE IT IN THE FUTURE. THIS DOCUMENT IS
CONFIDENTIAL AND INTENDED SOLELY FOR THE USE OF THE ADDRESSEE AND
CANNOT BE DELIVERED OR DISCLOSED IN ANY MANNER WHATSOEVER TO ANY
PERSON OR ENTITY OTHER THAN THE ADDRESSEE.
Important information for Danish investors:
Each Fund's prospectus has not been and will not be filed with or approved by the Danish
Financial Supervisory Authority or any other regulatory authority in Denmark and the
shares have not been and are not intended to be listed on a Danish stock exchange or a
Danish authorized market place. Furthermore, the shares have not been and will not be
offered to the public in Denmark. Consequently, these materials may not be made available
nor may the shares otherwise be marketed or offered for sale directly or indirectly in
Denmark.
Important information for Guernsey investors:
Neither the Guernsey Financial Services Commission nor the States of Guernsey Policy
Council take any responsibility for the financial soundness of the Longleaf Partners UCITS
Funds or for the correctness of any of the statements made or opinions expressed with
regard to it. If you are in any doubt about the contents of this document you should consult
your accountant, legal or professional adviser or financial adviser.
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Southeastern Asset Management has taken all reasonable care to ensure that the facts stated
in this document are true and accurate in all material respects, and that there are no other
facts the omission of which would make misleading any statement in the document,
whether of facts or of opinion. It should be remembered that the price of Fund shares and
the income from them can go down as well as up.
Important information for Hong Kong investors:
No person may offer or sell in Hong Kong, by means of any document, any Shares other
than (a) to "professional investors" as defined in the Securities and Futures Ordinance (Cap.
571) of Hong Kong and any rules made under that Ordinance; or (b) in other circumstances
which do not result in the document being a "prospectus" as defined in the Companies
Ordinance (Cap. 32) of Hong Kong or which do not constitute an offer to the public within
the meaning of that Ordinance. No person may issue, or have in its possession for the
purposes of issue, whether in Hong Kong or elsewhere, any advertisement, invitation or
document relating to the Shares, which is directed at, or the contents of which are likely to
be accessed or read by, the public in Hong Kong (except if permitted to do so under the
securities laws of Hong Kong) other than with respect to Shares which are or are intended to
be disposed of only to persons outside Hong Kong or only to "professional investors" as
defined in the Securities and Futures Ordinance (Cap. 571) of Hong Kong and any rules
made under that Ordinance.
WARNING
The contents of this document have not been reviewed by any regulatory authority in Hong
Kong. You are advised to exercise caution in relation to the offer. If you are in any doubt
about the contents of this document, you should obtain independent professional advice.
Important information for Indian investors:
Southeastern Asset Management Inc.'s products and services are not being offered to the
public and are only for private placement purposes. This marketing material is addressed
solely to you and is for your exclusive use. Any offer or invitation by Southeastern is capable
of acceptance only by you and is not transferrable. This marketing material has not been
registered as a prospectus with the Indian authorities. Accordingly, this may not be
distributed or given to any person other than you and should not be reproduced, in whole or
in part. This offer is made in reliance to the private placement exemption under Indian laws.
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Important information for Italian investors:
No offering of shares of the Longleaf Partners Unit Trust comprised of the Longleaf Partners
Global UCITS Fund and Longleaf Partners Asia Pacific UCITS Fund (the "Funds") has been
cleared by the relevant Italian supervisory authorities. Thus, no offering of the Funds can be
carried out in the Republic of Italy and this marketing document shall not be circulated
therein – not even solely to professional investors or under a private placement – unless the
requirements of Italian law concerning the offering of securities have been complied with,
including (i) the requirements set forth by Article 42 and Article 94 and seq. of Legislative
Decree No 58 of Feb. 24 1998 and CONSOB Regulation No 11971 of May 14 1999, and (ii) all
other Italian securities tax and exchange controls and any other applicable laws and
regulations, all as amended from time to time. We are sending you the attached material as
a follow up to the specific request received by you. You are fully aware that the Funds have
not been registered for offering in Italy pursuant to the Italian internal rules implementing
the UCITS IV directive. Therefore, you are expressly fully aware that the Italian protections
granted by the applicable legal framework would not apply and you would be exclusively
responsible for the decision to invest in the Funds. Moreover, you represent that you would
only invest directly or on behalf of third parties to the extent that this is fully lawful and you
comply with any conduct of business rules applicable to you in connection with such
investment. You agree to refrain from providing any document relating to the Funds to any
party unless this is fully compliant with applicable law.
Important information for Jersey investors:
Financial services advertisement. This document relates to a private placement and does not
constitute an offer to the public in Jersey to subscribe for the Shares offered hereby. No
regulatory approval has been sought to the offer in Jersey and it must be distinctly
understood that the Jersey Financial Services Commission does not accept any
responsibility for the financial soundness of or any representations made in connection with
the Fund. The offer of Shares is personal to the person to whom this document is being
delivered by or on behalf of the Fund, and a subscription for the Shares will only be accepted
from such person. This document may not be reproduced or used for any other purpose.
Important information for Monaco investors:
The Longleaf Partners UCITS Funds described in this document have not been registered
for sale in Monaco under applicable law. Neither the Longleaf Partners UCITS Funds nor its
agents are licensed or authorized to engage in marketing activities in
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Monaco. Any marketing or sale of Longleaf Partners UCITS Funds will be undertaken or
made in strict compliance with applicable law in Monaco. By receiving this document, each
recipient resident in Monaco acknowledges and agrees that it has contacted the Longleaf
Partners UCITS Funds at its own initiative and not as a result of any promotion or publicity
by the Longleaf Partners UCITS Funds or any of its agents or representatives. Monaco
residents acknowledge that (1) the receipt of this document does not constitute a solicitation
from the Longleaf Partners UCITS Funds for its products and/or services, and (2) they are
not receiving from the Longleaf Partners UCITS Funds any direct or indirect promotion or
marketing of financial products and/or services. This document is strictly private and
confidential and may not be (1) reproduced or used for any purpose other than evaluation of
a potential investment in the Longleaf Partners UCITS Funds by the intended recipient, or
(2) provided to any person or entity other than the intended recipient.
Important information for New Zealand investors:
No shares are offered to the public. Accordingly, the shares may not, directly or indirectly,
be offered, sold or delivered in New Zealand, nor may any offering document or
advertisement in relation to any offer of the shares be distributed in New Zealand, other
than: (A) to persons whose principal business is the investment of money or who, in the
course of and for the purposes of their business, habitually invest money or who in all
circumstances can be properly regarded as having been selected otherwise than as members
of the public; or (B) in other circumstances where there is no contravention of the Securities
Act 1978 of New Zealand.
Important Information for Oman investors:
The Longleaf Partners APAC UCITS Fund has not been registered or approved by the
Central Bank of Oman, the Oman Ministry of Commerce and Industry, the Oman Capital
Market Authority or any other authority in the Sultanate of Oman. Southeastern Asset
Management, Inc. has not been authorized or licensed by the Central Bank of Oman, the
Oman Ministry of Commerce and Industry, the Oman Capital Market Authority or any other
authority in the Sultanate of Oman, for discretionary investment management within the
Sultanate of Oman. The shares in the Longleaf Partners APAC UCITS Fund have not and
will not be listed on any stock exchange in the Sultanate of Oman. No marketing of any
financial products or services has been or will be made from within the Sultanate of Oman
and no subscription to any securities, products or financial services may or will be
consummated within the Sultanate of Oman. Southeastern Asset Management, Inc. is not a
licensed broker, dealer, financial advisor or investment advisor licensed under the laws
applicable in the Sultanate of Oman, and, as such, does not advise individuals resident in
the Sultanate of Oman as to the appropriateness of investing in or purchasing or selling
securities or other financial products. Nothing contained in this document is intended to
constitute investment, legal, tax, accounting or other professional advice in, or in respect of,
the Sultanate of Oman. This document is confidential and for your information only and
nothing is intended to endorse or recommend a particular course of action. You should
consult with an appropriate professional for specific advice rendered on the basis of your
situation.
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Important Information for Qatar investors:
This document is not intended to constitute an offer, sale or delivery of the Longleaf
Partners UCITS Funds or other securities under the laws of the State of Qatar. The offer of
the Longleaf Partners UCITS Funds has not been and will not be licensed pursuant to Law
No. 8 of 2012 ("QFMA Law") establishing the Qatar Financial Markets Authority ("QFMA")
and the regulatory regime thereunder (including in particular the QFMA Regulations issued
vide QFMA Board Resolution No.1 of 2008, QFMA Offering and Listing Rulebook of
Securities of November 2010 ("QFMA Securities Regulations") and the Qatar Exchange
Rulebook of August 2010) or the rules and regulations of the Qatar Financial Centre
("QFC") or any laws of the State of Qatar. The document does not constitute a public offer of
securities in the State of Qatar under the QFMA Securities Regulations or otherwise under
any laws of the State of Qatar. The Longleaf Partners UCTIS Funds are only being offered to
a limited number of investors, less than a hundred in number, who are willing and able to
conduct an independent investigation of the risks involved in an investment in such Funds.
No transaction will be concluded in the jurisdiction of the State of Qatar (including the
QFC).
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a
solicitation for investments from members of the public in terms of CISCA and do not
constitute an offer to the public as contemplated in section 99 of the Companies Act. The
addressee acknowledges that it has received this Document and any of its Supplement(s) in
the context of a reverse solicitation by it and that this Document and any of its
Supplement(s) have not been registered with any South African regulatory body or
authority. A potential investor will be capable of investing in only upon conclusion of the
appropriate investment agreements. This document is provided to you for informational
purposes only. For more information, including a prospectus and simplified prospectus,
potential eligible investors should call Gwin Myerberg at 44 (0)20 25 7479 4212 or
gmyerberg@SEasset.com. Ms. Myerberg is a Representative employed by Southeastern
Asset Management, which accepts responsibility for her actions within the scope of her
employment. Potential eligible investors should read the prospectus and simplified
prospectus carefully, considering the investment objectives, risks, charges, and expenses of
the product, before making any investment decision. Past performance is no guarantee of
future performance. The value of investments, and the income from them, may fall or rise
and investors may get back less than they invested. Southeastern Asset Management is an
authorized financial services provider with FSP No. 42725.
Important information for Spanish investors:
The sale of the shares of Longleaf Partners Global UCITS Fund and Longleaf Partners Asia
Pacific UCITS Fund (the "Funds") which this document refers to have not been registered
with the Spanish National Securities Market Commission ("Comision Nacional del Mercado
de Valores") pursuant to Spanish laws and regulations and do not form part of any public
offer of such securities in Spain. Accordingly, no shares in the Funds may be, and/or are
intended to be publicly offered, marketed or promoted, nor any public offer in respect
thereof made, in Spain, nor may these documents or any other offering materials relating to
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the offer of shares in the Fund be distributed, in the Kingdom of Spain, by the Distributor or
any other person on their behalf, except in circumstances which do not constitute a public
offering and marketing in Spain within the meaning of Spanish laws or without complying
with all legal and regulatory requirements in relation thereto. This document and any other
material relating to Fund shares are strictly confidential and may not be distributed to any
person or any entity other than its recipients.
Important information for Swedish investors:
The following materials are intended only for qualified investors. This material shall not be
reproduced or publicly distributed. The Longleaf Partners Unit Trust is not authorised
under the Swedish Investment Funds Act. The shares of the Fund are being offered to a
limited number of qualified investors and therefore this document has not been, and will
not be, registered with the Swedish Financial Supervisory Authority under the Swedish
Financial Instruments Trading Act. Accordingly, this document may not be made available,
nor may the shares otherwise be marketed and offered for sale in Sweden, other than in
circumstances which are deemed not to be an offer to the public in Sweden under the
Financial Instruments Trading Act.
Important information for Swiss investors:
The jurisdiction of origin for the Longleaf Partners UCITS Funds is Ireland. The
representative for Switzerland is ARM Swiss Representatives SA., Route de Cite-Ouest 2,
1196 Gland. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1,
8022 Zurich. The Prospectus, the KIID, the Trust Deed, as well as the annual and semiannual reports may be obtained free of charge from the representative in Switzerland. The
current document is intended for informational purposes only and shall not be used as an
offer to buy and/or sell shares. The performance shown does not take account of any
commissions and costs charged when subscribing to and redeeming shares. Past
performance may not be a reliable guide to future performance.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated
investors: (a) upon their request and confirmation that they understand that neither
Southeastern Asset Management, Inc. nor the Longleaf Partners Asia Pacificl UCITS Fund
have been approved or licensed by or registered with the United Arab Emirates Central
Bank ("UAE Central Bank"), the Securities and Commodities Authority ("SCA"), the Dubai
Financial Services Authority ("DFSA") or any other relevant licensing authorities or
governmental agencies in the United Arab Emirates (including the DIFC),nor has the
placement agent, if any, received authorization or licensing from the UAE Central Bank,
SCA, the DFSA or any other relevant licensing authorities or governmental agencies in the
United Arab Emirates (including the DIFC); (b) on the condition that it will not be provided
to any person other than the original recipient, is not for general circulation in the United
Arab Emirates (including the DIFC) and may not be reproduced or used for any other
purpose; and (c) on the condition that no sale of securities or other investment products in
relation to or in connection with either Southeastern Asset Management, Inc. or the
Longleaf Partners Asia Pacific UCITS Fund is intended to be consummated within the
United Arab Emirates (including in the DIFC). Neither the UAE Central Bank, SCA nor the
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DFSA have approved this document or any associated documents, and have no
responsibility for them. The shares in the Longleaf Partners Asia Pacific UCITS Fund are not
offered or intended to be sold directly or indirectly to retail investors or the public in the
United Arab Emirates (including the DIFC). No agreement relating to the sale of the shares
is intended to be consummated in the United Arab Emirates (including the DIFC). The
shares to which this document may relate may be illiquid and/or subject to restrictions on
their resale. Prospective investors should conduct their own due diligence on the shares. If
you do not understand the contents of this document you should consult an authorized
financial advisor.
Important information for UK investors:
The KIID and Full Prospectus (including any supplements) for this Fund are available from
Southeastern Asset Management International (UK) Limited which is authorized and
regulated by the Financial Conduct Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a)
persons who have professional experience in matters relating to investments falling within
article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 (as amended) (the "Order") or (b) high net worth entities and other persons to whom it
may be otherwise lawfully be communicated, falling within Article 49(2) of the Order (all such
persons being referred to as "relevant persons"). This document must not be acted on or relied
on by persons who are not relevant persons. Any investment activity to which this document
relates is available only to relevant persons and will be engaged in only with relevant persons.
Any person who is not a relevant person should not act or rely on this document or any of its
contents.

Asia Pacific UCITS
Fund Commentary

2Q20
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The Longleaf Asia Pacific UCITS Fund returned 19.49% in the quarter, outpacing the MSCI
AC Asia Pacific Index's 15.94% in the period.
Portfolio Returns at 30/06/20 – Net of Fees
2Q20

YTD

1 Year

3 Year

5 Year

Since
Inception
2/12/2014

APAC UCITS (Class I USD)

19.49%

-11.48%

-7.89%

-2.29%

3.63%

3.72%

MSCI AC Asia Pacific Index

15.94%

-6.42%

1.04%

3.19%

4.02%

4.67%

Relative Returns

+3.55%

-5.06%

-8.93%

-5.48%

-0.39%

-0.95%

Selected Indices*

2Q20

YTD

1 Year

3 Year

5 Year

Hang Seng Index

4.64%

-11.98%

-11.80%

1.57%

1.95%

TOPIX Index (JPY)

11.24%

-8.19%

3.08%

1.22%

1.36%

TOPIX Index (USD)

11.18%

-7.29%

3.12%

2.62%

3.92%

MSCI Emerging Markets

18.08%

-9.78%

-3.38%

1.90%

2.86%

*Source: Bloomberg; Periods longer than one year are annualized
After a challenging first quarter, capital markets across most asset classes staged a Vshaped recovery in the second quarter. Fueled by an unprecedented amount of liquidity
injections by central banks and record fiscal stimulus worldwide, markets seemed to
look past surging unemployment, an inevitable collapse in near-term corporate earnings
and fear of COVID-19 second waves, and focused instead on the reopening and recovery
narrative.
As shown in the chart below, the US Federal Reserve printed close to 3 trillion dollars
between early March and mid-June, expanding its balance sheet by 70%, and throwing
it at the markets. The Fed further assured the markets that it firmly stands behind
ensuring stability and will not run out of ammunition in doing so. According to economic
research firm Gavekal, "In the US, the fiscal response to the COVID crisis so far amounts
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to 20x the Marshall Plan, or 5.5x the New Deal (in constant US dollars)."
https://blog.evergreengavekal.com/towards-more-of-the-same/

Interest rate cuts globally shifted the yield curve downwards and further reduced the
discount rates used to price risk assets. We continue to use 9% to discount future cash
flows in our appraisals, with higher discount rates in selected emerging markets. The
US 10-year Treasury is yielding 65 basis points, and the 10-year inflation-indexed
Treasury (TIPS) is yielding negative 75 bps. The Austrian government recently issued a
100-year bond at 85 bps, which is now yielding less than 70 bps. Investors are paying
over 140x earnings for an Austrian government bond with zero likelihood of any growth
in coupons!
Federal Reserve Balance sheet (in Trillion USD):

Source: Board of Governors of the Federal Reserve System (US), Assets: Total Assets: Total Assets, retrieved
from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/WALCL, July 6, 2020.

In the context of ever-higher liquidity, an almost zero risk-free rate, and falling credit
spreads, we believe there is no better alternative than equities. However, after dropping
by 31% for the year through March 23, the S&P 500 staged a dramatic 39% recovery in
a matter of weeks and ended the second quarter down just 3% for the year. The
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following tweet by Director of Research at Ritholtz Wealth Management Michael Batnick
captured the sentiment well — "We've gone from recession to depression to recovery
to euphoria in less than 100 days".
The MSCI AC Asia Pacific Index also marked the bottom for the year on March 23, down
29%. While we expected recovery from those oversold levels, the pace and magnitude
of this V-shaped market recovery have surprised us. The index has recovered 31% since
March 23 and is now down 6.4% YTD. We have rarely seen such a broad decoupling of
the financial markets from economic reality. We are facing the worst pandemic in our
lifetimes and the biggest economic contraction since the Great Depression…yet equity
and fixed income markets remain strong.
We see numerous risks which may not be adequately discounted in broader markets
today:
•

Second Wave: As most countries emerge from various versions of lockdowns, there
is a heightened risk of a second wave of COVID infections. We already see this in
many countries, including China, India, and South Korea. Could we see rolling
lockdowns if cases of new infections rise higher? The economic outlook for the rest
of the year is shrouded in high uncertainty and hinges on avoiding a re-acceleration
of the COVID outbreak.

•

Geopolitics: The two biggest economies in the world are trading blows on the trade
front, and their navies are playing chicken in the South China Sea. COVID has further
strained the already tenuous relationship between the US and China. With the US
presidential election in November, we see a higher risk of US-China tensions affecting
business and macro sentiment. We believe that US-China relations will remain tense
in the medium term, regardless of who is elected president of the United States. On
another front, the two most populous countries (China and India) are literally trading
blows along their shared border, and events have taken a dangerous turn in recent
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weeks with the first loss of life in four decades in skirmishes along the disputed
border area.
•

Real economic impact: Market sentiment is buoyed by enormous monetary and
fiscal stimulus, but when this emergency support is retracted, only then will we know
the actual effect of COVID on employment, consumer behavior, and corporate
earnings. It is hard to determine the long-term impact of this pandemic on the
consumer — will they spend now, or will they be frugal and save more for a rainy
day? We might see higher levels of defaults and bankruptcies that would lead to
higher levels of sustained unemployment. The economic recovery is more likely to
be bumpy and gradual, rather than the V-shaped recovery we have seen in capital
markets. Furthermore, the prospect of higher corporate and income tax rates,
especially in the United States under a Biden administration, will be a further
headwind to the equity capital markets.

•

Liquidity: Central bank support could wear thin both in magnitude and effectiveness.
The liquidity injection was front-loaded — $2.3 trillion out of the Fed's $2.8 trillion
stimulus was completed in the first month — and after the initial shock-and-awe
response, it has tapered down as the marginal utility of every incremental stimulus
dollar decreased.

•

Vaccine: Markets have rallied on any early signs of vaccines or treatments, but it could
be a while before we have a workable solution in place. Most health experts believe
a vaccine could take many months to more than a year to complete clinical trials and
then begin mass production and distribution.

•

Inflation: It may be hard to imagine inflation in today's world of excess labor and
manufacturing capacity, empty hotels, malls and office buildings, low energy prices,
and demand contraction. However, we have a very powerful counterforce of global
supply chain disruption and the trends towards more local production. Globalization
and "offshoring" have probably been the most significant deflationary factors over
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the last two decades. But now, not buying the cheaper product made in China will
mean buying a more expensive product made in the US. If there is a return of
inflation, interest rates will likely go higher, impacting risk asset prices.
How have we positioned our portfolio, given the potential risks outlined above?
While we are very much bottom-up investors and focus on buying businesses, we are
not blind to powerful macro trends. At all four levels — the Consumer, the Company,
the Country, and the Currency — we believe Asia is attractively priced with a higher
margin of safety, conservatively capitalized with financial flexibility, and a greater ability
to compound value compared to the US and Europe. In the US, the government,
corporates, and consumers suffer from excess leverage at all three levels, exacerbated
by record fiscal spending at the government level, significant share repurchases and
lackluster earnings growth at the corporate level, and high unemployment and little
income growth at the consumer level. Asian countries have the fiscal space and external
buffers in the form of international reserves to cushion the economic shock caused by
the pandemic. In fact, Asian countries account for six of the top ten countries with the
largest foreign reserves globally.
No central bank has been as aggressive in printing money as the Fed, with the Fed's
balance sheet expanding by about $3 trillion in less than three months, and the US
money supply growing ten times faster than the US nominal GDP growth rate. Such a
vast supply of dollars is likely to lead to US dollar weakness over time. We would expect
currencies that have not monetized the COVID crisis as aggressively as developed
economies have to do well over time, which bodes well for Asian currencies and
economies. With a substantial amount of emerging market (EM) capital spending still
being financed in dollars, a weaker dollar will typically be favorable for EM growth. Asia
EM is one of the few regions in the world left that provides investors with a positive real
yield curve. We believe that Asian currencies are substantially undervalued relative to
the US dollar, which should provide a tailwind for returns in Asia. The ubiquitous Big
Mac is 38%, 53%, 45%, and 50% cheaper than a US Big Mac in Japan, India, China, and
the Philippines, respectively. As shown in the chart below, Asian currencies have started
appreciating relative to the US dollar since the Fed's stimulus initiation in late March.
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Asia Dollar Index
Year to Date as of 30-June-2020
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Source: Bloomberg

We increased our allocation to dominant Asian consumer companies, which we believe
will continue to compound faster than GDP growth, in light of the risks outlined above.
We believe the Asian consumer will continue to grow purchasing power, driven by
secular growth trends of urbanization, a relatively young and growing population, growth
of the middle class, access to credit, and premiumization. Some consulting firms believe
that Asian consumers will drive 50% of all global consumption growth by 2030. In the
case of luxury goods, Asian consumers already contribute the majority of incremental
demand for brands like Richemont, LVMH, Chanel, and Hermes.
"Over the past two decades, global poverty has dropped dramatically. Some 1.2 billion
people have been propelled into the consuming class, meaning that they have passed
the income level at which they can begin to make significant discretionary purchases.
This is one of the greatest economic success stories in history — and it is very much an
Asian story." Source: McKinsey Global Institute ‒ "Asia's Future is Now"
We increased exposure to Asian consumer companies that rely more on their local
economies and currencies, are less dependent on trade, tariffs, and geopolitics, and
have dominant market positions that bless them with pricing power. As discussed in
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detail below, all four companies (one undisclosed) purchased in the quarter
demonstrate this domestic focus, market dominance, and economies of scale.
China imposed a new security law for Hong Kong, calling into question Hong Kong's
status as an international finance center. This security provision is included in Hong
Kong's Basic Law, but it has never been implemented. Hong Kong last tried passing it in
2003, but failed due to public opposition. After watching social unrest and protests
increase over the past few years in Hong Kong, President Xi Jinping has taken ownership
of this issue to give the People's Republic of China (PRC) the legislative support to restrict
political dissent and to deal with any serious challenges to the Mainland's authority over
Hong Kong.

Source: HK Exchanges and Clearing Limited

Hong Kong is a critical financial hub for China, whose importance is growing rapidly.
About 40% of Chinese IPO capital is raised via the Hong Kong markets, and about 50%
of total international funds deployed in mainland China's capital markets are made via
Hong Kong's stock connect program. We expect this to increase over time, as the US
stock exchanges have become more hostile towards Chinese listing candidates. Massive
secondary listings of Alibaba, JD.com, and NetEase in Hong Kong in the last few months
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have solidified Hong Kong's position as the primary international financial center
through which global capital can invest in Chinese equities. We expect this to remain
the case until Mainland China is prepared to eliminate capital controls. With the US
passing laws that could potentially lead to the delisting of Chinese companies from US
stock exchanges, China needs a stable Hong Kong now more than ever, where
international capital feels safe investing in Chinese equities. China wants to end political
dissent and the pro-democracy movement in Hong Kong, while retaining a "one country
two systems" common law regime to ensure its status as an international financial hub.
While the equity markets reacted negatively to this news, this action could be supportive
of Hong Kong markets longer term, in as much as it sanitizes Hong Kong of political risk
and leads to higher capital inflows from mainland institutions, more than offsetting any
international capital that might leave the region.
Indeed, the stock market has regained lost ground, and the Hong Kong dollar is at the
strong side of its trading band. With the recent large number of capital raisings on the
Hong Kong stock exchange, the demand for Hong Kong dollars has increased. The Hong
Kong stock exchange's market capitalization has hit record highs in anticipation of
several massive IPOs of Chinese companies re-domiciling from the US to Hong Kong. As
shown below, secondary home prices have also recovered in recent weeks. Most new
residential project launches have seen high sell-through rates without much
discounting, including our portfolio company, CK Asset, which saw a 99% sell-through
rate at its Sea to Sky project in Tseung Kwan O district at elevated prices. Another
portfolio company, New World Development, just sold two non-core properties for
around $465 million at a 3.5% cap rate (~$3,100 per square foot).

Source: http://www1.centadata.com/cci/cci_e.htm

Source:Factset

9
For Professional Investors Only

India has been one of the worst-hit countries by the COVID pandemic. As we discussed
in our Q3 2019 letter, the Indian economy was already struggling with a financial crisis
(especially in the Non-Bank Financial Company = NBFC space) and forced deleveraging
coming into 2020. The pandemic has made the situation much worse. The combination
of a weak social safety net program, poor healthcare infrastructure, and a large
unorganized sector has made India highly vulnerable to disruption by COVID. The Modi
administration instituted one of the strictest and longest nationwide lockdowns globally
to avoid overwhelming the fragile healthcare system. This lockdown has come with a
considerable cost of lives and livelihoods. At the same time, the government's hands
have been tied on the stimulus front, given fiscal deficit concerns, and a 20 trillion rupee
stimulus package (10% of GDP) is more of liquidity injections and credit guarantees,
rather than fiscal spending. In the March 2020 fiscal year, GDP growth fell to 4.2%
compared to 6.1% in FY19.

GDP is expected to contract by over 5% this year.

Furthermore, tensions with China have escalated and will inevitably lead to more
protectionism and a breakdown in trade relationships, further hurting growth prospects
in the near term. An exodus of foreign capital has brought valuations in India down to
more interesting levels. There is a saying that goes: "India does not change when there
are better options. India changes when there are no options." The Modi government,
having won an absolute mandate last year, is putting in place meaningful policy reforms
that aim to bring growth back to its true potential, if executed correctly. We find
ourselves spending more time searching for opportunities in India today than at any
other time since the launch of this strategy.
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PORTFOLIO CHANGES
Shifts in sentiment from optimism to hopelessness and back, short-termism, and a move
towards passive investing (which does not discriminate on fundamentals and valuations)
result in the extreme volatility that we observe in markets today. At market highs,
everybody thinks the market or a stock is going higher, and crowds extrapolate the
trend. At the lows, extreme pessimism takes hold that things are terrible, and can only
get worse — crowds extrapolate this downward trend.
This volatility is our friend, as it allows us to buy strong franchises at discounted prices.
In the second quarter, we continued to upgrade our portfolio on both qualitative and
quantitative (price-to-value) fronts.

It may be helpful to recap here what key

characteristics we look for in our investments:
1. Strong businesses: We want to own businesses that can sustainably earn high
returns on invested capital (ROIC) relative to their cost of capital and have
attractive reinvestment opportunities (or a long runway for growth).

Such

businesses tend to have strong competitive moats and high barriers to entry. An
economic moat could take the form of brand strength, intellectual property, a
network effect, economies of scale (low cost), switching costs, etc.

Such

businesses are consistent compounders throughout the cycle.
2. Good people: We want to partner with owner-operators with skin in the game,
who think and act in the best interests of shareholders. They are astute capital
allocators focused on growing NAV per share (organically and/or inorganically)
and closing the discount to NAV.
3. Attractive valuations: We are business appraisers — for every potential
investment, we estimate the intrinsic value of the business based on our
conservative expectations of its free cash flow generation capability. We want to
invest with a sizable margin of safety — typically a 30-50% discount to our
appraisal value. It is important to note that value growth (the compounding
ability) is just as important as the Price-to-Value (P/V) ratio.
4. Financial flexibility: Financial leverage (especially when combined with operating
leverage) can be fatal during down cycles. We want to invest in businesses that
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have the financial flexibility to survive crises and the willingness and ability to go
on offense in times like today because the best deals are often found during the
worst times.
Strong businesses with smart managers are typically not on sale. But every once in a
while, due to company-specific or broader macro reasons, prices correct to a point that
offers us our desired margin of safety. We just need to be prepared and wait patiently.
Given that we run a concentrated 20-company portfolio with a long-term horizon, our
pipeline of opportunities is rarely dry. The fear side of extreme volatility this quarter
offered us a chance to initiate four new investments ( three are discussed below). These
are high-quality franchises we have followed and admired for many years, which became
competitive for our capital for the first time.
We funded these investments by exiting our investments in Seria and Toyota. Seria, the
second-largest 100 yen store operator in Japan, was a beneficiary of the COVID
pandemic driven by strong sales of masks, disinfectants, and home cleaning equipment,
and delivered same-store sales growth that exceeded our expectations. The share price
appreciated and closed the gap to our appraisal value. Toyota is arguably the most
robust car manufacturer globally with best in class scale, products, R&D, and a fortresslike net cash balance sheet, but this business is highly capital intensive and has high
operating leverage. We believe lockdowns, combined with a weak outlook for demand,
will lead to low fixed cost absorption and margin dilution for all automakers.
Furthermore, in a world fraught with trade tensions between most major economies, we
believe production will increasingly become more local, and companies like Toyota,
which have optimized a just-in-time global supply chain, will be at risk. Toyota's stock
price was relatively more resilient, and we exited our position to invest in higher
returning, more consistent compounders at lower P/Vs.
We trimmed Tongcheng Elong and Man Wah after their strong performance on the back
of a recovery in China's domestic consumption.

We also marginally reduced our

investment in Baidu, MinebeaMitsumi, MGM China, New World Development, Prosus,
and Trip.com after a surprisingly strong relief rally. We ended the quarter with around
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8% cash, which is higher than usual. We are allocating some of this cash to new
investments that we have initiated post-quarter. Any remaining cash balance will serve
as dry powder in these volatile times, which we expect we can put to work quickly.
New investments:
Housing Development Finance Corporation: HDFC is the largest non-banking financial
company in India with an unparalleled, long-term track record of growth and disciplined
underwriting. HDFC and its affiliate, HDFC Bank, have been consistent compounders
over the last two decades. HDFC's book value per share has grown at 18% CAGR during
the previous ten years, return on equity (ROE) has been around 20%, and cumulative
write-offs since inception (1977) are under 15 basis points of cumulative loan
disbursements.
HDFC started as a specialized housing mortgage company in India. Beyond its core
housing finance operations, HDFC has created numerous industry leaders over the last
20 years: HDFC Bank, HDFC Asset Management, HDFC Life Insurance, General Insurance
(HDFC Ergo), and student lending business Credila. Under the leadership of Chairman
Deepak Parekh, CEO Keki Mistry, and Managing Director Renu Karnad, HDFC not only
created companies worth over $150 billion, but also helped enable the value discovery
for most of these businesses by listing them once they reached critical mass. Each of
these associates/subsidiaries is a market leader in its space with best-in-class operating
metrics and management.
HDFC has the lowest cost of funds, highest asset quality, strongest capital position, and
most efficient cost-to-income ratio (9%) of its peer group. While the near term looks
challenging due to a decline in housing loan demand, asset quality issues in construction
finance, and a central bank imposed moratorium, we believe competitors will struggle
on the liquidity and solvency fronts, yielding market share to HDFC. Its associate HDFC
Bank reported preliminary Q1 FY21 results with deposits up 25% YoY (up 4% QoQ) and
loans up 21% YoY (up 1% QoQ) despite the weak macro context and COVID lockdowns.
In the March quarter, when most of the financial sector was struggling with liquidity,
HDFC Bank grew deposits by 800 billion rupees (~$11 billion) — the highest quarterly
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deposit growth in its 25-year history. HDFC is a major beneficiary of the flight to quality,
which we expect will continue for the foreseeable future.
HDFC is a lending franchise we have always admired, but only from the sidelines. Even
during the Global Financial Crisis, it traded at over 2x adjusted book value. HDFC and its
listed entities have hit a rough patch lately due to severe macro conditions, and the NBFC
crisis further aggravated by COVID. Carrying its listed holdings at market value (which
were all down 20-30% themselves YTD), we paid around ~1x book value or 10x earnings
for its core mortgage business. The core mortgage business can continue compounding
at a mid-to-high teens rate long term given improved affordability, low mortgage to GDP
penetration, demographics (the average home buyer is 39-years old in India and 2/3rd
of the Indian population is below 35-years old), urbanization, government incentives to
increase housing ownership, and attractive interest rates.
China Lesso: We initiated a position in China Lesso, the largest plastic pipe manufacturer
in China during the quarter. China Lesso commands a 17% market share in China, while
the second biggest player has less than 5% market share. This market position gives the
company an unmatched scale advantage. Plastic pipes are bulky, and transportation
costs create barriers to move products around. As a result, pipe manufacturers have a
strong local competitive advantage within a certain distance from their manufacturing
plants. China Lesso is the only player in China that has set up a nationwide production
footprint with 25 plants in 16 provinces. While the company's national market share is
17%, it has more than 40% market share in Southern China, with 54% of its pipe sales
from the region. Given its scale, China Lesso is a price leader in the plastic pipe industry.
Its pricing power is reflected in its cost-plus model and stable margins. Since its IPO in
2010, China Lesso's gross profit margin has been steady at around 27%, with a net
margin of about 11% while achieving double-digit revenue growth.
China Lesso was founded by Wong Luen Hei and his wife in 1996. Both of them remain
heavily involved in the business today, and Mr. Wong's family owns about 68% of China
Lesso. The COVID concerns in the broader market weakened the share price by 30%
and provided an attractive entry point for us. Adjusting for the value of its Lesso Home
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segment, a collection of real estate investments that are still under development and
not earning profits yet, we are paying around 10x FCF for this dominant plastic pipe
business. We expect China Lesso to benefit not only from increased spending on
infrastructure, but also from oil price declines, which reduce their raw material costs.
Jollibee Food: We initiated an investment in Jollibee Food Corporation (JFC), the largest
restaurant company in the Philippines, with almost 6,000 stores worldwide − 3,528
Group-owned and franchised stores in the Philippines and 2,446 stores overseas. From
humble beginnings as an ice cream parlor in the 1970s, JFC rapidly expanded through
the organic growth of the Jollibee brand and a string of acquisitions of multiple brands,
generating over $4.8bn system-wide sales last year. JFC is the dominant quick-service
restaurant (QSR) player with over 50% market share (by store network) in the Philippines,
larger than McDonald's and KFC in the region. Chairman Tony Tan Caktiong and his
brother, CEO Ernesto Tanmantiong, who collectively own around 56%, run JFC as
prudent owner-operators with good operation and execution capabilities. We like the
company's focus on ROIC and the long runway for profitable growth opportunities in the
Philippines and overseas.
Long an EM consumer franchise darling, we have been monitoring JFC as the stock price
plummeted from a greater than 300 pesos per share level last year as a result of an
earnings drag following the overseas acquisitions of Coffee Bean & Tea Leaf (CBTL) and
Smashburger, operational issues at Red Ribbon Philippines in 2019, and COVID's broad
negative impact on QSR players.
We believe in management's ability to turnaround the two acquired brands that have
high potential with attractive store economics. Smashburger is already showing
encouraging results since JFC management took full control last year, and its newly
opened stores in better locations are posting much higher sales than old stores. JFC
management also took over at CBTL this year and are making significant overhead cost
reductions, aiming to achieve profitability this year. JFC fixed Red Ribbon's operational
issues, and we believe the company can emerge stronger when things normalize after
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COVID, as smaller independent operators find it challenging to absorb the impact of the
difficult economic conditions.
JFC has ample room to grow profitability in both domestic and overseas markets. In the
Philippines, it is one of the few original burger franchises that was able to stave off
McDonald's entry into the country and retain its dominant position. JFC generates
healthy incremental ROIC in the Philippines, generating ROIC between 20-22% and,
translating to a 3-4 year store payback (after paying franchise fees). We expect JFC's
brands to continue their rapid growth, as the company is one of the principal
beneficiaries of strong consumption growth in the domestic market, given its strong
dominance and high-quality offerings at the right prices with a strong runway for
continued growth in less penetrated areas beyond the main island of Luzon.
We are even more excited about JFC's overseas growth potential. JFC's expansion plans
are skewed towards overseas markets, where its store penetration is much lower and
where its stores generate higher ROICs than domestic stores. For example, in 2019, the
Jollibee brand in Vietnam achieved ROIC of more than 20 percent, and both the Jollibee
brand in North America and Highlands Coffee in Vietnam achieved ROIC of more than
30 percent, all well above JFC's cost of capital. The average ticket size and store revenues
are significantly higher in developed markets, which contributes to two-year payback
periods. Jollibee is sought after not only by Filipinos, but also by locals globally with its
localized, quality food offerings at the right prices.

We believe JFC's international

expansion has just begun and is likely to compound over many years with high samestore sales (SSS) growth and aggressive store additions. JFC has a good track record of
acquisition and execution — acquisitions lead to short-term earnings drag, but provide
long-term growth potential and value from turnarounds. We are effectively paying <1x
sales and <10x EBITDA for this consumer franchise that has higher ROIC and growth
potential than other leading QSR players.
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Performance Review
2Q20
Contribution
to Portfolio
Return (%)

YTD 2020
Total
Return (%)

Top Five
Man Wah
SoftBank Group
Melco
Prosus
Tongcheng-Elong

+2.70
+2.25
+2.22
+1.92
+1.57

+73
+45
+34
+33
+28

Top Five
Prosus
SoftBank Group
Tongcheng-Elong
Man Wah
Seria*

Bottom Five
WH Group
Jollibee
Undisclosed
China Lesso
CK Hutchison

-0.19
-0.08
+0.00
+0.05
+0.13

-8
-1
+2
+7
+0

Bottom Five
Ebara**
Melco
L’Occitane
CK Hutchison
Trip.com

Contribution
to Portfolio
Return (%)

Total
Return (%)

+2.25
+1.49
+1.46
+1.24
+0.75

+35
+20
+27
+35
+17

-2.33
-2.32
-1.59
-1.54
-1.46

-41
-31
-29
-29
-22

*sold in 2Q20, **sold in 1Q20

TOP PERFORMERS:
Man Wah, the leading recliner sofa manufacturer in China, was the top contributor in
the quarter. The financial year ending March 2020 was challenging due to tariff increases
for US exports and demand shock in the March quarter due to COVID. Still, Man Wah
was able to respond to changes and deliver results that exceeded market expectations.
In the domestic market, Man Wah continues to maintain its dominant position in the
recliner sofa space and further expanded its market share to 50%, compared to 45% a
year ago. Man Wah has actively integrated its online-offline channels and delivered
strong growth since April, driven by both pent-up demand and increased penetration of
recliners during the lockdown. Overseas markets are lagging China in the post-COVID
recovery, but the company's offshore business represents a small portion of profits.
Once the recovery starts, Man Wah's presence in tax-advantaged Vietnam will give the
company a strong competitive advantage in export sales to the US. It is encouraging
that the company has increased dividend payouts and share repurchases in 2020,
demonstrating its confidence in the business.
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SoftBank Group, an internet and telecom investment holding company, was also a
strong contributor for the quarter. We discussed SoftBank in detail in our last letter, and
since then, SoftBank has made significant progress on its recently announced plans to
sell 4.5 trillion yen (~$41 billion) in assets and use up to 2 trillion yen (~$18.5 billion) of
the proceeds to buy back shares. SoftBank raised $3 billion by selling some SoftBank
Corporation shares, another $11.5 billion by selling some Alibaba, and around $20 billion
by selling the majority of its T-Mobile stake (another $10 billion by 2024).
SoftBank completed the 500 billion yen buyback that was announced in Q1, and is
currently repurchasing shares under its May 2020 500 billion yen authorization. At its
AGM on June 25, the company announced an additional 500 billion yen buyback
authorization. In total, this 1.5 trillion yen buyback authorization (~$14 billion) to date is
equal to about 18% of the free float. While the company's shares have appreciated
almost 100% from its March lows, SoftBank still trades at a 50% discount to SoftBank's
estimate of its NAV (https://group.softbank/en/ir/stock/sotp).
Melco International, the Macau casino and resort holding company, was a contributor
for the quarter. Its operating subsidiary Melco Resorts (MLCO) reported better than
expected results in the first quarter, driven by a higher than normal hold rate and
meaningful market share gains. As the new hotel Morpheus continues to ramp up,
MLCO gained +5.1 points of gross gaming revenue (GGR) market share QoQ to 22.1%.
This, combined with optimism around the potential easing of travel restrictions, led to a
strong stock performance from last quarter's oversold levels.
Macau's operating environment remains challenging due to COVID-induced travel
restrictions in the region. With the borders of China, Hong Kong, and Macau effectively
closed, Q2 GGR was down over 95% YoY. Macau has been very effective in containing
the spread of the virus with no new local cases and only one imported case in the last
two months of the quarter. Yet, the casinos are largely empty and will remain so as long
as there is a 14-day quarantine requirement by the neighboring Chinese province of
Guangdong (which accounts for 46% of Chinese visitation to Macau). Hong Kong has
seen a minor second wave of COVID and extended the border restrictions until August
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7.

There is increasing optimism (partly fueled by comments from Macau's Chief

Executive Ho lat Seng) that a travel bubble between Guangdong and Macau will be
formed, which could jumpstart the recovery, but it would take many months to get back
to normalized earnings power and would require lifting the ban on individual visit visas
and group tours by Mainland authorities.
MLCO management is managing its balance sheet and cash flows well during these
tough times. They have reduced daily cash costs by over 25%, liquidated their stake in
Crown, reduced capital expenditure for the year by 35%, and canceled quarterly
dividends. MLCO has $3.2 billion of available liquidity, which is equivalent to 20 months
of fully loaded cash burn (including capex and interest expense) in a zero-revenue
scenario. Additionally, Melco International has received a waiver on loan principal
amortizations until the end of 2020 from its lenders.
We are encouraged to see our partner CEO Lawrence Ho investing over $50 million of
personal capital in Melco International shares during the quarter in arguably his largestever open market purchase.
Prosus, a global consumer internet group, was a contributor in the quarter. Its 31%
stake in Tencent, which represents the largest driver of value, demonstrated significant
resilience during the pandemic.

Both Tencent's key business segments ‒ online

advertising and gaming ‒ grew revenues by 30% in the March quarter, as consumers
spent more time on their mobile phones during the lockdown. Tencent has been a
significant driver of Prosus's internet investment returns, helping to achieve a portfolio
IRR of 37% since 2002. Even excluding the Tencent investment, the rest of the internet
portfolio made an 18% IRR in the same period. Prosus is still operating at a loss, driven
primarily by investment in areas such as food delivery, which grew food orders by 102%
last year. Classifieds and Payments & Fintech segments have turned profitable at the
core.
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Prosus has both the discipline and financial strength to navigate the current uncertain
environment. Over the past year, Prosus made only 54 investments after evaluating
over 5,000 potential transactions. At a time when cash is king, Prosus has $4.5 billion of
net cash and an undrawn $2.5 billion revolving credit facility. Furthermore, they have no
debt maturing until 2025. Despite such a strong track record and fundamentals, Prosus
continues to trade at a significant discount to its NAV. We are encouraged to see
components linked to narrowing the holding company discount included in
management's performance incentive program. Management is committed to reducing
this discount and has clearly outlined the steps they have taken so far in their inaugural
annual report:
"We are openly exploring and acting upon measures to reduce the holding company
discount. Key value-creating actions over the past two years include unbundling the
MultiChoice Group, which unlocked approximately US$4bn of value for our
shareholders; selling our stake in Indian ecommerce company Flipkart; and creating
Prosus to successfully list our international internet assets on Euronext Amsterdam. At
the time of the listing the Prosus value unlock was ~US$10bn through the reduction of
the discount to the combined net asset value of Prosus and Naspers. Management
engages with shareholders and investors with greater frequency. Our reporting includes
focused messaging on the path to profitability for our core segments and the future
potential of food delivery. We provide biannual updates on our internal rate of return
(IRR), for the total portfolio and for ecommerce."
Tongcheng-Elong (TCEL), one of the top three online travel agencies in China, was a
contributor in the quarter. TCEL reported first-quarter results that were better than
market expectations. Despite COVID causing severe disruptions to the entire travel
industry and reducing the company's revenue by 44% YoY, TCEL remained profitable
with an adjusted EBITDA margin of 16%, benefiting from its large portion of costs being
variable and management's efficiency to keep costs under control.

TCEL is well-

positioned in the online travel agency (OTA) space, as more than 95% of its revenues
come from the domestic market, which is recovering faster than international travel.
Lower-tier cities are resuming travel more quickly than higher-tier cities, and TCEL has
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86% of its registered users from non-first tier cities, giving the company another
competitive advantage. Management still sees vast opportunities ahead as lower-tier
cities' online penetration is well below that of higher-tier cities. With a net cash balance
sheet and profitable underlying operations, TCEL should be able to sail through the
pandemic headwinds and compound value per share over time.
BOTTOM PERFORMERS:
WH Group, the largest pork producer and marketer in the world, was a detractor for the
quarter. With food being an essential item, the demand for its products remained
strong, but supply in China was constrained temporarily due to logistical issues caused
by lockdowns in Q1. As a result, the company's performance was quite resilient in the
first quarter, with its China business's operating profit growth over 20% YoY and its US
business's operating profit up 106%. However, in Q2, some of its US meat processing
plants were closed down for a few weeks due to COVID cases among its workers. Around
30% of US packaged meat sales are to foodservice channels (restaurants) and given
COVID lockdown measures, these sales have declined drastically (offset somewhat by an
increase in sales at retail stores). Finally, US-China trade war tensions are resurfacing
and could keep making headlines going into the US elections in November, which could
add to the holding's volatility. WH Group, a dominant, branded consumer staples
company with a strong balance sheet (net debt to EBITDA <1X), and is highly undervalued
at current levels. Using its A-share listed Shuanghui stake at market value, Smithfield
Foods (the US and Europe business) trades at a negative equity value for a business with
an underlying EBITDA earnings power of over $1.2 billion.
CK Hutchison, a conglomerate of telecommunications, health & beauty, infrastructure,
global ports, and energy, was a bottom performer in the quarter. Husky Energy is facing
challenges in the current oil environment, but Husky is just a low single-digit percentage
of CK Hutchison's overall appraisal. Health and beauty chain Watson's stores in China
are back in business post lockdown, and the number of stores reopening in Europe
increases daily. We expect sequential improvement in the second half of the year. While
global port total volume will decline in 2020, given CK Hutchison's ports are in key hub
ports locations in Europe and Asia, its ports should outperform the broader industry.
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The telecom division is the least impacted in the current environment; lockdowns and
widespread remote work have improved business volume and asset utilization. The
recent European Court ruling in favor of the 2016 merger between Three UK and O2 UK
signals a more positive attitude towards mergers and acquisitions in the telecom
industry. It is likely to stimulate greater consolidation and higher valuations in the
European telecom industry, which would be positive for CK Hutchison. Also, CK
Hutchison completed the legal separation of its tower assets in June, and we expect the
business to start exploring ways to realize value by a potential monetization of their
towers business.
Outlook
In closing, we would like to thank you for your continued trust and partnership during
this highly volatile environment. We expect this volatility to continue and we remain at
your disposal for a candid dialogue on our portfolio and outlook. Our Price-to-Value
ratio remains attractive at 65%, the current cash level is at 8% (although some of that is
already targeted to fill out new positions), and we are ready with a full on-deck list of
investments should the market give us an opportunity.

See the following pages for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf
Partners UCITS Funds. No shares of the Longleaf Partners Asia Pacific UCITS Fund
("Fund") may be offered or sold in jurisdictions where such offer or sale is prohibited. Any
performance is for illustrative purposes only. Current data may differ from data quoted.
Investment in the Fund may not be suitable for all investors. Potential eligible investors in
the Fund should read the prospectus and the Key Investor Information Document (KIID)
carefully, considering the investment objectives, risks, charges, and expenses of the product,
before making any investment decision. The value of investments, and the income from
them, may fall or rise and investors may get back less than they invested. Past performance
is no guarantee of future performance. Investment in the Fund may not be suitable for all
investors. This document does not constitute investment advice – investors should ensure
they understand the legal, regulatory and tax consequences of an investment in the Fund.
Any subscription may only be made on the terms of the Prospectus and subject to
completion of a subscription agreement.
P/V ("price-to-value") is a calculation that compares the prices of the stocks in a portfolio to
Southeastern's appraisal of their intrinsic values. The ratio represents a single data point
about a Fund and should not be construed as something more. P/V does not guarantee
future results, and we caution investors not to give this calculation undue weight.
"Margin of Safety" is a reference to the difference between a stock's market price and
Southeastern's calculated appraisal value. It is not a guarantee of investment performance
or returns.
Important information for Australian investors:
Southeastern Asset Management, Inc. ("Southeastern") and Southeastern Asset
Management, Inc. Australia Branch, ARBN 155383850, a US company ("Southeastern
Australia Branch"), have authorised the issue of this material for use solely by wholesale
clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of any of its
related bodies corporate. By accepting this material, a wholesale client agrees not to
reproduce or distribute any part of the material, nor make it available to any retail client,
without Southeastern's prior written consent.
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Southeastern and Southeastern Australia Branch are exempt from the requirement to hold
an Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) in
respect of financial services, in reliance on ASIC Class Order 03/1100, a copy of which may
be obtained at the web site of the Australian Securities and Investments Commission,
http://www.asic.gov.au.
The class order exempts bodies regulated by the US Securities and Exchange Commission
(SEC) from the requirement to hold an AFSL where they provide financial services to
wholesale clients in Australia on certain conditions. Financial services provided by
Southeastern are regulated by the SEC, which are different from the laws applying in
Australia.
Important information for Belgian investors:
This document and the information contained herein are private and confidential and are
for the use on a confidential basis only by the persons to whom such material is addressed.
This document does not constitute and may not be construed as the provision of investment
advice, an offer to sell, or an invitation to purchase, securities in any jurisdiction where such
offer or invitation is unauthorized. The Longleaf Partners Global UCITS Fund and Longleaf
Partners Asia Pacific UCITS Fund have not been and will not be registered with the Belgian
Financial Services and Markets Authority (Autoriteit voor financiële diensten en markten/
Autorité des services et marchés financiers) as a foreign collective investment undertaking
under Article 127 of the Belgian Law of 20 July 2004 on certain forms of collective
management of investment portfolios. The offer in Belgium has not been and will not be
notified to the Financial Services and Markets Authority, nor has this document been nor
will it be approved by the Belgian Financial Services and Markets Authority. The shares
issued by the Funds shall, whether directly or indirectly, only be offered, sold, transferred or
delivered in Belgium to individuals or legal entities who are Institutional or Professional
Investors" in the sense of Article 5§3 of the Belgian Law of 20 July 2004 on certain forms of
collective management of investment portfolios (as amended from time to time), acting for
their own account and the offer requires a minimum consideration of €250,000 per
investor and per offer. Prospective investors are urged to consult their own legal, financial
and tax advisers as to the consequences that may arise from an investment in the Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE
REGISTERED WITH ANY SECURITIES EXCHANGE COMMISSION OR OTHER SIMILAR
AUTHORITY IN BRAZIL, INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE
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COMMISSION (COMISSÃO DE VALORES MOBILIÁRIOS - "CVM"). SUCH PRODUCTS
WILL NOT BE DIRECTLY OR INDIRECTLY OFFERED OR SOLD WITHIN BRAZIL
THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY BRAZILIAN LAW AND BY
THE RULES ISSUED BY CVM, INCLUDING LAW NO. 6,385 (DEC. 7, 1976) AND CVM
RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME TO TIME, OR ANY OTHER
LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE.
ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN
LAWS AND REGULATIONS AND BY THE RULES ISSUED BY THE CVM, INCLUDING
LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED
FROM TIME TO TIME, OR ANY OTHER LAW OR RULES THAT MAY REPLACE THEM
IN THE FUTURE, MUST NOT BE PERFORMED WITHOUT SUCH PRIOR
REGISTRATION. PERSONS WISHING TO ACQUIRE THE PRODUCTS OFFERED
HEREUNDER IN BRAZIL SHOULD CONSULT WITH THEIR OWN COUNSEL AS TO THE
APPLICABILITY OF THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION
THEREFROM. [WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND
SOLICITATION IS LIMITED TO QUALIFIED INVESTORS AS DEFINED BY CVM RULE
NO. 409 (AUG. 18, 2004), AS AMENDED FROM TIME TO TIME OR AS DEFINED BY
ANY OTHER RULE THAT MY REPLACE IT IN THE FUTURE. THIS DOCUMENT IS
CONFIDENTIAL AND INTENDED SOLELY FOR THE USE OF THE ADDRESSEE AND
CANNOT BE DELIVERED OR DISCLOSED IN ANY MANNER WHATSOEVER TO ANY
PERSON OR ENTITY OTHER THAN THE ADDRESSEE.
Important information for Danish investors:
Each Fund's prospectus has not been and will not be filed with or approved by the Danish
Financial Supervisory Authority or any other regulatory authority in Denmark and the
shares have not been and are not intended to be listed on a Danish stock exchange or a
Danish authorized market place. Furthermore, the shares have not been and will not be
offered to the public in Denmark. Consequently, these materials may not be made available
nor may the shares otherwise be marketed or offered for sale directly or indirectly in
Denmark.
Important information for Guernsey investors:
Neither the Guernsey Financial Services Commission nor the States of Guernsey Policy
Council take any responsibility for the financial soundness of the Longleaf Partners UCITS
Funds or for the correctness of any of the statements made or opinions expressed with
regard to it. If you are in any doubt about the contents of this document you should consult
your accountant, legal or professional adviser or financial adviser.
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Southeastern Asset Management has taken all reasonable care to ensure that the facts stated
in this document are true and accurate in all material respects, and that there are no other
facts the omission of which would make misleading any statement in the document,
whether of facts or of opinion. It should be remembered that the price of Fund shares and
the income from them can go down as well as up.
Important information for Hong Kong investors:
No person may offer or sell in Hong Kong, by means of any document, any Shares other
than (a) to "professional investors" as defined in the Securities and Futures Ordinance (Cap.
571) of Hong Kong and any rules made under that Ordinance; or (b) in other circumstances
which do not result in the document being a "prospectus" as defined in the Companies
Ordinance (Cap. 32) of Hong Kong or which do not constitute an offer to the public within
the meaning of that Ordinance. No person may issue, or have in its possession for the
purposes of issue, whether in Hong Kong or elsewhere, any advertisement, invitation or
document relating to the Shares, which is directed at, or the contents of which are likely to
be accessed or read by, the public in Hong Kong (except if permitted to do so under the
securities laws of Hong Kong) other than with respect to Shares which are or are intended to
be disposed of only to persons outside Hong Kong or only to "professional investors" as
defined in the Securities and Futures Ordinance (Cap. 571) of Hong Kong and any rules
made under that Ordinance.
WARNING
The contents of this document have not been reviewed by any regulatory authority in Hong
Kong. You are advised to exercise caution in relation to the offer. If you are in any doubt
about the contents of this document, you should obtain independent professional advice.
Important information for Indian investors:
Southeastern Asset Management Inc.'s products and services are not being offered to the
public and are only for private placement purposes. This marketing material is addressed
solely to you and is for your exclusive use. Any offer or invitation by Southeastern is capable
of acceptance only by you and is not transferrable. This marketing material has not been
registered as a prospectus with the Indian authorities. Accordingly, this may not be
distributed or given to any person other than you and should not be reproduced, in whole or
in part. This offer is made in reliance to the private placement exemption under Indian laws.
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Important information for Italian investors:
No offering of shares of the Longleaf Partners Unit Trust comprised of the Longleaf Partners
Global UCITS Fund and Longleaf Partners Asia Pacific UCITS Fund (the "Funds") has been
cleared by the relevant Italian supervisory authorities. Thus, no offering of the Funds can be
carried out in the Republic of Italy and this marketing document shall not be circulated
therein – not even solely to professional investors or under a private placement – unless the
requirements of Italian law concerning the offering of securities have been complied with,
including (i) the requirements set forth by Article 42 and Article 94 and seq. of Legislative
Decree No 58 of 24 February 1998 and CONSOB Regulation No 11971 of 14 May 1999, and
(ii) all other Italian securities tax and exchange controls and any other applicable laws and
regulations, all as amended from time to time. We are sending you the attached material as
a follow up to the specific request received by you. You are fully aware that the Funds have
not been registered for offering in Italy pursuant to the Italian internal rules implementing
the UCITS IV directive. Therefore, you are expressly fully aware that the Italian protections
granted by the applicable legal framework would not apply and you would be exclusively
responsible for the decision to invest in the Funds. Moreover, you represent that you would
only invest directly or on behalf of third parties to the extent that this is fully lawful and you
comply with any conduct of business rules applicable to you in connection with such
investment. You agree to refrain from providing any document relating to the Funds to any
party unless this is fully compliant with applicable law.
Important information for Jersey investors:
Financial services advertisement. This document relates to a private placement and does not
constitute an offer to the public in Jersey to subscribe for the Shares offered hereby. No
regulatory approval has been sought to the offer in Jersey and it must be distinctly
understood that the Jersey Financial Services Commission does not accept any
responsibility for the financial soundness of or any representations made in connection with
the Fund. The offer of Shares is personal to the person to whom this document is being
delivered by or on behalf of the Fund, and a subscription for the Shares will only be accepted
from such person. This document may not be reproduced or used for any other purpose.
Important information for Monaco investors:
The Longleaf Partners UCITS Funds described in this document have not been registered
for sale in Monaco under applicable law. Neither the Longleaf Partners UCITS Funds nor its
agents are licensed or authorized to engage in marketing activities in
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Monaco. Any marketing or sale of Longleaf Partners UCITS Funds will be undertaken or
made in strict compliance with applicable law in Monaco. By receiving this document, each
recipient resident in Monaco acknowledges and agrees that it has contacted the Longleaf
Partners UCITS Funds at its own initiative and not as a result of any promotion or publicity
by the Longleaf Partners UCITS Funds or any of its agents or representatives. Monaco
residents acknowledge that (1) the receipt of this document does not constitute a solicitation
from the Longleaf Partners UCITS Funds for its products and/or services, and (2) they are
not receiving from the Longleaf Partners UCITS Funds any direct or indirect promotion or
marketing of financial products and/or services. This document is strictly private and
confidential and may not be (1) reproduced or used for any purpose other than evaluation of
a potential investment in the Longleaf Partners UCITS Funds by the intended recipient, or
(2) provided to any person or entity other than the intended recipient.
Important information for New Zealand investors:
No shares are offered to the public. Accordingly, the shares may not, directly or indirectly,
be offered, sold or delivered in New Zealand, nor may any offering document or
advertisement in relation to any offer of the shares be distributed in New Zealand, other
than: (A) to persons whose principal business is the investment of money or who, in the
course of and for the purposes of their business, habitually invest money or who in all
circumstances can be properly regarded as having been selected otherwise than as members
of the public; or (B) in other circumstances where there is no contravention of the Securities
Act 1978 of New Zealand.
Important Information for Oman investors:
The Longleaf Partners APAC UCITS Fund has not been registered or approved by the
Central Bank of Oman, the Oman Ministry of Commerce and Industry, the Oman Capital
Market Authority or any other authority in the Sultanate of Oman. Southeastern Asset
Management, Inc. has not been authorized or licensed by the Central Bank of Oman, the
Oman Ministry of Commerce and Industry, the Oman Capital Market Authority or any other
authority in the Sultanate of Oman, for discretionary investment management within the
Sultanate of Oman. The shares in the Longleaf Partners APAC UCITS Fund have not and
will not be listed on any stock exchange in the Sultanate of Oman. No marketing of any
financial products or services has been or will be made from within the Sultanate of Oman
and no subscription to any securities, products or financial services may or will be
consummated within the Sultanate of Oman. Southeastern Asset Management, Inc. is not a
licensed broker, dealer, financial advisor or investment advisor
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licensed under the laws applicable in the Sultanate of Oman, and, as such, does not advise
individuals resident in the Sultanate of Oman as to the appropriateness of investing in or
purchasing or selling securities or other financial products. Nothing contained in this
document is intended to constitute investment, legal, tax, accounting or other professional
advice in, or in respect of, the Sultanate of Oman. This document is confidential and for
your information only and nothing is intended to endorse or recommend a particular course
of action. You should consult with an appropriate professional for specific advice rendered
on the basis of your situation.
Important Information for Qatar investors:
This document is not intended to constitute an offer, sale or delivery of the Longleaf
Partners UCITS Funds or other securities under the laws of the State of Qatar. The offer of
the Longleaf Partners UCITS Funds has not been and will not be licensed pursuant to Law
No. 8 of 2012 ("QFMA Law") establishing the Qatar Financial Markets Authority ("QFMA")
and the regulatory regime thereunder (including in particular the QFMA Regulations issued
vide QFMA Board Resolution No.1 of 2008, QFMA Offering and Listing Rulebook of
Securities of November 2010 ("QFMA Securities Regulations") and the Qatar Exchange
Rulebook of August 2010) or the rules and regulations of the Qatar Financial Centre
("QFC") or any laws of the State of Qatar. The document does not constitute a public offer of
securities in the State of Qatar under the QFMA Securities Regulations or otherwise under
any laws of the State of Qatar. The Longleaf Partners UCTIS Funds are only being offered to
a limited number of investors, less than a hundred in number, who are willing and able to
conduct an independent investigation of the risks involved in an investment in such Funds.
No transaction will be concluded in the jurisdiction of the State of Qatar (including the
QFC).
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a
solicitation for investments from members of the public in terms of CISCA and do not
constitute an offer to the public as contemplated in section 99 of the Companies Act. The
addressee acknowledges that it has received this Document and any of its Supplement(s) in
the context of a reverse solicitation by it and that this Document and any of its
Supplement(s) have not been registered with any South African regulatory body or
authority. A potential investor will be capable of investing in only upon conclusion of the
appropriate investment agreements. This document is provided to you for informational
purposes only. For more information, including a prospectus and simplified prospectus,
potential eligible investors should call Gwin Myerberg at 44 (0)20 25 7479 4212 or
gmyerberg@SEasset.com. Ms. Myerberg is a Representative employed by Southeastern
Asset Management, which accepts responsibility for her actions within the scope of her
employment. Potential eligible investors should read the prospectus and simplified
prospectus carefully, considering the investment objectives, risks, charges, and expenses of
the product, before making any investment decision. Past performance is no guarantee of
future performance. The value of investments, and the income from them, may fall or rise
and investors may get back less than they invested. Southeastern Asset Management is an
authorized financial services provider with FSP No. 42725.
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Important information for Spanish investors:
The sale of the shares of Longleaf Partners Global UCITS Fund and Longleaf Partners Asia
Pacific UCITS Fund (the "Funds") which this document refers to have not been registered
with the Spanish National Securities Market Commission ("Comision Nacional del Mercado
de Valores") pursuant to Spanish laws and regulations and do not form part of any public
offer of such securities in Spain. Accordingly, no shares in the Funds may be, and/or are
intended to be publicly offered, marketed or promoted, nor any public offer in respect
thereof made, in Spain, nor may these documents or any other offering materials relating to
the offer of shares in the Fund be distributed, in the Kingdom of Spain, by the Distributor or
any other person on their behalf, except in circumstances which do not constitute a public
offering and marketing in Spain within the meaning of Spanish laws or without complying
with all legal and regulatory requirements in relation thereto. This document and any other
material relating to Fund shares are strictly confidential and may not be distributed to any
person or any entity other than its recipients.
Important information for Swedish investors:
The following materials are intended only for qualified investors. This material shall not be
reproduced or publicly distributed. The Longleaf Partners Unit Trust is not authorised
under the Swedish Investment Funds Act. The shares of the Fund are being offered to a
limited number of qualified investors and therefore this document has not been, and will
not be, registered with the Swedish Financial Supervisory Authority under the Swedish
Financial Instruments Trading Act. Accordingly, this document may not be made available,
nor may the shares otherwise be marketed and offered for sale in Sweden, other than in
circumstances which are deemed not to be an offer to the public in Sweden under the
Financial Instruments Trading Act.
Important information for Swiss investors:
The jurisdiction of origin for the Longleaf Partners UCITS Funds is Ireland. The
representative for Switzerland is ARM Swiss Representatives SA., Route de Cite-Ouest 2,
1196 Gland. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1,
8022 Zurich. The Prospectus, the KIID, the Trust Deed, as well as the annual and semiannual reports may be obtained free of charge from the representative in Switzerland. The
current document is intended for informational purposes only and shall not be used as an
offer to buy and/or sell shares. The performance shown does not take account of any
commissions and costs charged when subscribing to and redeeming shares. Past
performance may not be a reliable guide to future performance.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated
investors: (a) upon their request and confirmation that they understand that neither
Southeastern Asset Management, Inc. nor the Longleaf Partners Asia Pacificl UCITS Fund
have been approved or licensed by or registered with the United Arab Emirates Central
Bank ("UAE Central Bank"), the Securities and Commodities Authority ("SCA"), the Dubai
Financial Services Authority ("DFSA") or any other relevant licensing authorities or
governmental agencies in the United Arab Emirates (including the DIFC),nor has the
placement agent, if any, received authorization or licensing from the UAE Central Bank,
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SCA, the DFSA or any other relevant licensing authorities or governmental agencies in the
United Arab Emirates (including the DIFC); (b) on the condition that it will not be provided
to any person other than the original recipient, is not for general circulation in the United
Arab Emirates (including the DIFC) and may not be reproduced or used for any other
purpose; and (c) on the condition that no sale of securities or other investment products in
relation to or in connection with either Southeastern Asset Management, Inc. or the
Longleaf Partners Asia Pacific UCITS Fund is intended to be consummated within the
United Arab Emirates (including in the DIFC). Neither the UAE Central Bank, SCA nor the
DFSA have approved this document or any associated documents, and have no
responsibility for them. The shares in the Longleaf Partners Asia Pacific UCITS Fund are not
offered or intended to be sold directly or indirectly to retail investors or the public in the
United Arab Emirates (including the DIFC). No agreement relating to the sale of the shares
is intended to be consummated in the United Arab Emirates (including the DIFC). The
shares to which this document may relate may be illiquid and/or subject to restrictions on
their resale. Prospective investors should conduct their own due diligence on the shares. If
you do not understand the contents of this document you should consult an authorized
financial advisor.
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Important information for UK investors:
The KIID and Full Prospectus (including any supplements) for this fund are available from
Southeastern Asset Management International (UK) Limited which is authorized and
regulated by the Financial Conduct Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a)
persons who have professional experience in matters relating to investments falling within
article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 (as amended) (the "Order") or (b) high net worth entities and other persons to whom it
may be otherwise lawfully be communicated, falling within Article 49(2) of the Order (all such
persons being referred to as "relevant persons"). This document must not be acted on or relied
on by persons who are not relevant persons. Any investment activity to which this document
relates is available only to relevant persons and will be engaged in only with relevant persons.
Any person who is not a relevant person should not act or rely on this document or any of its
contents.

Asia Pacific UCITS
Fund Commentary

1Q20

For Professional Investors Only

Portfolio Returns at 31/03/20 – Net of Fees
1Q20

1 Year

3 Year

5 Year

Since
Inception
2/12/2014

APAC UCITS (Class I USD)
MSCI AC Asia Pacific Index
Relative Returns

-25.92%
-19.28%
-6.63%

-25.71%
-12.13%
-13.58%

-6.20%
0.09%
-6.29%

0.39%
1.12%
-0.73%

0.48%
2.02%
-1.54%

Selected Indices*
Hang Seng Index
TOPIX Index (JPY)
TOPIX Index (USD)
MSCI Emerging Markets

1Q20
-15.88%
-17.55%
-16.70%
-23.60%

1 Year
-15.83%
-9.62%
-7.12%
-17.65%

3 Year
2.78%
-0.21%
0.87%
-1.62%

5 Year
2.43%
0.33%
2.49%
-0.37%

*Source: Bloomberg; Periods longer than one year are annualized
The first quarter of 2020 was very challenging for the Fund and the broader Asian and
Global equity capital markets. The MSCI Asia Pacific Index, as well as the MSCI World
Index, had its worst quarterly performance since 2008. While the first twenty days of
January were strong in Asia, news of an outbreak of a novel Coronavirus in China,
followed by the imposition of a surprise middle of the night lockdown in Hubei on
January 23, marked the beginning of a volatile quarter in Asia.
The US equity markets have long been a safe haven, but that ended abruptly, as new
cases of COVID-19 accelerated outside of China in February and spread to Europe and
the US by March, developing into a global pandemic. Much like during the global
financial crisis (GFC), credit spreads widened to recent highs, and commodities and
energy prices collapsed during the quarter, with WTI oil prices falling 66% in the quarter.
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A flight to safety asset classes strengthened significantly with the US yield curve hitting
multi-decade lows, and the US dollar appreciating significantly in March. While there is
probably nothing more predictable than coupons from a 30-year bond backed by the
full faith and credit of the US government, the upside is unattractive. The real inflationadjusted returns from holding treasury bonds are negative.

As Warren Buffett

mentioned recently, the 30-year Treasury with a 2% yield can be compared to a stock
“paying 50 times earnings for an investment where the earnings can’t go up for 30 years.”
The effective price/earnings ratio on the 30-year Treasury is even more unattractive at
81x now, with the yield down to 1.23% as of April 4.
As Sir John Templeton said, “The time of maximum pessimism is the best time to buy,
and the time of maximum optimism is the best time to sell.”

Source: FactSet

Whether or not we have reached the absolute bottom is hard to determine, but many
indicators have approached GFC levels – whether it’s the VIX (volatility) index, oil prices,
high yield credit spreads, equity prices, or our portfolio price-to-value (P/V) ratios. The
GFC was over in a few months, and the economic damage was somewhat limited, as
banks were bailed out, and liquidity was injected into the financial system. It is unclear
how this pandemic will play out. The extent of the economic damage stemming from
the shutdown of the global economy for an extended period on corporate earnings, tax
revenues, unemployment, and consumer spending is still unknown, but we suspect it
will be worse than was sustained during the GFC.
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Can it get worse? Probably. Do we think that risk-adjusted returns are very attractive
now? Yes! Our portfolio P/V dipped below 50% during the quarter, the lowest level we
have observed since the initiation of the Asia Pacific Strategy in 2014. At quarter-end,
our P/V was about 55%, about the same as the lows reached in Q1-2016. We have put
significant incremental personal capital into the strategy this quarter, the most in a single
quarter since we began the strategy in 2014, and since we joined Southeastern in 2006
(Ken) and 2010 (Manish).

In fact, our colleagues have been adding to all five

Southeastern strategies this quarter, in what has collectively been the largest employee
insider buying since the GFC (outside of seeding a new strategy). Beyond just our
personal capital allocation decisions, our portfolio companies have increased
discounted share repurchases in a meaningful manner, and we have also seen
significant insider buying activity by our management partners.
In Japan, SoftBank, one of our holdings, announced that it would repurchase up to $22.5
billion worth of shares over the next 12 months, potentially buying back up to 45% of
the company. In addition, portfolio companies Toyota Motor and MinebeaMitsumi also
repurchased shares during the quarter.
In Hong Kong (HK), portfolio companies New World Development and Man Wah were
the third and eighth-largest share repurchasers on the HK stock exchange in the first
quarter. CK Asset and CK Hutchison’s CEO Victor Li spent around $100 million buying
shares in the last few weeks of the quarter. Melco International’s CEO, Lawrence Ho,
started buying shares in April. Chinese white goods manufacturer Midea repurchased
shares in the quarter and recently renewed its share repurchase program.
In Korea, Hyundai Mobis Executive Vice Chairman Euisun Chung purchased over $65
million worth of Hyundai Mobis and affiliate Hyundai Motor over the last few weeks, for
the first time since taking over as Executive Vice Chairman of the Hyundai Motor Group.
China is slowly recovering from the pandemic that began there in January, peaked in
February, and began tailing off in March, through extremely aggressive and drastic
strategies to contain its spread. These measures seem to have worked, and the virus
was successfully contained primarily in Hubei province. Travel restrictions were lifted on
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March 25 in Hubei province two months after the lockdown in Wuhan, and other cities
in Hubei started. By March 18, China reported zero domestically transmitted cases. Life
is slowly getting back to normal in China. Outside of Hubei province, new cases of
Coronavirus declined to low double-digit numbers by the end of February, about five
weeks after quarantines were first imposed.
We have heard from many companies with operations in China that things are slowly
getting better. In Macau, gross gaming revenue (GGR) was down 80% YOY in March, up
from a virtual standstill in February, caused by a suspension of group tours, individual
visit visas, quarantines, and a two-week cessation of the casino business. However, April
will be weaker than March, as neighboring Guangdong province recently put in new
measures requiring all visitors to undergo a 14-day quarantine.
Tongcheng-Elong, a Chinese online travel agency (OTA), had its travel booking revenue
shrink by over 90% in the first half of February, but it has been showing week-on-week
recovery, with the second half of February down 60-70% and March down 40-50%. Hotel
occupancy in Mainland China improved to 29% at the end of March compared to around
7% in early February. During the three-day Qingming festival weekend from April 4 to
April 6, Fliggy, Alibaba’s online travel agency business reported that train reservations
doubled, and hotel bookings rose 30% compared to the previous week. Trip.com also
stated that travel bookings were up 50% from the weekend before and that their April
tour bookings are three times better than March. While half of L’Occitane’s 228 stores
in China were closed in February, only seven stores remained closed by mid-March, and
only one store (in Wuhan) remained closed at the end of March, with the last store
scheduled to re-open April 8th.
Hyundai Motor reported that its China wholesale vehicle volume sales were down 51%
in March YOY, which was an improvement over February, which was down 97% YOY.
Volkswagen expects its China business to be back to normal by the middle of the year.
By March 13, 90% of state-owned and large companies and 60% of small and mediumsize enterprises resumed work. The Chinese government is accelerating policy action,
including cutting taxes and introducing special loan terms, to stimulate spending. The
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central bank announced cuts to banks’ reserve requirements, releasing RMB 550bn
(USD 79bn) in liquidity.
We believe that Asia – especially countries where our investee companies are located –
has done a good job in managing the pandemic and has the benefit of experience from
disaster preparation protocols developed and refined during past health crises like SARS
and MERS. We also believe that Asia will be the first to recover from the pandemic, with
the least damage to its economies and businesses. At the same time, we believe that
Asian equities, having endured years of bruising from macro fears, trade wars, and now
a pandemic, are very attractively priced relative to their earnings growth profile.
On the other hand, the rest of the developed world is still in the early-to-middle stages
of fighting the pandemic. While some countries are adopting Chinese tactics to varying
degrees of success, we believe the worst is yet to come in other developed markets. In
China, the government only had to deal with one epicenter in Wuhan. In the United
States and Europe, several “Wuhans” are developing simultaneously.

With two

daughters in New York City, I personally feel the anxiety of this tidal wave, as the
pandemic marches across the United States, and pray that the response in New York is
sufficient enough to flatten the curve.

Source: Sermo March 27, Survey of 6,227 physicians
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A FRESH LOOK
We are focused on re-underwriting each of our companies to make sure they can survive
in this current environment, which may continue for an extended period, especially if
there is a second wave of the pandemic in the fall, similar to what happened with the
Spanish flu in 1918. In a recent survey of 6,227 doctors worldwide, 35% believe a second
wave is very likely, and 47% believe it is somewhat likely.
We believe the 20 companies in our portfolio are high-quality businesses, in that their
moats are sustainable, with an ability to generate attractive incremental returns on
capital and little fear of financial distress, even in a black swan-type scenario like COVID19. Through share buyback and dividend activity in the quarter, a number of our
investee companies have demonstrated confidence in their financial strength and
prospects.
However, MGM China is on our watchlist, as it has some leverage (2.7x as of December
2019), but is operating well within the maximum leverage covenant ratio of 4.5x gross
debt/LTM EBITDA. MGM China has plenty of liquidity, with $480 million of cash and an
undrawn revolver of $400 million, with no debt maturities in 2020 and five and sevenyear bonds maturing in May 2024 and 2026. MGM China recently secured a leverage
and interest coverage covenant waiver from its lenders until Q1 2021 and could
potentially look to extend it further.

Management maintains confidence in the

company’s financial position such that they declared a dividend on March 26.
Although SoftBank’s financial condition does not worry us, we thought it would be worth
discussing why, as there has been a lot of news flow surrounding the company. Fears
of write-downs on investments made by SoftBank and its Vision Fund have caused
substantial volatility in the share price and credit spreads. The bankruptcy filing by
SoftBank investee OneWeb, the effect of COVID-19 on WeWork, and the two-notch
downgrade of SoftBank’s credit rating to Ba1 by Moody’s have increased investor
concerns.
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A lot of the noise around SoftBank revolves around potential write-offs of its unlisted
investments. Let’s take that issue off the table and just consider listed investments, i.e.,
assume zero value for $63 billion worth of unlisted investments in ARM, the SoftBank
Vision Fund, and other unlisted investments such as OneWeb and WeWork. The
company’s three listed investments – Alibaba, SoftBank Corp, and Sprint – are currently
worth $197 billion, and SoftBank has net debt of $55 billion at the holding company, with
a loan/value of listed investments of 28%. SoftBank’s management recently announced
that it would sell $41 billion of assets, with up to $18 billion to be used for share buybacks
and the rest used to repurchase debt and meet loan obligations. Assuming $41 billion
of listed assets were sold, SoftBank would have $32 billion of net debt and $156 billion
of listed assets, improving its loan/listed assets ratio to 21%. The buybacks (including
the $4.5 billion buyback announced on March 13) would result in SoftBank’s
repurchasing and retiring up to 45 percent of the company’s outstanding shares and
reducing net debt by 42% or $23 billion.

This massive share repurchase and debt

reduction program will further strengthen its balance sheet and enhance its credit
strength and should significantly increase value per share. SoftBank’s decision on April
1 to cancel its $3 billion acquisition of WeWork stock from shareholders has further
enhanced SoftBank’s credit profile and demonstrates improving investment discipline.
The completion of the merger of Sprint and T-Mobile on April 1 will remove Sprint’s $34
billion net debt from Softbank’s balance sheet and will create significant shareholder
value at Sprint. As of March 23, SoftBank had $15 billion of cash at the holding company
level, more than enough to meet debt obligations maturing in the next two years.
PORTFOLIO CHANGES: HOW WE THINK ABOUT NAVIGATING THROUGH DISTRESS
As you know, a substantial amount of our net worth is invested alongside your capital in
this strategy and we allocate capital to achieve the best risk-adjusted returns on our
money. We focus on buying companies at substantial discounts to our estimates of their
intrinsic value.

We estimate intrinsic value by forecasting future cash flows and

discounting them back to today. If cash flows disappeared for the entire year, the value
of the company should only fall by about mid to high-single digits. In essence, we believe
events such as COVID-19 will not affect the long-term cash flows of businesses, as long
as they can sustain a potentially long period of no revenues, as the world shuts down in
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a massive effort to control the spread of the virus. Firms with high financial and
operating leverage, which helped supercharge profit growth during good times, are
going to find it tough, as the economy shuts down for an extended period.
Over the past few years, we have attempted to create a “bulletproof” portfolio, knowing
we can sleep at night with a collection of businesses that have strong moats with
attractive re-investment potential, led by aligned and skilled operators. At the same time,
we believe this is a portfolio that can continue compounding in the downcycle, as our
management partners potentially take advantage of opportunities organically or
inorganically to grow value per share. We have been upgrading the quality of our
portfolio over the last few years and not allocating capital to merely the cheapest, lowest
P/V opportunities. This is what prompted us to sell Speedcast, Bharti Infratel, and First
Pacific in the past six months, as increasing financial leverage (and increased regulatory
risk for Bharti Infratel and First Pacific) raised our concern about the diminished
capabilities of these companies to absorb shocks and to continue compounding value
through down cycles. We also sold Ebara, whose business is heavily exposed to the oil
and gas industry, due to weakened prospects and increased concerns on capital
allocation and corporate governance, as detailed below.
In the fourth quarter, we replaced these companies with Richemont and Trip.com, two
quality franchises where we believe the demand for their goods and services will
continue to compound over the long-term, driven by the secular consumption upgrade
trend in Asia, notwithstanding events such as COVID-19. Both of these businesses are
conservatively capitalized (net cash), enjoy very high gross margins, and have significant
brand value. Trip.com dominates China’s high-end hotel business and OTA industry with
a 60% share.
We are avoiding undifferentiated companies with over-leveraged balance sheets, no
matter how statistically cheap they are, such as balance-sheet-heavy financials, real
estate, oil, airlines, and more. During this period of distress, we have not bought Hong
Kong hotels and retail properties, which are among the cheapest assets in Asia, trading
at mid-single-digit earning-multiples and a fraction of understated book. Instead, we
bought relatively more expensive 50-60 cent dollars that we believe will compound
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faster, have significantly higher returns on capital (versus a typical 5-7% going-in yield for
real estate), and a longer runway for profitable re-investment potential. During the
quarter, we purchased Chinese OTA company Tongcheng-Elong, and Prosus, the Dutch
listed spin-off from Naspers, which holds a 31% stake in Tencent, a collection of capitallight compounders with highly cash generative business models. We discuss these new
investments in more detail below.
Chinese online travel agencies Trip.com and Tongcheng-Elong are businesses with high
barriers to entry. Cost-effective customer acquisitions and relationships with nationwide
travel service providers are hard to replicate. These businesses generate a lot of FCF, as
capex intensity is low, and working capital is a source of cash. They also have rock-solid
balance sheets, enabling them to take advantage of distress and benefit from the
consumption upgrade theme in China. Both Tongcheng-Elong and Trip.com have net
cash balance sheets (including investments) equivalent to 33% of their market
capitalization. Trip.com secured $1.5 billion in 3- and 5-year credit facilities in April to
further increase liquidity. Disposable income per capita has been growing at a doubledigit pace in China, and consumers are traveling farther and more frequently. Also, there
is a secular mix shift from offline bookings to online travel agencies. As a result, we
expect this sector to grow at a mid-teens rate over the long-term. While they may be
affected temporarily by COVID-19 travel restrictions, we have strong confidence in the
secular trends that will drive earnings growth at our two Chinese OTA investments.
We thank you for your continued partnership and constructive and dynamic dialogue in
this uncertain environment. As always, we endeavor to communicate candidly and
transparently and will continue to keep you updated in real-time as best we can. We
hope, above all else, that this letter finds our clients and readers safe, healthy, and
practicing responsible social distancing measures.
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Performance Review
1Q20

Top Five
Prosus
Seria
Escorts
Tongcheng-Elong
Bharti Infratel
Bottom Five
Melco International
MGM China
MinebeaMitsumi
Ebara
L’Occitane

Contribution
to Portfolio
Return (%)

Total
Return
(%)

+0.25
+0.21
+0.12
-0.10
-0.19

+1
-6
+14
-0
-11

-3.78
-2.23
-1.93
-1.91
-1.88

-48
-37
-29
-41
-38

TOP PERFORMERS:
Prosus — our newest position, held up strongly in the quarter and was the top
contributor.

Prosus is an Amsterdam-listed holding company that was spun out of

South African company Naspers in September 2019. It presents a rare opportunity to
buy one of the world’s strongest franchises—Tencent—at a highly discounted price. Our
investment in Prosus is an example of not buying the cheapest possible company. We
paid around 60 cents on this investment, but in return are getting one of the most
dominant businesses in the world with high returns on capital, a long runway for
attractive re-investment, that is growing above 20% a year.
The company’s 31% ownership in Tencent represents over 90% of our Prosus appraisal
value. While COVID-19 is hurting a lot of industries and companies, Tencent is one of
the few that benefit. Tencent’s WeChat is the world’s largest and most active social
network with over 1.1 billion monthly active users (MAU) and is embedded in people’s
lives across online games, video, music, travel, ecommerce and financial services.
Tencent is also a top global gaming company with a dominant position in China, having
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developed five of the top 10 most popular international mobile games worldwide.
Tencent’s top games have seen a rapid acceleration in daily average users (DAU) and
downloads in the quarter, as people were confined at home. Prosus has a net cash
balance sheet, and its stake in Tencent alone represents around 130% of Prosus’s
market cap with Tencent at market price. We believe exposure via Prosus is far more
attractive than when it was held by Naspers because it is listed in a developed market
with no South African currency or political risk worries, and a much more liquid
exchange. Prosus is the largest shareholder of Tencent with two board seats at the
company. While Tencent does not look particularly cheap on a standalone basis, trading
at 25x earnings, the company has several non-earning assets (NEAs) in the form of
businesses in the investment phase that are still unprofitable or under-earning. Yet, if
they were separately listed, they would be worth a lot. If we exclude the value of its
NEAs, we are buying Tencent at less than 10x FCF via our Prosus stake, for a business
that is expected to continue compounding at over 20% annually.
Beyond the Tencent exposure, we have great management partners and disciplined
capital allocators in Bob Van Dijk and Patrick Kolek, who have experience leading
dominant franchises in Classifieds, Food Delivery and Payment verticals in emerging
markets, and are focused on closing the discount to value. While these businesses are
small as a percent of value today, they represent free options at today’s Prosus price,
are expected to grow at double-digit rates with low capital intensity and will potentially
be listed in time to help with value discovery.
Seria — the second largest 100-yen store operator in Japan, was a significant contributor
in the quarter. COVID-19 has, so far, created a net benefit to the company. In February,
existing same-store sales growth (SSS) achieved +9.1% YOY, the highest over the past
five years, driven by strong demand for masks, disinfectants, and home cleaning
equipment. Seria is competitively positioned in the 100-yen industry in Japan. Despite
weak SSS and labor cost headwinds facing the industry last year, Seria’s high single-digit
operating profit margin is well ahead of peers. Existing store networks provide strong
FCF, above the growth capex required. Net cash on the balance sheet is more than the
combined market capitalization of the other two listed competitors in Japan, and it could
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enable Seria to take advantage of opportunities ahead. We are confident that CEO Eiji
Kawai, whose family owns over 30%, will continue to compound value per share in the
longer-term.
Escorts — a top five agricultural equipment manufacturer in India, was another positive
contributor for the quarter. We initiated a position in Q3-2019 after its share price
corrected due to a drop in tractor sales, driven by a delayed monsoon season, the crisis
in the non-banking financial sector, and an overall slowdown in India. The shares quickly
went to our value, and we exited the position as tractor sales started to turn positive,
the company gained market share, and delivered strong results and FCF conversion. We
hope to be able to invest in this franchise and partner with Nikhil Nanda again with our
desired margin of safety.
Tongcheng-Elong (TCEL) — one of the top three online travel agencies in China – is
another new position in the portfolio that held up better than most. TCEL provides
accommodation reservations and transportation ticketing services with around a 15%
market share. The company has over 205 million MAU and approximately 155 million
annual paying users. Tencent is a 22.5% owner of TCEL, which is the exclusive travel
booking service on its Wechat / Weixin platform. Leveraging the 1.1 billion MAU of
Tencent, TCEL can penetrate lower-tier cities, where the travel industry’s online
penetration is much lower compared to higher-tier cities and acquire users at a far lower
cost than peers. As of December 31, 2019, 85.6% of its registered users are from nonfirst-tier towns in China. Another holding of ours, Trip.com, owns 22% of TCEL and
provides hotel inventory to the company at attractive prices. As a result, TCEL boasts
industry-leading EBITDA margins (27% in 2019). TCEL is a high margin and capital-light
business where working capital is a significant source of cash. Trip.com’s founder James
Liang is the Chairman of TCEL, and he bought 1.1 million shares in January 2020 at much
higher prices.
The company grew gross merchandise value, revenue, and EBITDA by 26%, 21.5%, and
36%, respectively, in 2019, yet we were able to buy this business at around 10x FCF
because of severe near-term disruption in Chinese travel volumes due to COVID-19. The
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Chinese travel industry was severely affected in the quarter, and domestic travel came
to a halt during the Chinese New Year and in February as the virus spread in Wuhan and,
to a much lesser extent, across China. Strict action by Chinese authorities to effectively
lock down an entire province of over 60 million people seems to have contained the
spread of the virus across China. Domestic travel is resuming, with steady weekly
improvement since late February. The company is managing the downturn well, as a
large proportion of its costs are variable, and it expects to post a profit despite a
projected 42-47% drop in sales in Q1 2020. Furthermore, TCEL is primarily a domestic
business with about 95%+ of revenues coming from China. Nearly half of revenues
come from lower-tier cities, thanks to its dominant position in the WeChat platform,
where it generates over 80% of MAUs. Balance sheet strength is critical in these
uncertain times, and the company has a net cash balance sheet, with around 33% of its
market capitalization in cash and investments.
Bharti Infratel — a dominant telecom tower operator in India, is facing an evolving and
unpredictable regulatory landscape that called into question our investment case. Our
case was premised on network capex revival by telco operators (Infratel’s tower tenants),
as the industry consolidated from over 12 players down to three, and mobile ARPUs
rationalized, marked by a sharp increase in pricing plans by all operators in December
2019. However, in a surprise ruling by the Supreme Court of India on a case dating back
over ten years, telecom operators were ordered to pay massive fines plus interest to the
government for past dues. Vodafone-Idea, Infratel’s second-biggest tower tenant, was
already struggling with leverage issues, and this ruling required the company to pay $4
billion within three months. For a company whose market cap was around $2.5 billion,
the long-term viability of this critical customer became questionable. While Infratel itself
is in a strong net cash position and has been paying healthy dividends, we decided to
exit this investment as Infratel’s fate depends on an increasingly volatile regulatory
environment.
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BOTTOM PERFORMERS:
Melco International — the Asian casino and resort holding company, was a top detractor
for the quarter. Subsidiary Melco Resorts (Melco) achieved record-high luck-adjusted
EBITDA in the fourth quarter and the full year. Despite macro headwinds, including the
US-China trade war and Hong Kong protests in 2019, Melco grew mass table revenues
by 17% and achieved modest growth in VIP revenue despite industry VIP Gross Gaming
Revenue (GGR) being down over 20% and industry mass GGR only up 12%. The first
three weeks of January were off to a record start, but both Macau visitation and GGR
collapsed around the Chinese New Year on the back of the COVID-19 outbreak. In
February, Macau’s GGR fell by 88% YOY, as the Macau government ordered the
shutdown of casinos for 15 days, and the Chinese government suspended the issuance
of individual visitor scheme (IVS) and group tours. All casino operators sold off on the
fears of COVID-19 and its impact on the near-term outlook. Melco International, as well
as its operating subsidiary Melco Resorts, underperformed its casino peers as there
were additional concerns over its balance sheet and liquidity.

However, we are

comfortable with the financial position of both companies. Melco Resorts is particularly
well-positioned, as the company refinanced all of its debt last year such that the next
bond maturity is in 2025.
Melco has $1.5 billion in cash on hand, and its $1.75 billion credit facility is virtually
undrawn. Its net debt/EBITDA is at a very manageable level at 1.9x, significantly below
its 4.5x LTM total debt/EBITDA covenant. Furthermore, the debt/EBITDA leverage
covenant excludes its bonds, and Melco only has $1 million drawn under its revolving
credit facility, so this leverage ratio is almost zero at the moment. Excluding debt at
listed subsidiary Studio City, whose debt is not guaranteed by Melco Resorts, net
debt/EBITDA is even lower at 1.5x. Melco has a ~10% stake in Australian Crown Resorts,
which is highly liquid and worth $400 million, even at currently discounted prices. We
are also very comfortable with Melco International’s financial position, as the company’s
$1 billion loan is collateralized by its 56% stake in Melco Resorts, which is currently worth
around $3.5 billion (as of March 31, 2020) and paid about $170 million of dividends to
Melco International last year.
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While the recovery of operations amid COVID-19 has been slow, every week has seen
positive progress from early February levels, and Melco saw a meaningful reduction in
its cash burn, as the business recovered to about 25% of last year’s levels in March. With
renewed border controls by Macau and neighboring Guangdong province in late March,
we expect April to get worse from March levels. Real recovery back to normalized
earnings power will only happen once visa and quarantine restrictions are lifted.
Over our many years of partnership with Lawrence Ho and his team, we have seen them
adeptly navigate through tough times and allocate capital well, especially during
downturns. We are confident Melco, which derives over 90% of its Macau EBITDA from
non-VIP business, will continue to compound value per share being a principal
beneficiary of the structural growth in mass gaming.
MGM China — one of the six Macau gaming concessionaires, was a detractor for the
quarter. The company gained market share in both mass and VIP segments, as its newly
(and now fully) opened Cotai resort continued to ramp up. In a down market, MGM
China’s EBITDA grew 28% YOY in 2019. 2020 was off to a very strong start ($2.5 million
EBITDA per day in the first three weeks of January, much higher than our expectation)
until the virus fears led to a sudden and severe drop in visitations and revenue for the
gaming industry in Macau. Visitation revival will depend on when the virus situation is
contained, and borders are opened again. In the meantime, the company is focused on
controlling costs and has reduced its operating expenses by around 30% below its
regular run rate. The company has ample liquidity with US$480 million of cash on its
balance sheet and another US$400 million of an undrawn revolving facility. None of the
company’s outstanding debt is due in 2020, and the earliest key bond maturity is in 2024.
Covenants have ample wiggle room (leverage ratio of 4.5 to 1 and interest cover of 2.5
to 1), and the company has already received a leverage covenant holiday from its banks
until Q1 2021.
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MinebeaMitsumi — the Japanese manufacturer of high precision equipment and
components, was a detractor for the quarter. Just before the COVID-19 pandemic, the
company was on a clear path of recovery in its core precision ball bearings business.
External sales of ball bearings volume were forecast to be up over 10% YOY, exceeding
210 million units per month, which would have led to strong margin expansion. Now, as
the pandemic develops, the demand recovery may slow down in the near-term, but
should not disappear.

MinebeaMitsumi also benefits from its diversified business

segments with other sources of profits. For example, the company is taking further
market share in its iPhone camera actuator business with new technology, while
continuing to maintain a 100% market share for the iPhone LCD backlight business. On
capital allocation, MinebeaMitsumi has accelerated its buyback pace going into 2020 and
used up its entire 15-billion-yen buyback authorization for the year in fewer than three
months. MinebeaMitsumi’s balance sheet is well-capitalized, with net debt/EBITDA well
below 1x.
Ebara — a Japan-based industrial conglomerate, was also a detractor for the quarter.
The company reported strong 2019 results, but its 2020 outlook and 3-year mid-term
plan were weaker than our expectations. Our original investment case was based upon
margin upside (from near-trough levels) to be driven by self-help initiatives and a strong
independent board guiding value accretive capital allocation (such as share buybacks at
discounted prices that we saw in 2018 and 2019). One of its key business segments,
Fluid Machinery and Systems, is heavily exposed to capital expenditure in the oil and gas
industry.

With oil prices below $20 per barrel, the demand outlook for big-ticket

compressors and turbines is highly uncertain amid stiff competition, calling into question
the margin upside potential of the business.
In addition, the company announced a 4-billion-yen donation to a foundation linked to
the company’s founder as part of its ESG effort. The sheer magnitude of this donation
(~15% of projected operating profit), combined with the lack of clear communication
around it (including the accounting treatment), made us question the corporate
governance of this company. Within two weeks of the original announcement, it was
incrementally positive to see the company revise its policy on this donation, reduce the
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amount to 1/10th the initial amount for 2020, and require any future amounts to be
approved by the board each year. While the stock price remains highly discounted, this
entire episode shook our trust in Ebara’s management and the board. We exited Ebara
to upgrade our portfolio on business and people metrics.
L’Occitane — the natural and organic-based cosmetics company, was a detractor in the
quarter. It reported a topline growth in local currency of 15.2% in the third-quarter
ending in December, which was in-line with our expectations. The core L’Occitane en
Provence brand posted a robust growth of 6.3% in the quarter, mainly driven by a
substantial contribution from e-commerce. However, management indicated that the
company might not reach its operating profit margin target of 12% for the current
financial year due to the lackluster performance of emerging brands. Management
maintained its target of mid-teen sales growth in the full year, and the first three weeks
of January showed strong momentum. However, since the last week of January, the
operating environment has become much more challenging, with the COVID-19
outbreak starting in China, which is L’Occitane’s third-largest market. In February, half of
its stores in China were closed, and the rest operated on limited hours. There are some
signs of recovery in Asia, leading more stores back to operation, but travel retail remains
challenging. While we expect a gradual recovery in Asia, the US and European markets
have become more challenged due to the global spread of the virus. In addition to
L’Occitane being a brand owner, it also operates retail stores that have high operating
leverage. The company is taking various cost control measures, such as re-negotiating
rents, delaying marketing campaigns, and reducing administrative costs. L’Occitane
owns strong brands, has a solid balance sheet, and is run by owner-operators who are
focused on growing value per share.

L’Occitane’s financial leverage – 1.5x net

debt/EBITDA as of March – is very moderate, and they have access to €230 million of
unused credit facilities, which they are currently working to increase. The COVID-19
pandemic has temporarily disrupted margin upside, but we are confident in
management’s ability to improve margins to over 15% in the coming years.
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See the following pages for important disclosures.
This document is for informational purposes only and is not an offering of the Longleaf
Partners UCITS Funds. No shares of the Longleaf Partners Asia Pacific UCITS Fund (“Fund”)
may be offered or sold in jurisdictions where such offer or sale is prohibited. Any performance
is for illustrative purposes only. Current data may differ from data quoted. Investment in the
Fund may not be suitable for all investors. Potential eligible investors in the Fund should read
the prospectus and the Key Investor Information Document (KIID) carefully, considering the
investment objectives, risks, charges, and expenses of the product, before making any
investment decision. The value of investments, and the income from them, may fall or rise and
investors may get back less than they invested. Past performance is no guarantee of future
performance. Investment in the Fund may not be suitable for all investors. This document does
not constitute investment advice – investors should ensure they understand the legal,
regulatory and tax consequences of an investment in the Fund.
Any subscription may only be made on the terms of the Prospectus and subject to completion
of a subscription agreement.
P/V (“price-to-value”) is a calculation that compares the prices of the stocks in a portfolio to
Southeastern’s appraisal of their intrinsic values. The ratio represents a single data point
about a Fund and should not be construed as something more. P/V does not guarantee future
results, and we caution investors not to give this calculation undue weight.
“Margin of Safety” is a reference to the difference between a stock’s market price and
Southeastern’s calculated appraisal value. It is not a guarantee of investment performance
or returns.
Important information for Australian investors:
Southeastern Asset Management, Inc. (“Southeastern”) and Southeastern Asset Management,
Inc. Australia Branch, ARBN 155383850, a US company (“Southeastern Australia Branch”),
have authorised the issue of this material for use solely by wholesale clients (as defined in the
Corporations Act 2001 (Cth)) of Southeastern or of any of its related bodies corporate. By
accepting this material, a wholesale client agrees not to reproduce or distribute any part of
the material, nor make it available to any retail client, without Southeastern’s prior written
consent.
Southeastern and Southeastern Australia Branch are exempt from the requirement to hold
an Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) in respect
of financial services, in reliance on ASIC Class Order 03/1100, a copy of which may be obtained
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at the web site of the Australian Securities and Investments Commission,
http://www.asic.gov.au.
The class order exempts bodies regulated by the US Securities and Exchange Commission (SEC)
from the requirement to hold an AFSL where they provide financial services to wholesale clients
in Australia on certain conditions. Financial services provided by Southeastern are regulated
by the SEC, which are different from the laws applying in Australia.
Important information for Belgian investors:
This document and the information contained herein are private and confidential and are for
the use on a confidential basis only by the persons to whom such material is addressed. This
document does not constitute and may not be construed as the provision of investment advice,
an offer to sell, or an invitation to purchase, securities in any jurisdiction where such offer or
invitation is unauthorized. The Longleaf Partners Global UCITS Fund and Longleaf Partners
Asia Pacific UCITS Fund have not been and will not be registered with the Belgian Financial
Services and Markets Authority (Autoriteit voor financiële diensten en markten/ Autorité des
services et marchés financiers) as a foreign collective investment undertaking under Article 127
of the Belgian Law of 20 July 2004 on certain forms of collective management of investment
portfolios. The offer in Belgium has not been and will not be notified to the Financial Services
and Markets Authority, nor has this document been nor will it be approved by the Belgian
Financial Services and Markets Authority. The shares issued by the Funds shall, whether
directly or indirectly, only be offered, sold, transferred or delivered in Belgium to individuals or
legal entities who are Institutional or Professional Investors” in the sense of Article 5§3 of the
Belgian Law of 20 July 2004 on certain forms of collective management of investment
portfolios (as amended from time to time), acting for their own account and the offer requires
a minimum consideration of €250,000 per investor and per offer. Prospective investors are
urged to consult their own legal, financial and tax advisers as to the consequences that may
arise from an investment in the Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE REGISTERED
WITH ANY SECURITIES EXCHANGE COMMISSION OR OTHER SIMILAR AUTHORITY IN BRAZIL,
INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE COMMISSION (COMISSÃO DE
VALORES MOBILIÁRIOS - “CVM”). SUCH PRODUCTS WILL NOT BE DIRECTLY OR INDIRECTLY
OFFERED OR SOLD WITHIN BRAZIL THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY
BRAZILIAN LAW AND BY THE RULES ISSUED BY CVM, INCLUDING LAW NO. 6,385 (DEC. 7, 1976)
AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME TO TIME, OR ANY OTHER
LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE.
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ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN LAWS AND
REGULATIONS AND BY THE RULES ISSUED BY THE CVM, INCLUDING LAW NO. 6,385 (DEC. 7,
1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME TO TIME, OR ANY
OTHER LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE, MUST NOT BE PERFORMED
WITHOUT SUCH PRIOR REGISTRATION. PERSONS WISHING TO ACQUIRE THE PRODUCTS
OFFERED HEREUNDER IN BRAZIL SHOULD CONSULT WITH THEIR OWN COUNSEL AS TO THE
APPLICABILITY OF THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION THEREFROM.
[WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND SOLICITATION IS LIMITED TO QUALIFIED
INVESTORS AS DEFINED BY CVM RULE NO. 409 (AUG. 18, 2004), AS AMENDED FROM TIME TO
TIME OR AS DEFINED BY ANY OTHER RULE THAT MY REPLACE IT IN THE FUTURE. THIS
DOCUMENT IS CONFIDENTIAL AND INTENDED SOLELY FOR THE USE OF THE ADDRESSEE AND
CANNOT BE DELIVERED OR DISCLOSED IN ANY MANNER WHATSOEVER TO ANY PERSON OR
ENTITY OTHER THAN THE ADDRESSEE.
Important information for Danish investors:
Each Fund’s prospectus has not been and will not be filed with or approved by the Danish
Financial Supervisory Authority or any other regulatory authority in Denmark and the shares
have not been and are not intended to be listed on a Danish stock exchange or a Danish
authorized market place. Furthermore, the shares have not been and will not be offered to the
public in Denmark. Consequently, these materials may not be made available nor may the
shares otherwise be marketed or offered for sale directly or indirectly in Denmark.
Important information for Guernsey investors:
Neither the Guernsey Financial Services Commission nor the States of Guernsey Policy Council
take any responsibility for the financial soundness of the Longleaf Partners UCITS Funds or
for the correctness of any of the statements made or opinions expressed with regard to it. If
you are in any doubt about the contents of this document you should consult your
accountant, legal or professional adviser or financial adviser.
Southeastern Asset Management has taken all reasonable care to ensure that the facts stated
in this document are true and accurate in all material respects, and that there are no other
facts the omission of which would make misleading any statement in the document, whether
of facts or of opinion. It should be remembered that the price of Fund shares and the income
from them can go down as well as up.
Important information for Hong Kong investors:
No person may offer or sell in Hong Kong, by means of any document, any Shares other than
(a) to “professional investors” as defined in the Securities and Futures Ordinance (Cap. 571) of
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Hong Kong and any rules made under that Ordinance; or (b) in other circumstances which do
not result in the document being a “prospectus” as defined in the Companies Ordinance (Cap.
32) of Hong Kong or which do not constitute an offer to the public within the meaning of that
Ordinance. No person may issue, or have in its possession for the purposes of issue, whether
in Hong Kong or elsewhere, any advertisement, invitation or document relating to the Shares,
which is directed at, or the contents of which are likely to be accessed or read by, the public in
Hong Kong (except if permitted to do so under the securities laws of Hong Kong) other than
with respect to Shares which are or are intended to be disposed of only to persons outside
Hong Kong or only to “professional investors” as defined in the Securities and Futures
Ordinance (Cap. 571) of Hong Kong and any rules made under that Ordinance.
WARNING
The contents of this document have not been reviewed by any regulatory authority in Hong
Kong. You are advised to exercise caution in relation to the offer. If you are in any doubt about
the contents of this document, you should obtain independent professional advice.
Important information for Indian investors:
Southeastern Asset Management Inc.’s products and services are not being offered to the
public and are only for private placement purposes. This marketing material is addressed
solely to you and is for your exclusive use. Any offer or invitation by Southeastern is capable
of acceptance only by you and is not transferrable. This marketing material has not been
registered as a prospectus with the Indian authorities. Accordingly, this may not be distributed
or given to any person other than you and should not be reproduced, in whole or in part. This
offer is made in reliance to the private placement exemption under Indian laws.
Important information for Italian investors:
No offering of shares of the Longleaf Partners Unit Trust comprised of the Longleaf Partners
Global UCITS Fund and Longleaf Partners Asia Pacific UCITS Fund (the “Funds”) has been
cleared by the relevant Italian supervisory authorities. Thus, no offering of the Funds can be
carried out in the Republic of Italy and this marketing document shall not be circulated therein
– not even solely to professional investors or under a private placement – unless the
requirements of Italian law concerning the offering of securities have been complied with,
including (i) the requirements set forth by Article 42 and Article 94 and seq. of Legislative
Decree No 58 of 24 February 1998 and CONSOB Regulation No 11971 of 14 May 1999, and
(ii) all other Italian securities tax and exchange controls and any other applicable laws and
regulations, all as amended from time to time. We are sending you the attached material as
a follow up to the specific request received by you. You are fully aware that the Funds have
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not been registered for offering in Italy pursuant to the Italian internal rules implementing the
UCITS IV directive. Therefore, you are expressly fully aware that the Italian protections granted
by the applicable legal framework would not apply and you would be exclusively responsible
for the decision to invest in the Funds. Moreover, you represent that you would only invest
directly or on behalf of third parties to the extent that this is fully lawful and you comply with
any conduct of business rules applicable to you in connection with such investment. You agree
to refrain from providing any document relating to the Funds to any party unless this is fully
compliant with applicable law.
Important information for Jersey investors:
Financial services advertisement. This document relates to a private placement and does not
constitute an offer to the public in Jersey to subscribe for the Shares offered hereby. No
regulatory approval has been sought to the offer in Jersey and it must be distinctly understood
that the Jersey Financial Services Commission does not accept any responsibility for the
financial soundness of or any representations made in connection with the Fund. The offer of
Shares is personal to the person to whom this document is being delivered by or on behalf of
the Fund, and a subscription for the Shares will only be accepted from such person. This
document may not be reproduced or used for any other purpose.
Important information for Monaco investors:
The Longleaf Partners UCITS Funds described in this document have not been registered for
sale in Monaco under applicable law. Neither the Longleaf Partners UCITS Funds nor its agents
are licensed or authorized to engage in marketing activities in Monaco. Any marketing or sale
of Longleaf Partners UCITS Funds will be undertaken or made in strict compliance with
applicable law in Monaco. By receiving this document, each recipient resident in Monaco
acknowledges and agrees that it has contacted the Longleaf Partners UCITS Funds at its own
initiative and not as a result of any promotion or publicity by the Longleaf Partners UCITS
Funds or any of its agents or representatives. Monaco residents acknowledge that (1) the
receipt of this document does not constitute a solicitation from the Longleaf Partners UCITS
Funds for its products and/or services, and (2) they are not receiving from the Longleaf
Partners UCITS Funds any direct or indirect promotion or marketing of financial products
and/or services. This document is strictly private and confidential and may not be (1)
reproduced or used for any purpose other than evaluation of a potential investment in the
Longleaf Partners UCITS Funds by the intended recipient, or (2) provided to any person or
entity other than the intended recipient.
Important information for New Zealand investors:
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No shares are offered to the public. Accordingly, the shares may not, directly or indirectly, be
offered, sold or delivered in New Zealand, nor may any offering document or advertisement
in relation to any offer of the shares be distributed in New Zealand, other than: (A) to persons
whose principal business is the investment of money or who, in the course of and for the
purposes of their business, habitually invest money or who in all circumstances can be
properly regarded as having been selected otherwise than as members of the public; or (B) in
other circumstances where there is no contravention of the Securities Act 1978 of New
Zealand.
Important Information for Oman investors:
The Longleaf Partners APAC UCITS Fund has not been registered or approved by the Central
Bank of Oman, the Oman Ministry of Commerce and Industry, the Oman Capital Market
Authority or any other authority in the Sultanate of Oman. Southeastern Asset Management,
Inc. has not been authorized or licensed by the Central Bank of Oman, the Oman Ministry of
Commerce and Industry, the Oman Capital Market Authority or any other authority in the
Sultanate of Oman, for discretionary investment management within the Sultanate of Oman.
The shares in the Longleaf Partners APAC UCITS Fund have not and will not be listed on any
stock exchange in the Sultanate of Oman. No marketing of any financial products or services
has been or will be made from within the Sultanate of Oman and no subscription to any
securities, products or financial services may or will be consummated within the Sultanate of
Oman. Southeastern Asset Management, Inc. is not a licensed broker, dealer, financial advisor
or investment advisor licensed under the laws applicable in the Sultanate of Oman, and, as
such, does not advise individuals resident in the Sultanate of Oman as to the appropriateness
of investing in or purchasing or selling securities or other financial products. Nothing
contained in this document is intended to constitute investment, legal, tax, accounting or other
professional advice in, or in respect of, the Sultanate of Oman. This document is confidential
and for your information only and nothing is intended to endorse or recommend a particular
course of action. You should consult with an appropriate professional for specific advice
rendered on the basis of your situation.
Important Information for Qatar investors:
This document is not intended to constitute an offer, sale or delivery of the Longleaf Partners
UCITS Funds or other securities under the laws of the State of Qatar. The offer of the Longleaf
Partners UCITS Funds has not been and will not be licensed pursuant to Law No. 8 of 2012
(“QFMA Law”) establishing the Qatar Financial Markets Authority (“QFMA”) and the regulatory
regime thereunder (including in particular the QFMA Regulations issued vide QFMA Board
Resolution No.1 of 2008, QFMA Offering and Listing Rulebook of Securities of November 2010
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(“QFMA Securities Regulations”) and the Qatar Exchange Rulebook of August 2010) or the rules
and regulations of the Qatar Financial Centre (“QFC”) or any laws of the State of Qatar. The
document does not constitute a public offer of securities in the State of Qatar under the QFMA
Securities Regulations or otherwise under any laws of the State of Qatar. The Longleaf Partners
UCTIS Funds are only being offered to a limited number of investors, less than a hundred in
number, who are willing and able to conduct an independent investigation of the risks involved
in an investment in such Funds. No transaction will be concluded in the jurisdiction of the
State of Qatar (including the QFC).
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a
solicitation for investments from members of the public in terms of CISCA and do not
constitute an offer to the public as contemplated in section 99 of the Companies Act. The
addressee acknowledges that it has received this Document and any of its Supplement(s) in
the context of a reverse solicitation by it and that this Document and any of its Supplement(s)
have not been registered with any South African regulatory body or authority. A potential
investor will be capable of investing in only upon conclusion of the appropriate investment
agreements. This document is provided to you for informational purposes only. For more
information, including a prospectus and simplified prospectus, potential eligible investors
should call Gwin Myerberg at 44 (0)20 7479 4212 or gmyerberg@SEasset.com. Ms. Myerberg
is a Representative employed by Southeastern Asset Management, which accepts responsibility
for her actions within the scope of her employment. Potential eligible investors should read
the prospectus and simplified prospectus carefully, considering the investment objectives, risks,
charges, and expenses of the product, before making any investment decision. Past
performance is no guarantee of future performance. The value of investments, and the income
from them, may fall or rise and investors may get back less than they invested. Southeastern
Asset Management is an authorized financial services provider with FSP No. 42725.
Important information for Spanish investors:
The sale of the shares of Longleaf Partners Global UCITS Fund and Longleaf Partners Asia
Pacific UCITS Fund (the “Funds”) which this document refers to have not been registered with
the Spanish National Securities Market Commission (“Comision Nacional del Mercado de
Valores”) pursuant to Spanish laws and regulations and do not form part of any public offer
of such securities in Spain. Accordingly, no shares in the Funds may be, and/or are intended
to be publicly offered, marketed or promoted, nor any public offer in respect thereof made, in
Spain, nor may these documents or any other offering materials relating to the offer of shares
in the Fund be distributed, in the Kingdom of Spain, by the Distributor or any other person on
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their behalf, except in circumstances which do not constitute a public offering and marketing
in Spain within the meaning of Spanish laws or without complying with all legal and
regulatory requirements in relation thereto. This document and any other material relating to
Fund shares are strictly confidential and may not be distributed to any person or any entity
other than its recipients.
Important information for Swedish investors:
The following materials are intended only for qualified investors. This material shall not be
reproduced or publicly distributed. The Longleaf Partners Unit Trust is not authorised under
the Swedish Investment Funds Act. The shares of the Fund are being offered to a limited
number of qualified investors and therefore this document has not been, and will not be,
registered with the Swedish Financial Supervisory Authority under the Swedish Financial
Instruments Trading Act. Accordingly, this document may not be made available, nor may the
shares otherwise be marketed and offered for sale in Sweden, other than in circumstances
which are deemed not to be an offer to the public in Sweden under the Financial Instruments
Trading Act.
Important information for Swiss investors:
The jurisdiction of origin for the Longleaf Partners UCITS Funds is Ireland. The representative
for Switzerland is ARM Swiss Representatives SA., Route de Cite-Ouest 2, 1196 Gland. The
paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1, 8022 Zurich. The
Prospectus, the KIID, the Trust Deed, as well as the annual and semi-annual reports may be
obtained free of charge from the representative in Switzerland. The current document is
intended for informational purposes only and shall not be used as an offer to buy and/or sell
shares. The performance shown does not take account of any commissions and costs charged
when subscribing to and redeeming shares. Past performance may not be a reliable guide to
future performance.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated
investors: (a) upon their request and confirmation that they understand that neither
Southeastern Asset Management, Inc. nor the Longleaf Partners Asia Pacificl UCITS Fund have
been approved or licensed by or registered with the United Arab Emirates Central Bank (“UAE
Central Bank”), the Securities and Commodities Authority (“SCA”), the Dubai Financial Services
Authority (“DFSA”) or any other relevant licensing authorities or governmental agencies in the
United Arab Emirates (including the DIFC),nor has the placement agent, if any, received
authorization or licensing from the UAE Central Bank, SCA, the DFSA or any other relevant
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licensing authorities or governmental agencies in the United Arab Emirates (including the
DIFC); (b) on the condition that it will not be provided to any person other than the original
recipient, is not for general circulation in the United Arab Emirates (including the DIFC) and
may not be reproduced or used for any other purpose; and (c) on the condition that no sale
of securities or other investment products in relation to or in connection with either
Southeastern Asset Management, Inc. or the Longleaf Partners Asia Pacific UCITS Fund is
intended to be consummated within the United Arab Emirates (including in the DIFC). Neither
the UAE Central Bank, SCA nor the DFSA have approved this document or any associated
documents, and have no responsibility for them. The shares in the Longleaf Partners Asia
Pacific UCITS Fund are not offered or intended to be sold directly or indirectly to retail investors
or the public in the United Arab Emirates (including the DIFC). No agreement relating to the
sale of the shares is intended to be consummated in the United Arab Emirates (including the
DIFC). The shares to which this document may relate may be illiquid and/or subject to
restrictions on their resale. Prospective investors should conduct their own due diligence on
the shares. If you do not understand the contents of this document you should consult an
authorized financial advisor.
Important information for UK investors:
The KIID and Full Prospectus (including any supplements) for this fund are available from
Southeastern Asset Management International (UK) Limited which is authorized and regulated
by the Financial Conduct Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a) persons
who have professional experience in matters relating to investments falling within article 19(5)
of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 (as
amended) (the “Order”) or (b) high net worth entities and other persons to whom it may be
otherwise lawfully be communicated, falling within Article 49(2) of the Order (all such persons
being referred to as “relevant persons”). This document must not be acted on or relied on by
persons who are not relevant persons. Any investment activity to which this document relates
is available only to relevant persons and will be engaged in only with relevant persons. Any
person who is not a relevant person should not act or rely on this document or any of its
contents.
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Longleaf Asia Pacific UCITS Fund ended the year with a strong fourth quarter, returning
10.45% and outpacing the MSCI AC Asia Pacific Index’s 9.46% in the period. The Fund
ended the year up 18.58%, narrowly trailing the Index.
Portfolio Returns at 31/12/19 – Net of Fees
4Q19

1 Year

3 Year

5 Year

Since
Inception
2/12/2014

APAC UCITS (Class I USD)
MSCI AC Asia Pacific Index
Relative Returns

10.45%
9.46%
+0.99%

18.58%
19.36%
-0.78%

8.71%
10.77%
-2.06%

7.01%
6.93%
+0.08%

6.62%
6.52%
+0.10%

Selected Indices*
Hang Seng Index
TOPIX Index (JPY)
TOPIX Index (USD)
MSCI Emerging Markets

4Q19
8.35%
8.57%
7.84%
11.84%

1 Year
12.87%
18.11%
19.76%
18.42%

3 Year
12.45%
6.65%
9.12%
11.58%

5 Year
7.27%
6.40%
8.39%
5.61%

*Source: Bloomberg; Periods longer than one year are annualized

2019 was an extraordinarily good year for equity market returns broadly, and US stocks
soared to new heights. The broad trends that have defined the past decade continued:
Growth stocks over Value stocks, US markets outperforming Non-US markets (including
Asia), US dollar strength, continued strength in fixed income, and further rate cuts by
central banks globally.
Asian equity markets were somewhat mixed, as ongoing fears of a trade war and unrest in
Hong Kong (HK) drove volatility, but ultimately also ended the year strongly, with the MSCI
AC Asia Pacific index gaining over 19%, recovering from its 13% loss in 2018. Laggards in
2018, were the leaders in 2019. Nevertheless, this year has been tough for Asia, with
significant inter and intra-quarter volatility.

The slowdown arrived early in Asia for

semiconductors, autos, and gambling. Asian markets suffered from the China-US trade
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war, disputes between Japan and Korea, mass protests in HK, a sharp decline in auto sales,
a strong dollar, a weak renminbi, falling commodity prices, and Brexit fears. The year
finished with a strong fourth quarter, aided by quantitative easing, rate cuts, a phase one
trade deal between China and the US, and lower prospects of direct Chinese intervention
to quell mass protests in HK.
Contrary to expectations, our significant exposure to HK (35% overweight vs. the index) and
our significant underweight to Japan (12% underweight) did not hurt our relative
performance in 2019. Our HK investments contributed the largest returns for the year,
and our Japanese investments were the largest contributor to returns in the fourth quarter
as a result of strong stock-specific performance. Most companies in the portfolio were
positive in the quarter and the year, with over sixty percent of the investments producing
positive double-digit returns over the year. Speedcast International, the Australian listed
communications service provider, was a 3.4% drag on returns for the year, we exited the
position in the quarter.
While currency was a moderate headwind for the first 9 months of 2019, currency was a
positive contributor for both the Fund and the index in the fourth quarter and the full year,
as the US dollar pulled back from its multi-year high seen earlier in the year. In the fourth
quarter, strong stock-specific performance across multiple sectors in Japan and HK drove
our relative outperformance.
Growth has continued to outperform Value globally and in Asia, and large-cap companies
outperformed small-cap this year. This trend accelerated in the last quarter, where the top
four MSCI AC Asia Pacific Index constituents that account for 10% of the index – tech giants
Alibaba, Tencent, TSMC, and Samsung Electronics – contributed 23% of index returns.
Except for Samsung Electronics, they all trade above 25x earnings.
Almost every asset class did well last year, from “low volatility” long-dated US government
bonds and fixed income credit to equities and commodities. In particular, US markets
continued to strengthen, further increasing the valuation disparity between the US and
Asian capital markets, not just in equities, but in fixed income and currencies.
For the past decade, it has paid to be overweight US equities, the US dollar, and fixed
income, as the cost of capital decreased with dramatically lower interest rates, tighter credit
spreads, a large reduction in corporate tax rates, and unprecedented amounts of
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quantitative easing. Long duration assets, whether long-dated bonds or fast compounding
tech companies that typically have 100% of their value in the terminal value (free cash flow
in the explicit forecast period is negative or negligible) — have been the biggest
beneficiaries over the past decade. While a meaningful rise in yields may be unlikely, the
very low absolute starting point of yields, combined with flat yield curves, means that the
tail risk of large losses associated with a duration sell-off is elevated in long-duration assets.
The extraordinary 11-year bull market in US equities has now compounded to a 351% total
return (with dividends reinvested into the S&P 500 Index), while the MSCI AC Asia Pacific
Index has generated 150% over that same period. These backward-looking returns make
it easy for investors to forget that the prior decade ending in 2008, which saw Asian markets
handily outpace US markets by almost 50 percentage points. US dollar strength has
negatively impacted the index’s total performance over the last decade and our
performance since inception. We are hard-pressed to recall a time when three such
significant indicators: US vs. Asia, Value vs. Growth, and USD vs. Non-USD — have all had a
over a decade-long run so lopsidedly in favor of US Growth. This bodes well for the next
decade if we believe markets eventually revert from the short-term voting machine to Ben
Graham’s long-term weighing machine.
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The carry trade no longer works:

Our conviction on Asian currencies being attractive relative to the US dollar has increased
in the past year, as US Treasury yields have continued to compress. The carry trade that
created significant foreign demand for higher-yielding US bonds has stopped working.
After hedging costs, European and Japanese investors no longer enjoy a better return on
US Treasuries than investing in their local government bonds, decreasing foreign demand
for US Treasuries and the US dollar.
At some point, the relative and absolute value of Asian equities will become undeniably
attractive, not just from a relative return perspective, but also from a risk diversification
perspective. When 10 trillion dollars of bonds are negative-yielding, and credit spreads are
as tight as they’ve ever been, how much higher can things go?

The current top 20

companies in the S&P 500 by market cap (excluding Amazon’s high PE both then and now)
have a weighted average next twelve months (NTM) PE of just over 26x vs. just over 16x at
the start of 2014. Today’s multiples are on after-tax margins that are near peak levels.
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As of December 2019
Country
Hong Kong
South Korea
Singapore
Japan
China
Australia
United States
Source: FactSet

Price
to
Book
1.50
1.01
1.15
1.32
2.28
2.20
3.27

NTM
Price to
Earnings
11.65
11.95
13.37
15.01
15.08
17.49
18.87

LTM
Price to
Earnings
14.17
17.08
15.86
15.74
27.43
19.15
23.75

NTM
Earnings
Yield
8.59
8.37
7.48
6.66
6.63
5.72
5.3

Dividend
Yield

Bond
Yield

2.10
1.80
3.53
2.21
1.43
3.70
1.74

1.70
1.67
1.74
-0.02
3.20
1.38
1.92

LTM EV
to
EBITDA
11.32
8.34
16.10
9.26
18.34
12.27
14.37

LTM
Price to
Sales
1.62
0.68
1.43
0.83
1.56
2.16
2.05

Asian equities are one of the last bastions of liquid, “yieldy” assets available to investors
today. Asian equities are not only trading at lower multiples/higher earnings yield, but we
believe that earnings growth will be faster, and currency headwinds in the past decade will
more likely be a tailwind. We have invested in companies we believe will grow earnings per
share at double-digit growth rates, are financially sound, can grow through the cycle, and
are held at single or low double-digit multiples on margins that can grow meaningfully, even
without the benefit of a growing economy. It is much harder to compound over the long
run when your starting point is a sub-4% cap rate on high margins at companies that have
already grown to hundreds of billions of dollars in market capitalization. Bigger has been
better, and our relative results faced a headwind, particularly in 2019, as we had limited
exposure to Information Technology or Financials, which drove the strong index
performance.
Portfolio Discussion
As we wrote last quarter, over 40% of the portfolio is in businesses listed in HK. However,
the look-through economic exposure is far lower, in the mid-single digits. We have a long
history of investing successfully in HK, and we remain convicted in the long-term value of
our HK-listed investments. While it is a fluid situation that we are closely monitoring, we do
not believe that the protests in HK have permanently impaired the long-term valuation for
our businesses listed there. In the last quarter, we took advantage of events in HK to add
two high-quality franchises to our portfolio. Our long-term investment focus in Asia centers
around our network, providing insight into the quality of business and people, particularly
when these critical variables are changing for the better. Many companies in the region
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possess extraordinarily under-realized potential. We believe our philosophy, experience,
and network allow us to look past short-term price noise and provide a distinct advantage
in understanding what qualitative improvements can mean for future value realization.
In Japan, we are seeing significant changes at the grassroots level after years of the Abe
government’s Three Arrows initiative. Companies are showing more focus on return on
invested capital (ROIC) and profits, particularly when owner-operators are at the helm. We
also see an increased willingness to appoint independent board members that bring
oversight and capital allocation discipline. This is the case with Ebara and Hitachi. As a
result, Japanese companies were the highest percentage of our overall research process
and the largest incremental use of capital in 2019.
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Performance Review
4Q19

2019

Contribution
to Portfolio
Return (%)

Total
Return
(%)

Top Five
MinebeaMitsumi
Melco International
Baidu
L’Occitane
Hitachi

+2.33
+1.41
+1.26
+0.96
+0.70

+33
+19
+23
+21
+15

Bottom Five
Speedcast
Bharti Infratel
First Pacific
Vocus Group
Escorts Limited

-0.80
-0.40
-0.36
-0.11
+0.10

-35
-1
-11
-13
+8

Contribution
to Portfolio
Return (%)

Total
Return
(%)

Top Five
MinebeaMitsumi
Man Wah
Melco International
WH Group
Midea Group

+2.88
+2.80
+2.65
+2.07
+1.67

+47
+83
+40
+41
+59

Bottom Five
Speedcast
Baidu
First Pacific
MGM China
Bharti Infratel

-3.43
-1.20
-0.09
+0.08
+0.12

-74
-20
-9
-1
+3

MinebeaMitsumi — the Japanese manufacturer of high precision equipment and
components, was the top contributor for the fourth quarter and the full year, despite
headwinds from uncertain global macroeconomic conditions and trade friction between
the US and China. The company’s most profitable business – miniature precision ball
bearings – which MinebeaMitsumi dominates with over 60% global market share, suffered
from weakness in demand. While demand from automotive applications remains healthy,
supported by a structural move into electrification, ball-bearing demand for fan motors was
weak in the first half due to a slow down in the data center industry. As a result, the
company lowered its full-year earnings forecast. However, we saw clear signs of recovery
in the business starting in the third quarter. In December, MinebeaMitsumi announced
the acquisition of ABLIC for an attractive price of about 7x earnings before interest, tax,
depreciation and amortization (EBITDA) pre-synergies. ABLIC specializes in ultra-low power
analog semiconductors and is expected to deliver synergies in sales, production, and R&D.
Last month, we visited MinebeaMitsumi’s factories in Cambodia and Thailand and had a
productive discussion with CEO Yoshihisa Kainuma on shareholder returns and capital
allocation. We were happy to see the company resumed repurchasing shares in December
after the ABLIC acquisition announcement.

We are confident that Kainuma-san will

continue to create value for shareholders, as he has done over the past decade.
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Melco International — the Asian casino and resort holding company, was another top
contributor in the year and the fourth quarter. Melco was the top performer within the
Macau gaming sector after posting strong quarterly results. Its flagship property, City of
Dreams, has been gaining market share in both mass and VIP segments thanks to the
Morpheus hotel tower ramping up as expected. Melco opened a new premium mass
gaming area in October and is in the process of adding more villas, which should drive
further premium mass growth at City of Dreams. In 2019, overall industry revenue declined
by around 5%, driven by a sharp contraction of around 20% YOY in VIP gaming revenue.
However, the higher-margin mass business continued to grow at a double-digit growth
rate. We expect structural growth in the mass-market to continue, driven by growing
disposable income in China and the ongoing consumption upgrade that is driving more
travel overseas. The turmoil in Hong Kong has not had a significant impact on Macau
visitation numbers. Infrastructure improvements in and around Macau are also facilitating
fast and affordable travel to Macau. We believe Melco, which derives over 90% of its Macau
EBITDA from non-VIP business, will continue to be a beneficiary of mass gaming growth.
Most importantly, Melco has a strong balance sheet and is led by Chairman and CEO
Lawrence Ho, an owner-operator and adept capital allocator focused on building value per
share. In the last 18 months, he has adeptly used the group’s financial strength to
repurchase close to 10% of Melco Resort’s free float, privatize its Philippine subsidiary at
attractive multiples and purchase up to 20% of Crown Resorts from former partner James
Packer. Melco International also sold its Cyprus project stake to subsidiary Melco Resorts
for $375 million, significantly reducing Melco International’s spending obligations and
enabling the company to focus more aggressively on increasing shareholder returns. We
would encourage you to listen to our podcast interview with Lawrence Ho to learn more
about the history of Melco and his outlook for the business and the broader gaming
industry at:
https://southeasternasset.com/podcasts/melco-lawrence-ho-on-geopolitics-volatility-andopportunity-in-asia/
Baidu — the dominant online search business in China, was a top contributor in the
quarter, but a detractor for the year. Macro weakness and increased online advertising
inventory impacted the entire industry in 2019. Baidu’s migration of its medical ad landing
pages from third party sites onto its own servers added increased control and compliance
over this important industry segment, but it also temporarily decreased revenues, further
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compounding macro industry headwinds.

Increased sponsorship expenses during

Chinese New Year and promotional expenses for app installation put further pressure on
profitability and free cash flow (FCF) in the first half of the year. Baidu management exerted
stricter financial discipline and eliminated any spending that didn’t meet ROI targets. In the
third quarter, Baidu’s Core operating margin delivered strong sequential improvements
that were well above consensus estimates.

While macro uncertainty remains, it is

encouraging to see that user time spent in Baidu’s ecosystem has grown faster than peers
in September and October, and Baidu should enjoy faster growth in 2020 simply because
of the low base effect in 2019. We support Baidu’s decision to launch an additional US$1
billion share buyback program to take advantage of the mispricing of its shares. The
company’s recent move to sell some Trip.com shares and raise US$1 billion of offshore
cash demonstrated its commitment to complete this value-accretive buyback program.
While the share price has partly recovered from its lows, Baidu’s core advertising business
is still trading at a low-single-digit FCF multiple and remains substantially undervalued.
L’Occitane — the natural and organic-based cosmetics company, was a contributor in the
quarter. During the half-year ending in September, its sales grew by 22.1% YOY, helped by
all brands achieving respectable growth in the second quarter, which accelerated from the
first quarter and included the consolidation of the newly-acquired Elemis brand. Samestore sales growth was 1.7% or 2.4% excluding Hong Kong during the period, which was inline with our expectations. Although gross margins declined from 82.4% in 1H FY2019 to
81.2% in 1H FY2020, this was primarily due to a mix shift towards Elemis, which has lower
gross margins, but higher operating margins. Operating margins, therefore, improved
significantly from 1% in 1H FY2019 to 5.7% in 1H FY2020, driven by the consolidation of
Elemis and L’Occitane’s exerting more discipline on marketing expenses. The company
reported another strong month following the half year-end in its key markets, and its
November 11 (Singles’ Day in China) sales were up over 80% YOY. While the share price
has appreciated this year, we still see upside with margins on an uptrend for legacy brands,
opportunities for Elemis to grow in Asia, and a turnaround at the Limelife brand.
Hitachi — the Japanese industrial conglomerate, was a contributor for the quarter and the
year. Hitachi announced a series of value-unlocking corporate activities. In October,
Hitachi merged its auto parts business with associates of Honda to create synergies and to
achieve 10% operating profit margins by March 2022. In December, Hitachi sold its medical
diagnostic imaging-related business to Fujifilm for over 18x EBITDA and announced the
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sale of subsidiary Hitachi Chemical to Showa Denko for about 12x EBITDA — almost double
our appraisal for the business. We expect Hitachi to continue assessing opportunities to
unlock value for its remaining listed subsidiaries. In addition, Hitachi successfully resolved
a potential 700 billion yen claim by Mitsubishi Heavy Industries for a power plant liability in
South Africa and will end up settling this liability for just 21bn yen in net cash payments.
Hitachi management and board are driving initiatives focused on capital efficiency and
shareholder return. This year, Hitachi introduced ROIC targets (>10%) and an Operating
Income margin target of 10% by FY2021 as part of its Mid-term management plan. While
Hitachi is selling its subsidiary for double-digit EBITDA multiples, the unlisted Hitachi stub,
which excludes the value of its listed subsidiaries, is still trading at a low single-digit EBITDA
multiple. We are confident that as Hitachi continues to review other opportunities to
unlock value within the group, the re-rating of the business will continue towards levels
closer to its global peers.
Speedcast International — the largest global satellite communications network service
provider, was the largest detractor in the quarter and the year. We discussed Speedcast
in detail in last quarter’s letter. Given the significant price correction, we re-underwrote the
investment case and concluded that merger integration would take longer than initially
thought and can only be executed after addressing the immediate cash flow and balance
sheet concerns. We believe organic growth will be difficult to achieve until the merger
integration is complete. We decided to exit this investment and reallocate capital to more
attractive opportunities.
Bharti Infratel — the dominant mobile tower operator in India, was also a detractor in the
quarter. Our going-in investment case last year was that Infratel is a dominant franchise
with long-term recurring revenues in a secular growth market, high free cash generation, a
net cash balance sheet, discounted share price, and a pathway to independence from
mobile operator ownership. The company has delivered better results than we expected
and paid sizable dividends. Its valuation remains attractive, but we trimmed our position
during the quarter primarily due to two key reasons, both beyond the company’s control:
•

Bharti Infratel’s merger with Indus has been delayed multiple times as it awaits approval
from India’s Department of Telecommunications (DOT) ministry. We expect this merger
to be value accretive, and the completion of the merger should enable a stake sale by
mobile operators, thus making Infratel independent and drive a re-rating of Infratel.
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•

The surprise verdict by India’s Supreme Court on a 15-year old lawsuit to impose huge
penalties on the mobile incumbents has put the survivability of one of India’s largest
mobile operators, Vodafone-Idea (VI), into question. VI is Bharti Infratel’s second-largest
tenant and VI owes about $4 billion to the Government of India (GOI) due to be paid
within three months. VI’s balance sheet is already highly levered, and this Supreme
Court order is a significant blow.

Bharti Infratel had relatively flat stock performance despite the turbulence that this sector
underwent during this quarter. However, there was an almost 50% move between the
intra-quarter low and high for the company. The GOI realizes that it will be the biggest
loser if they push the second-largest mobile operator into bankruptcy, as the majority of
VI’s debt is owed to the GOI. The GOI has formed a special committee to provide relief to
the sector. The sector is becoming more rational with an almost 40% increase in mobile
data charges in the last few months, which bodes well for long-term network capex
spending by the operators. As a result, the stock price has recovered from depressed levels
in recent weeks.
First Pacific — the HK-listed investment holding company with its primary operations in the
Philippines and Indonesia was a detractor in the quarter and year. In December, the stock
price of Metro Pacific Investment Corporation (MPIC, a core asset of First Pacific and an
infrastructure company with investments in energy, toll roads, water and hospitals in the
Philippines) had a sharp correction. The Philippine water regulator revoked the resolution
authorizing the 15-year extension of the concession agreement for MPIC’s water
concession in Metro Manila. The stock price of MPIC, which owns 51% of the Maynilad
water concession, declined by 19%. Although MPIC successfully sold its hospital business
at an attractive multiple, which was accretive to its net asset value, the overall sentiment in
regulated sectors in the Philippines has turned negative due to increasing regulatory risk.
Despite 2019 being a transformational year for First Pacific as it made many positive
corporate governance actions that can lead to better capital allocation decisions, we
reduced our investment due to its high exposure to Philippine regulatory risk and financial
leverage. We are still keeping a close eye on capital allocation decisions made by the
company and its debt reduction progress.
Vocus — the Australian telecommunications service provider, was a detractor during the
quarter. There are concerns that NBN (National Broadband Network), a quasi-government
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monopoly that was established to bring high-speed internet access to Australians, is
looking to enter the enterprise market. Such scope creep on the part of NBN might lead
to over-building of corporate telco infrastructure and increase competition in enterprise
space, which has so far been insulated from any NBN impact. Vocus is a challenger in the
enterprise market and an NBN entry into this space would make it tougher for Vocus to
gain share. We exited our small position in Vocus as the Price/Value ratio was over 90%,
and we used the cash to fund other opportunities.
Chinese reclining sofa maker Man Wah and white goods maker Midea Group were both
top five contributors for the year, as much of the macro and trade war fears – that severely
affected their share prices last year – dissipated as both companies demonstrated their
earnings resilience. Man Wah – up 83% in 2019 – was particularly undervalued, as its high
exposure to the US market worried investors. Man Wah acquired a production plant in
Vietnam – which enables tax-free exports to the US – ahead of the escalation in the trade
war and ramped up production faster than expected. While around 40% of Midea’s sales
are overseas, only a mid-single-digit percentage of their exports are impacted by US tariffs,
as Midea has 18 production facilities outside China, limiting the impact of any tariff
increases on earnings.
Both Midea and Man Wah are beneficiaries of the powerful consumption upgrade trend
driven by the rise in disposable income among Chinese consumers. This upgrade trend
continued to drive demand for both Midea and Man Wah’s products and allowed them to
grow earnings in the past few quarters, despite a weak macro-economic environment.
Both companies took advantage of the fear in the capital markets and repurchased shares
at value-accretive prices this year. Midea also successfully privatized listed subsidiary Wuxi
Little Swan at a highly attractive price. Cycles of greed and fear allow us to take advantage
of market sentiment to acquire world-class companies run by competent managers at a
significant discount to intrinsic value.
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Portfolio Changes
This year, we meaningfully increased our Japan exposure by buying three new Japanese
companies – Hitachi, Ebara, and Seria. During the fourth quarter, we took advantage of the
volatility in HK and initiated an investment in two companies – Swiss luxury goods maker
Richemont and Chinese online travel agency Trip.com Group (formerly known as Ctrip).
Both companies’ share prices suffered because of weakness in their HK business due to
the political situation in HK. Richemont and Trip.com are cheap because of their sizable
revenue exposure to mainland Chinese travelers, who have drastically reduced travel to HK
in the past six months. In both cases, we believe the demand for their products and
services are fungible, and whatever shrinkage in demand they see in HK will be made up
by demand for their products and services elsewhere in time. We are confident that the
near-term disruption in their HK businesses does not meaningfully change the long-term
global demand for Richemont and Trip.com’s offerings.
Trip.com is the largest online travel agency (OTA) in the world, in terms of gross market
value, in the fourth quarter. Trip.com is the dominant OTA in China, with around 55%
market share in hotel and transportation bookings. As discussed above, the share price of
Trip.com was under pressure, mainly because of political problems in Hong Kong, a major
travel destination for mainland Chinese. The demonstrations in Hong Kong discouraged
Chinese tourist travel and negatively impacted both airline and hotel occupancy and prices.
This dampened the company’s near-term growth rate, but we are optimistic about the longterm outlook for Chinese tourism. With increasing disposable income per capita, Chinese
consumers continue to upgrade their consumption patterns, and tourism (both domestic
and international) is a key component of this consumption upgrade theme. Tourists who
initially planned to travel to Hong Kong are starting to re-direct their travel plans to other
regions. Outbound travel is a massive opportunity for Trip.com, as the number of passportcarrying Chinese citizens increase, visa restrictions decrease, and airfares decrease with
the increasing penetration of budget airlines in Asia. Outbound is also the highest margin
revenue stream for Trip.com because the average ticket price and take rates for
international bookings are much higher than for domestic travel.
We know Trip.com well through our investment in Baidu, which owned 18% of Trip.com
until recently. Baidu sold one-third of its stake in late September, adding a large supply of
shares to an already volatile market and further depressing the share price. Through our
interaction with Baidu management, we understand that Baidu sold Trip.com shares to
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raise dollars (outside of China) and we believe this would help to fund Baidu’s ADR share
buyback. Baidu continues to be the largest shareholder in Trip.com post the stake disposal
and remains confident in Trip.com’s business and prospects. We believe that the market
underappreciates the operating leverage of this business. Trip.com generates close to 80%
gross profit margins. Even when revenues decelerated due to regional headwinds in 2019,
the company still delivered a sizable operating margin expansion. Unlike western OTAs
who typically pay Google a significant amount of money for advertising, Trip.com doesn’t
have to pay as much of a “Google toll” because 80% of their traffic comes from their own
mobile super app, thus disintermediating the need for search advertising. As a result,
search advertising expense per unit of GMV is much lower for Trip.com vs. its western
peers. The company also enjoys a strongly negative working capital cycle, as it takes
payment from travelers in advance and pays service providers later. Thus, while on a priceearnings basis, the stock doesn’t look that cheap, on an FCF basis, Trip.com is attractively
priced. We paid low-double digits going in FCF multiple for this dominant OTA player with
tremendous growth potential.
Richemont owns a portfolio of world-class jewelry, watch, and fashion brands. Included in
their collection are Cartier, Van Cleef & Arpels, Buccellati, and specialist watch brands like
A. Lange & Soehne, Baume & Mercier, IWC Schaffhausen, Jaeger-LeCoultre, Panerai, Piaget,
and Vacheron Constantin. They also own online distributors Yoox Net-a-Porter (YNAP) and
Watchfinder & Co, giving them a leadership position in the online luxury e-commerce
space. Richemont is run by South African founder-owner Johann Rupert, who controls the
company with a 10% stake and 51% of the voting rights, and whose philosophy of creating
long-term value through building brand equity resonates with our own. We believe Asian
customers account for over 60% of Richemont’s global sales. Concerns of a slowdown in
China, the uncertainties of a trade war, and a steep decline in mainland Chinese visitors to
Hong Kong, previously a large and highly profitable market for Richemont, allowed us to
buy this world-class portfolio of luxury brands at a discount to our appraisal. The value of
luxury brands has recently been highlighted by LVMH’s offer to acquire Tiffany & Co for 25x
earnings and 14x EBITDA. In our view, Tiffany & Co is a lower quality brand than those in
Richemont’s portfolio, like Cartier and Van Cleef & Arpels. Richemont’s brand portfolio
currently trades at 17.5x FCF, excluding its investment portfolio and YNAP as non-earning
assets. 85%+ of the watches Richemont sells retail at above $3,500, putting them firmly in
the luxury/jewelry space rather than competing with lower-priced wearable tech.
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In September, we also initiated a small position in Indian agricultural equipment
manufacturer, Escorts, which is one of the top five farm equipment manufacturers in India
with around 11.5% market share. India is in the early stages of agriculture mechanization.
The tractor market is under-penetrated, offering a long runway for growth. Escorts aims
to increase its market share to 15% in the next three years by filling gaps in its product
portfolio and distribution footprint and by offering in-house financing and digital tractor
solutions. Escorts is run by a second-generation, western-educated owner-manager, Nikhil
Nanda, who is focused on compounding value per share. During his years at Escorts, the
company has shrunk to grow by exiting unprofitable and unrelated non-core businesses,
and focusing on three core engineering verticals: farm equipment, construction equipment,
and railway equipment. The farm equipment business accounts for 85% of its NAV. The
ongoing slowdown in India, combined with the non-banking financial crisis (which resulted
in tighter credit availability) and delayed monsoons, led to a sharp decline in tractor sales
in recent months. This drove a sharp decrease in Escort’s share price, allowing us to buy
this franchise at a high-single going-in FCF multiple. We believe the current issues are
cyclical and the long-term growth prospects of India’s farm equipment sector are attractive.
Escorts is well placed to gain share in this growing industry and increase margins. We
believe the market does not give credit to Escorts for the 27% of the company that it holds
as treasury stock. This is a hugely valuable asset for the company that can be used as
currency for potential M&A or canceled.
In the fourth quarter, we exited our small position in Vocus as price approached value. As
discussed above, we sold Speedcast and reduced our weighting in Bharti Infratel and First
Pacific.
In the first quarter, we exited Yum China at a 35% gain, as the price approached our value.
This is our second time in three years that we bought and sold Yum China — volatility
creates opportunities to buy world-class franchises at substantial discounts to intrinsic
value. We also exited our investment in Chinese e-commerce operator, Vipshop, in the first
quarter. In hindsight, we sold prematurely, given the rapid recovery of the stock price this
year. We exited due to a lack of material improvement in incremental demand coming
from the Tencent and JD.com alliance two years ago, slowing revenue growth with minimal
operating leverage in the business, and increasing competition in the Chinese e-commerce
space. We also disagreed with management’s capital allocation approach, as Vipshop was
committed to deploying more capital towards building up its logistics and distribution
network. Recent moves by the company to explore selling its express delivery business
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and warehouse infrastructure to improve profitability and returns have been taken
positively by the market, and Tencent increased its stake in December to almost 10%, up
from the initial 7% stake purchase in December 2017.
Outlook
We expect to see continued market opportunities in 2020, as we face a presidential
election in the US, Brexit continuing its slow progression, hopes for a resolution to the USChina trade war, HK unrest, and more geopolitical uncertainty. We expect volatility to
continue, allowing us to opportunistically allocate capital to the most attractive investments
from a risk-adjusted perspective. We believe this flexibility to choose investments across
the region spanning market capitalization, coupled with our network and deep company
specific fundamental analysis, gives us a distinct advantage versus those mandates that can
only invest in one country or sub-region.
Our Price-to-Value ratio is in the high-60s%, having dipped below 60% during the quarter,
and our cash level is low, while our on-deck list is attractive.

See the following pages for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf
Partners UCITS Funds. No shares of the Longleaf Partners Asia Pacific UCITS Fund (“Fund”)
may be offered or sold in jurisdictions where such offer or sale is prohibited. Any
performance is for illustrative purposes only. Current data may differ from data quoted.
Investment in the Fund may not be suitable for all investors. Potential eligible investors in
the Fund should read the prospectus and the Key Investor Information Document (KIID)
carefully, considering the investment objectives, risks, charges, and expenses of the
product, before making any investment decision. The value of investments, and the income
from them, may fall or rise and investors may get back less than they invested. Past
performance is no guarantee of future performance. Investment in the Fund may not be
suitable for all investors. This document does not constitute investment advice – investors
should ensure they understand the legal, regulatory and tax consequences of an
investment in the Fund.
Any subscription may only be made on the terms of the Prospectus and subject to
completion of a subscription agreement.
P/V (“price-to-value”) is a calculation that compares the prices of the stocks in a portfolio to
Southeastern’s appraisal of their intrinsic values. The ratio represents a single data point
about a Fund and should not be construed as something more. P/V does not guarantee
future results, and we caution investors not to give this calculation undue weight.
“Margin of Safety” is a reference to the difference between a stock’s market price and
Southeastern’s calculated appraisal value. It is not a guarantee of investment performance
or returns.
Important information for Australian investors:
Southeastern Asset Management, Inc. (“Southeastern”) and Southeastern Asset
Management, Inc. Australia Branch, ARBN 155383850, a US company (“Southeastern
Australia Branch”), have authorised the issue of this material for use solely by wholesale
clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of any of its
related bodies corporate. By accepting this material, a wholesale client agrees not to
reproduce or distribute any part of the material, nor make it available to any retail client,
without Southeastern’s prior written consent.
Southeastern and Southeastern Australia Branch are exempt from the requirement to hold
an Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) in
respect of financial services, in reliance on ASIC Class Order 03/1100, a copy of which may
be obtained at the web site of the Australian Securities and Investments Commission,
http://www.asic.gov.au.
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The class order exempts bodies regulated by the US Securities and Exchange Commission
(SEC) from the requirement to hold an AFSL where they provide financial services to
wholesale clients in Australia on certain conditions. Financial services provided by
Southeastern are regulated by the SEC, which are different from the laws applying in
Australia.
Important information for Belgian investors:
This document and the information contained herein are private and confidential and are
for the use on a confidential basis only by the persons to whom such material is addressed.
This document does not constitute and may not be construed as the provision of
investment advice, an offer to sell, or an invitation to purchase, securities in any jurisdiction
where such offer or invitation is unauthorized. The Longleaf Partners Global UCITS Fund
and Longleaf Partners Asia Pacific UCITS Fund have not been and will not be registered
with the Belgian Financial Services and Markets Authority (Autoriteit voor financiële
diensten en markten/ Autorité des services et marchés financiers) as a foreign collective
investment undertaking under Article 127 of the Belgian Law of 20 July 2004 on certain
forms of collective management of investment portfolios. The offer in Belgium has not been
and will not be notified to the Financial Services and Markets Authority, nor has this
document been nor will it be approved by the Belgian Financial Services and Markets
Authority. The shares issued by the Funds shall, whether directly or indirectly, only be
offered, sold, transferred or delivered in Belgium to individuals or legal entities who are
Institutional or Professional Investors” in the sense of Article 5§3 of the Belgian Law of 20
July 2004 on certain forms of collective management of investment portfolios (as amended
from time to time), acting for their own account and the offer requires a minimum
consideration of €250,000 per investor and per offer. Prospective investors are urged to
consult their own legal, financial and tax advisers as to the consequences that may arise
from an investment in the Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE
REGISTERED WITH ANY SECURITIES EXCHANGE COMMISSION OR OTHER SIMILAR
AUTHORITY IN BRAZIL, INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE
COMMISSION (COMISSÃO DE VALORES MOBILIÁRIOS - “CVM”). SUCH PRODUCTS WILL NOT
BE DIRECTLY OR INDIRECTLY OFFERED OR SOLD WITHIN BRAZIL THROUGH ANY PUBLIC
OFFERING, AS DETERMINED BY BRAZILIAN LAW AND BY THE RULES ISSUED BY CVM,
INCLUDING LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS
AMENDED FROM TIME TO TIME, OR ANY OTHER LAW OR RULES THAT MAY REPLACE THEM
IN THE FUTURE.
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ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN LAWS
AND REGULATIONS AND BY THE RULES ISSUED BY THE CVM, INCLUDING LAW NO. 6,385
(DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME TO TIME,
OR ANY OTHER LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE, MUST NOT BE
PERFORMED WITHOUT SUCH PRIOR REGISTRATION. PERSONS WISHING TO ACQUIRE THE
PRODUCTS OFFERED HEREUNDER IN BRAZIL SHOULD CONSULT WITH THEIR OWN
COUNSEL AS TO THE APPLICABILITY OF THESE REGISTRATION REQUIREMENTS OR ANY
EXEMPTION THEREFROM. [WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND
SOLICITATION IS LIMITED TO QUALIFIED INVESTORS AS DEFINED BY CVM RULE NO. 409
(AUG. 18, 2004), AS AMENDED FROM TIME TO TIME OR AS DEFINED BY ANY OTHER RULE
THAT MY REPLACE IT IN THE FUTURE. THIS DOCUMENT IS CONFIDENTIAL AND INTENDED
SOLELY FOR THE USE OF THE ADDRESSEE AND CANNOT BE DELIVERED OR DISCLOSED IN
ANY MANNER WHATSOEVER TO ANY PERSON OR ENTITY OTHER THAN THE ADDRESSEE.
Important information for Danish investors:
Each Fund’s prospectus has not been and will not be filed with or approved by the Danish
Financial Supervisory Authority or any other regulatory authority in Denmark and the
shares have not been and are not intended to be listed on a Danish stock exchange or a
Danish authorized market place. Furthermore, the shares have not been and will not be
offered to the public in Denmark. Consequently, these materials may not be made available
nor may the shares otherwise be marketed or offered for sale directly or indirectly in
Denmark.
Important information for Guernsey investors:
Neither the Guernsey Financial Services Commission nor the States of Guernsey Policy
Council take any responsibility for the financial soundness of the Longleaf Partners UCITS
Funds or for the correctness of any of the statements made or opinions expressed with
regard to it. If you are in any doubt about the contents of this document you should consult
your accountant, legal or professional adviser or financial adviser.
Southeastern Asset Management has taken all reasonable care to ensure that the facts
stated in this document are true and accurate in all material respects, and that there are
no other facts the omission of which would make misleading any statement in the
document, whether of facts or of opinion. It should be remembered that the price of Fund
shares and the income from them can go down as well as up.
Important information for Hong Kong investors:
No person may offer or sell in Hong Kong, by means of any document, any Shares other
than (a) to “professional investors” as defined in the Securities and Futures Ordinance (Cap.
571) of Hong Kong and any rules made under that Ordinance; or (b) in other circumstances
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which do not result in the document being a “prospectus” as defined in the Companies
Ordinance (Cap. 32) of Hong Kong or which do not constitute an offer to the public within
the meaning of that Ordinance. No person may issue, or have in its possession for the
purposes of issue, whether in Hong Kong or elsewhere, any advertisement, invitation or
document relating to the Shares, which is directed at, or the contents of which are likely to
be accessed or read by, the public in Hong Kong (except if permitted to do so under the
securities laws of Hong Kong) other than with respect to Shares which are or are intended
to be disposed of only to persons outside Hong Kong or only to “professional investors” as
defined in the Securities and Futures Ordinance (Cap. 571) of Hong Kong and any rules
made under that Ordinance.
WARNING
The contents of this document have not been reviewed by any regulatory authority in Hong
Kong. You are advised to exercise caution in relation to the offer. If you are in any doubt
about the contents of this document, you should obtain independent professional advice.
Important information for Indian investors:
Southeastern Asset Management Inc.’s products and services are not being offered to the
public and are only for private placement purposes. This marketing material is addressed
solely to you and is for your exclusive use. Any offer or invitation by Southeastern is capable
of acceptance only by you and is not transferrable. This marketing material has not been
registered as a prospectus with the Indian authorities. Accordingly, this may not be
distributed or given to any person other than you and should not be reproduced, in whole
or in part. This offer is made in reliance to the private placement exemption under Indian
laws.
Important information for Italian investors:
No offering of shares of the Longleaf Partners Unit Trust comprised of the Longleaf
Partners Global UCITS Fund and Longleaf Partners Asia Pacific UCITS Fund (the “Funds”)
has been cleared by the relevant Italian supervisory authorities. Thus, no offering of the
Funds can be carried out in the Republic of Italy and this marketing document shall not be
circulated therein – not even solely to professional investors or under a private placement
– unless the requirements of Italian law concerning the offering of securities have been
complied with, including (i) the requirements set forth by Article 42 and Article 94 and seq.
of Legislative Decree No 58 of 24 February 1998 and CONSOB Regulation No 11971 of 14
May 1999, and (ii) all other Italian securities tax and exchange controls and any other
applicable laws and regulations, all as amended from time to time. We are sending you the
attached material as a follow up to the specific request received by you. You are fully aware
that the Funds have not been registered for offering in Italy pursuant to the Italian internal
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rules implementing the UCITS IV directive. Therefore, you are expressly fully aware that the
Italian protections granted by the applicable legal framework would not apply and you
would be exclusively responsible for the decision to invest in the Funds. Moreover, you
represent that you would only invest directly or on behalf of third parties to the extent that
this is fully lawful and you comply with any conduct of business rules applicable to you in
connection with such investment. You agree to refrain from providing any document
relating to the Funds to any party unless this is fully compliant with applicable law.
Important information for Jersey investors:
Financial services advertisement. This document relates to a private placement and does
not constitute an offer to the public in Jersey to subscribe for the Shares offered hereby.
No regulatory approval has been sought to the offer in Jersey and it must be distinctly
understood that the Jersey Financial Services Commission does not accept any
responsibility for the financial soundness of or any representations made in connection
with the Fund. The offer of Shares is personal to the person to whom this document is
being delivered by or on behalf of the Fund, and a subscription for the Shares will only be
accepted from such person. This document may not be reproduced or used for any other
purpose.
Important information for Monaco investors:
The Longleaf Partners UCITS Funds described in this document have not been registered
for sale in Monaco under applicable law. Neither the Longleaf Partners UCITS Funds nor its
agents are licensed or authorized to engage in marketing activities in Monaco. Any
marketing or sale of Longleaf Partners UCITS Funds will be undertaken or made in strict
compliance with applicable law in Monaco. By receiving this document, each recipient
resident in Monaco acknowledges and agrees that it has contacted the Longleaf Partners
UCITS Funds at its own initiative and not as a result of any promotion or publicity by the
Longleaf Partners UCITS Funds or any of its agents or representatives. Monaco residents
acknowledge that (1) the receipt of this document does not constitute a solicitation from
the Longleaf Partners UCITS Funds for its products and/or services, and (2) they are not
receiving from the Longleaf Partners UCITS Funds any direct or indirect promotion or
marketing of financial products and/or services. This document is strictly private and
confidential and may not be (1) reproduced or used for any purpose other than evaluation
of a potential investment in the Longleaf Partners UCITS Funds by the intended recipient,
or (2) provided to any person or entity other than the intended recipient.
Important information for New Zealand investors:
No shares are offered to the public. Accordingly, the shares may not, directly or indirectly,
be offered, sold or delivered in New Zealand, nor may any offering document or

For Professional Investors Only

advertisement in relation to any offer of the shares be distributed in New Zealand, other
than: (A) to persons whose principal business is the investment of money or who, in the
course of and for the purposes of their business, habitually invest money or who in all
circumstances can be properly regarded as having been selected otherwise than as
members of the public; or (B) in other circumstances where there is no contravention of
the Securities Act 1978 of New Zealand.
Important Information for Oman investors:
The Longleaf Partners APAC UCITS Fund has not been registered or approved by the
Central Bank of Oman, the Oman Ministry of Commerce and Industry, the Oman Capital
Market Authority or any other authority in the Sultanate of Oman. Southeastern Asset
Management, Inc. has not been authorized or licensed by the Central Bank of Oman, the
Oman Ministry of Commerce and Industry, the Oman Capital Market Authority or any other
authority in the Sultanate of Oman, for discretionary investment management within the
Sultanate of Oman. The shares in the Longleaf Partners APAC UCITS Fund have not and will
not be listed on any stock exchange in the Sultanate of Oman. No marketing of any financial
products or services has been or will be made from within the Sultanate of Oman and no
subscription to any securities, products or financial services may or will be consummated
within the Sultanate of Oman. Southeastern Asset Management, Inc. is not a licensed
broker, dealer, financial advisor or investment advisor licensed under the laws applicable
in the Sultanate of Oman, and, as such, does not advise individuals resident in the Sultanate
of Oman as to the appropriateness of investing in or purchasing or selling securities or
other financial products. Nothing contained in this document is intended to constitute
investment, legal, tax, accounting or other professional advice in, or in respect of, the
Sultanate of Oman. This document is confidential and for your information only and
nothing is intended to endorse or recommend a particular course of action. You should
consult with an appropriate professional for specific advice rendered on the basis of your
situation.
Important Information for Qatar investors:
This document is not intended to constitute an offer, sale or delivery of the Longleaf
Partners UCITS Funds or other securities under the laws of the State of Qatar. The offer of
the Longleaf Partners UCITS Funds has not been and will not be licensed pursuant to Law
No. 8 of 2012 (“QFMA Law”) establishing the Qatar Financial Markets Authority (“QFMA”) and
the regulatory regime thereunder (including in particular the QFMA Regulations issued vide
QFMA Board Resolution No.1 of 2008, QFMA Offering and Listing Rulebook of Securities of
November 2010 (“QFMA Securities Regulations”) and the Qatar Exchange Rulebook of
August 2010) or the rules and regulations of the Qatar Financial Centre (“QFC”) or any laws
of the State of Qatar. The document does not constitute a public offer of securities in the
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State of Qatar under the QFMA Securities Regulations or otherwise under any laws of the
State of Qatar. The Longleaf Partners UCTIS Funds are only being offered to a limited
number of investors, less than a hundred in number, who are willing and able to conduct
an independent investigation of the risks involved in an investment in such Funds. No
transaction will be concluded in the jurisdiction of the State of Qatar (including the QFC).
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute
a solicitation for investments from members of the public in terms of CISCA and do not
constitute an offer to the public as contemplated in section 99 of the Companies Act. The
addressee acknowledges that it has received this Document and any of its Supplement(s)
in the context of a reverse solicitation by it and that this Document and any of its
Supplement(s) have not been registered with any South African regulatory body or
authority. A potential investor will be capable of investing in only upon conclusion of the
appropriate investment agreements. This document is provided to you for informational
purposes only. For more information, including a prospectus and simplified prospectus,
potential eligible investors should call Gwin Myerberg at 44 (0)20 7479 4212 or
gmyerberg@SEasset.com. Ms. Myerberg is a Representative employed by Southeastern
Asset Management, which accepts responsibility for her actions within the scope of her
employment. Potential eligible investors should read the prospectus and simplified
prospectus carefully, considering the investment objectives, risks, charges, and expenses
of the product, before making any investment decision. Past performance is no guarantee
of future performance. The value of investments, and the income from them, may fall or
rise and investors may get back less than they invested. Southeastern Asset Management
is an authorized financial services provider with FSP No. 42725.
Important information for Spanish investors:
The sale of the shares of Longleaf Partners Global UCITS Fund and Longleaf Partners Asia
Pacific UCITS Fund (the “Funds”) which this document refers to have not been registered
with the Spanish National Securities Market Commission (“Comision Nacional del Mercado
de Valores”) pursuant to Spanish laws and regulations and do not form part of any public
offer of such securities in Spain. Accordingly, no shares in the Funds may be, and/or are
intended to be publicly offered, marketed or promoted, nor any public offer in respect
thereof made, in Spain, nor may these documents or any other offering materials relating
to the offer of shares in the Fund be distributed, in the Kingdom of Spain, by the Distributor
or any other person on their behalf, except in circumstances which do not constitute a
public offering and marketing in Spain within the meaning of Spanish laws or without
complying with all legal and regulatory requirements in relation thereto. This document
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and any other material relating to Fund shares are strictly confidential and may not be
distributed to any person or any entity other than its recipients.
Important information for Swedish investors:
The following materials are intended only for qualified investors. This material shall not be
reproduced or publicly distributed. The Longleaf Partners Unit Trust is not authorised
under the Swedish Investment Funds Act. The shares of the Fund are being offered to a
limited number of qualified investors and therefore this document has not been, and will
not be, registered with the Swedish Financial Supervisory Authority under the Swedish
Financial Instruments Trading Act. Accordingly, this document may not be made available,
nor may the shares otherwise be marketed and offered for sale in Sweden, other than in
circumstances which are deemed not to be an offer to the public in Sweden under the
Financial Instruments Trading Act.
Important information for Swiss investors:
The jurisdiction of origin for the Longleaf Partners UCITS Funds is Ireland. The
representative for Switzerland is ARM Swiss Representatives SA., Route de Cite-Ouest 2,
1196 Gland. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai
1, 8022 Zurich. The Prospectus, the KIID, the Trust Deed, as well as the annual and semiannual reports may be obtained free of charge from the representative in Switzerland. The
current document is intended for informational purposes only and shall not be used as an
offer to buy and/or sell shares. The performance shown does not take account of any
commissions and costs charged when subscribing to and redeeming shares. Past
performance may not be a reliable guide to future performance.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated
investors: (a) upon their request and confirmation that they understand that neither
Southeastern Asset Management, Inc. nor the Longleaf Partners Asia Pacificl UCITS Fund
have been approved or licensed by or registered with the United Arab Emirates Central
Bank (“UAE Central Bank”), the Securities and Commodities Authority (“SCA”), the Dubai
Financial Services Authority (“DFSA”) or any other relevant licensing authorities or
governmental agencies in the United Arab Emirates (including the DIFC),nor has the
placement agent, if any, received authorization or licensing from the UAE Central Bank, SCA,
the DFSA or any other relevant licensing authorities or governmental agencies in the United
Arab Emirates (including the DIFC); (b) on the condition that it will not be provided to any
person other than the original recipient, is not for general circulation in the United Arab
Emirates (including the DIFC) and may not be reproduced or used for any other purpose;
and (c) on the condition that no sale of securities or other investment products in relation
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to or in connection with either Southeastern Asset Management, Inc. or the Longleaf
Partners Asia Pacific UCITS Fund is intended to be consummated within the United Arab
Emirates (including in the DIFC). Neither the UAE Central Bank, SCA nor the DFSA have
approved this document or any associated documents, and have no responsibility for
them. The shares in the Longleaf Partners Asia Pacific UCITS Fund are not offered or
intended to be sold directly or indirectly to retail investors or the public in the United Arab
Emirates (including the DIFC). No agreement relating to the sale of the shares is intended
to be consummated in the United Arab Emirates (including the DIFC). The shares to which
this document may relate may be illiquid and/or subject to restrictions on their resale.
Prospective investors should conduct their own due diligence on the shares. If you do not
understand the contents of this document you should consult an authorized financial
advisor.
Important information for UK investors:
The KIID and Full Prospectus (including any supplements) for this fund are available from
Southeastern Asset Management International (UK) Limited which is authorized and
regulated by the Financial Conduct Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a)
persons who have professional experience in matters relating to investments falling within
article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 (as amended) (the “Order”) or (b) high net worth entities and other persons to whom
it may be otherwise lawfully be communicated, falling within Article 49(2) of the Order (all
such persons being referred to as “relevant persons”). This document must not be acted
on or relied on by persons who are not relevant persons. Any investment activity to which
this document relates is available only to relevant persons and will be engaged in only with
relevant persons. Any person who is not a relevant person should not act or rely on this
document or any of its contents.No person may issue, or have in its possession for the
purposes of issue, whether in Hong Kong or elsewhere, any advertisement, invitation or
document relating to the Shares, which is directed at, or the contents of which are likely to
be accessed or read by, the public in Hong Kong (except if permitted to do so under the
securities laws of Hong Kong) other than with respect to Shares which are or are intended
to be disposed of only to persons outside Hong Kong or only to “professional investors” as
defined in the Securities and Futures Ordinance (Cap. 571) of Hong Kong and any rules
made under that Ordinance.
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For the quarter ending September 2019, the Longleaf Asia Pacific UCITS Fund declined
5.79%, while the MSCI AC Asia Pacific Index fell 1.37%. In the first nine months of 2019, the
Fund was up 7.36%, underperforming the index’s 9.04% return. The key drivers of the
relative underperformance in the quarter were our underweight position in Japan, which
was the top contributor to the index, and a steep price decline in Speedcast, one of our
investments in the communication services sector, discussed in detail below.
Portfolio Returns at 30/09/19 – Net of Fees
3Q19

YTD

1 Year

APAC UCITS (Class I USD)
MSCI AC Asia Pacific Index
Relative Returns

-5.79%
-1.37%
-4.42%

7.36%
9.04%
-1.68%

-5.57%
-2.91%
-2.66%

3.96%
6.39%
-2.43%

Selected Indices*

3Q19

1 Year

3 Year

Hang Seng Index

-7.48%

YTD
4.33%

-2.70%

7.70%

TOPIX Index (JPY)

3.28%

8.66%

-10.50%

8.66%

TOPIX Index (USD)

3.02%

10.93%

-6.08%

6.36%

-4.25%

5.89%

-2.02%

5.98%

MSCI Emerging Markets

3 Year

Since
Inception
2/12/2014
4.80%
4.89%
-0.09%

*Source: Bloomberg; Periods longer than one year are annualized
Market Commentary
In addition to the ongoing U.S.-China trade war, escalating protests in Hong Kong (HK)
made the biggest headlines in Asia. Hong Kong’s youth have long felt disenfranchised in
the current “one country two systems” regime, and the extradition bill that initially ignited
the protests was just a trigger for what we believe will be a longer-term struggle. The issues
run much deeper, and it is hard to forecast when and how the situation gets resolved.
China has been the key driver of growth in HK both through tourism and population growth,
as Chinese companies set up operations in the region, but still primarily employed
mainland Chinese in the most senior positions. The local Cantonese-speaking Hong Kong

youth feel left behind, as they are not able to get on the property ladder given the high real
estate prices, and they don’t have second passports as an “insurance policy”, in contrast to
many of HK’s rich and powerful. We believe that public housing supply needs to increase
to make property affordable for Hong Kongers. The Government and corporations are
taking measures to increase land supply over the long-term, but this is unlikely to be a quick
fix.
While around 43% of our portfolio is listed in HK, the look-through economic exposure is
much lower at around 6%. Macau is our largest HK-listed exposure, accounting for close
to 14% of NAV through our investments in Melco International and MGM China. Both
companies are Macau-based, primarily serving mainland Chinese consumers, and are quite
insulated from what is happening in neighboring HK. While HK has seen mainland Chinese
visitation plummet by 40-45% in recent months, Chinese visitation to Macau continues to
grow at double-digit rates. Melco International was one of the top contributors for this
quarter, underscoring the limited impact of the HK protests on Macau.
On the other hand, hotels in HK are facing a downturn that we view as reminiscent of SARS,
with hotel occupancy down to 30% in some cases. Retail malls that cater to Chinese tourists
are empty, and rents are edging lower in both office and retail markets. Sectors that are
dependent on Chinese tourism — hotels, malls, travel agencies, retail — have experienced
sharp declines. While some companies are likely to see a negative impact on medium-tolong-term growth prospects or even the viability of their business model, we have also seen
our on-deck list of overly-discounted, strong businesses that we expect to weather the
volatility become much more robust in recent months. After the quarter-end, we took
advantage of the volatility in HK and initiated an investment in a luxury goods company that
is cheap because of its exposure to mainland Chinese buyers who account for a meaningful
portion of its sales in China, HK and abroad. We are confident that the near-term disruption
in the company's HK sales does not meaningfully change the long-term global demand for
the company’s brands.
Another new area of macro-led opportunity for us is India. India has generally been an
expensive market and has not been competitive for our capital historically. However,
valuations have come off meaningfully in recent months due to deleveraging in the
economy. We initiated a new investment in India in the small and mid-cap space this
quarter.

Prime Minister Modi has rolled out impactful policy measures like Demonetization, a Goods
and Services Tax, and an Insolvency and Bankruptcy Code, which will be good for the longterm development of the economy. However, some of these policies are having near-term
unintended consequences. Demonetization in November 2016 led to a surge of cash
flowing into banks, insurance companies, and yield chasing debt mutual funds, which in
turn lent money to Non-Banking Financial Companies (NBFC). In the absence of lending by
public sector banks, NBFCs grew aggressively and contributed over 20% of the total credit
in India. According to rating agency ICRA, NBFCs helped fund 55-60% of commercial vehicle
sales, 30% of passenger cars, and nearly 65% of two-wheelers in India in recent years. In
chasing short-term growth and high public market valuations, overall underwriting
standards worsened and compromised asset-liability matching. Most NBFCs borrowed
short-term from wholesale markets and lent long-term.

The music stopped when

investment-grade rated IL&FS, a large NBFC, defaulted in 2H 2018. Investor sentiment
turned negative, and credit ratings were no longer trusted.

Faced with redemption

pressure, debt mutual funds and banks are cutting back on lending to NBFCs. This liquidity
squeeze means some of them won't be able to roll-over liabilities, leading to forced
deleveraging in the Small and Medium Enterprises and consumer space where NBFCs had
become the key last mile intermediary for credit creation.
Under the new bankruptcy regulations, founders and controlling shareholders cannot get
away with over-leveraging their balance sheet without any risk of losing control. Banks are
not as willing to restructure borrower obligations, and they are looking for more equity in
financing transactions. As a result, the private sector is focused on deleveraging rather
than investment for growth. Furthermore, India's GDP growth has decelerated to 5%, its
slowest growth in 6 years. The government has introduced fiscal measures, including a
ten-percentage point corporate income tax cut to kick-start the growth engine.
This ongoing clean-up of India’s financial system has negatively impacted the sectors that
were reliant on NBFCs for financing. In August 2019, commercial vehicle sales were down
39% YOY, passenger car sales down 41% YOY, two-wheeler sales down 22% YOY, and
tractor sales down around 16-17% YOY. The resulting de-rating in these sectors has
created some interesting opportunities, especially in the small and mid-cap space, where
the valuations have been affected more than in the large-cap space.

Portfolio Discussion
The market tends to over-react to short-term news flow, allowing us to buy strong
franchises, run by superior capital allocators at discounted prices. Volatility has been
consistently high in Asian markets since we launched this strategy in late 2014. For the
most part, this volatility has been caused by macro-economic and geo-political worries
(sometimes unrelated to Asia), rather than anything fundamentally wrong with the
individual business. Such volatility is our friend. Combined with our ability to go anywhere
across market capitalizations and geographies within Asia in search of attractive riskadjusted returns, our menu of opportunities continues to refresh at a rapid pace. This has
manifested itself in very low cash levels and higher turnover than expected in this portfolio
(approximately 50%) since inception. We are bottom-up stock pickers, and any country or
sector weighting in our portfolio is purely a function of where we see opportunities. Coming
into 2019, we were heavily underweight Japan at around 16% of the portfolio. As the
Japanese equity markets lagged their Asian counterparts in the first six months of 2019, all
of our incremental capital went to new qualifying opportunities in Japan. We initiated three
new Japanese investments in 1H 2019, leading to our Japan weighting increasing to almost
29% at the end of 1H. However, we remain underweight Japan relative to the MSCI AC Asia
Pacific Index, which dampened relative performance in a period when Japan was the top
contributor in the index. Asian markets experienced elevated levels of volatility (even by
Asian standards) during the quarter, driven by slowdown worries in China and India, unrest
in HK, RMB depreciation, U.S.-China trade war, and Brexit. We took this opportunity to
further upgrade our portfolio by concentrating our investments in dominant businesses
with solid balance sheets, that can go on offense during downturns. Most importantly, we
have management partners who have the willingness and ability to compound value per
share during uncertain times like today by taking advantage of distress:
•

Our largest holding, Melco International (around 7.5%), is one of only six gaming
concessionaires in Macau. It is a beneficiary of the ongoing consumption upgrade in
China, with more than 90% of its EBITDA coming from its high margin and fast-growing
mass gaming business. Most importantly, Melco has a strong balance sheet and is led
by Chairman and CEO Lawrence Ho, an owner-operator (56% stake) and adept capital
allocator focused on building value per share. In the last downturn in 2015-16, the
company returned almost $2 billion to shareholders through special dividends and
value-accretive buybacks and increased Melco’s ownership in Melco Resorts (MLCO) by

buying out JV partner Crown’s MLCO stake at a large discount to intrinsic value. This
super-charged the value growth coming out of the downturn in 2017-18. In the current
downturn that started in 2H 2018, Lawrence Ho has adeptly used the group’s financial
strength to repurchase close to ten percent of Melco Resort’s free float, privatize its
Philippine subsidiary at cheap multiples and purchase 20% of Crown Resorts from his
former partner James Packer.
•

Our second-largest holding, MinebeaMitsumi (around 7%), is a Japanese manufacturer
of high precision equipment and components—the largest manufacturer of miniature
ball bearings (60% market share globally) and pivot assemblies for hard disk drives (80%
share globally). CEO Mr. Yoshihisa Kainuma is an owner-operator (he and his family
own approximately 7%) with a proven record of compounding value through the cycle.
During his ten-year leadership, sales, operating profits, and book value have
compounded at an annual growth rate of 13%, 18%, and 14%, respectively. This
impressive compounding of value was achieved with minimal share dilution. In late
2015, when Japanese equity markets were weak, Kainuma acquired Mitsumi at
extremely attractive valuations, booking negative goodwill from the acquisition.
Mitsumi, under Minebea management, has gone from making losses to making close to
mid-single-digit operating profit (OP) margins within a year after being acquired. In
2016, MinebeaMitsumi bought back converts, which was the equivalent to repurchasing
5% of shares outstanding at a discount to our appraisal. The company has a strong
balance sheet, and we are confident that Kainuma will take advantage of the current
downturn by repurchasing discounted shares and acquiring companies at attractive
valuations, thus growing the intrinsic value of the business regardless of the cycle. This
year, they acquired Japanese auto parts maker U-Shin at value accretive multiples, giving
them access to U-Shin’s automotive customer base.

•

One of our largest holdings, CK Asset (around 6%), is a HK-listed real estate and
infrastructure company. CK Asset has taken an unconventional approach to land
banking—it solely makes decisions based on return on capital. As HK land prices
remained elevated in the past few years, CK Asset was disciplined in bidding for land
bank and walked away from deals that offered limited margin of safety and returns,
despite its HK land bank shrinking to just a few years’ worth of inventory. Instead of
deploying cash into land that could make low returns, CK Asset has invested in recurrent

income-generating assets that display resilience across cycles around the globe at
attractive entry points. CK Asset has now built up a recurrent income base of over HK$4
per share, and this is set to continue rising, further distinguishing itself from other real
estate companies. The Li Family owns about 34% of the company, and CEO Victor Li
(son of Li Ka Shing) is focused on growing value per share. In 2017, CK Asset bought
back close to HK$7 billion worth of stock in the open market, making it the secondlargest share repurchaser on the HK exchange that year. In 2018, CK Asset sold its
office building “The Center” in Hong Kong at an astounding 2% cap rate, and within a
year, it more than made up for the lost rental income by redeploying just half of The
Center sale proceeds by purchasing UBS’s London headquarters and infrastructure
assets from CK Hutchison at attractive terms.

Recently, the company made an

opportunistic bid to acquire UK pub owner and operator Greene King at a 10% EBITDA
yield.

CK Asset’s limited gearing gives it full flexibility to execute value-enhancing

transactions and to take advantage of distress. Year-to-date, Victor Li and his family
have been actively buying stock in the open market (around US$171 million dollars),
demonstrating their confidence in the business over the long term.
In the last six months, eleven of our management partners have repurchased shares at
value-accretive prices (either at the company or personal level): Baidu, CK Asset, CK
Hutchison, Ebara, Hyundai Mobis, Man Wah, Melco International, MGM China, Midea, New
World Development and Toyota.
Portfolio Changes
In the third quarter, we initiated a position in an Indian industrial equipment and machinery
company that remains undisclosed. In the second quarter, we mentioned a new investment
in a Japanese retailer, Seria (previously undisclosed). Seria is discussed in detail below.

Performance Review
3Q19
3Q19

YTD

Contribution
to Portfolio
Return (%)

Total
Return (%)

+1.17
+0.56
+0.31
+0.17
+0.17

+44
+7
+8
+4
+5

-66
-18
-17
-13
-12

Top Five
Man Wah
Melco
Toyota
Hyundai Mobis
Seria
Bottom Five
Speedcast
SoftBank Group
New World Dev.
CK Asset
Baidu

-3.14
-0.81
-0.75
-0.73
-0.68

YTD 2019
Contribution
to Portfolio
Return (%)

Total
Return (%)

Top Five
Man Wah
WH Group
Melco
Hyundai Mobis
SoftBank Group

+2.03
+1.45
+1.12
+1.04
+1.01

+60
+22
+18
+26
+18

Bottom Five
Speedcast
Baidu
MGM China
CK Hutchison
Ebara

-2.38
-2.23
-0.20
-0.19
-0.10

-59
-35
-6
-4
+1

TOP PERFORMERS:
Man Wah, the leading recliner sofa manufacturer in China, was the top contributor in the
quarter. We visited the company’s Vietnam plant in September and were impressed with
its recently completed state-of-the-art factory, which came into production earlier than
originally scheduled. As of the end of September, Man Wah’s Vietnam plant can export
1,700 Twenty-Foot Equivalent Units (TEU) per month, compared to just 600 TEUs at the
beginning of the year. Vietnam production currently represents around 60% of the U.S.
export business and will increase to around 90% by April next year. Man Wah is wellpositioned to win market share as Vietnamese exports to the U.S. have no tariffs, giving
them a large advantage over Chinese competitors. Man Wah’s domestic business, which
contributes about 80% of total profits due to its brand strength and dominant market
share, is also performing well thanks to its proprietary new products and favorable raw
material prices. The underlying cash flows of the company are strong, and operations from
both domestic and export businesses are trending upwards. The company remains heavily
discounted, even with recent price appreciation, and Man Wah began repurchasing shares
at discounted valuations in September.

Melco International, the Asian casino and resort holding company, was another top
contributor for the quarter. Melco reported strong second-quarter results with reported
EBITDA up 24% year-over-year (YOY), driven by market share gains in both mass and VIP
markets and better luck factor. The recently-opened Morpheus resort is ramping up well,
delivering market share gains in both segments. Total industry gross gaming revenue
(GGR) was down around 5% in the quarter, but this was driven by a steep decline in VIP
business, which was impacted by China's slowdown, trade war, and RMB depreciation.
Mass GGR continued to grow at a low-teens rate, driven by growing disposable income per
capita in China, consumption upgrade (more overseas travel), and infrastructure
improvements in and around Macau. We do not expect the turmoil in HK to have a material
impact on visitation, and mainland Chinese visitors to Macau have continued to grow at
greater than 10% in recent weeks. Melco International sold its ownership in its Cyprus
project to subsidiary Melco Resorts for $375 million, achieving a much higher price than
our conservative appraisal of the project. As a result, capex requirements at Melco
International have decreased significantly, enabling our owner-operator Lawrence Ho to
become more aggressive on increasing shareholder returns.
Toyota Motor, the Japanese global automotive firm, was a positive contributor for the
quarter. Toyota reported solid June quarter results in August, with consolidated vehicle
sales of 2.3 million units, an increase of 67,000 units YOY, and positive operating income
above street estimates. Toyota lowered full-year guidance, primarily due to changing
foreign exchange rate assumptions and kept its consolidated sales volume target
unchanged at 9 million units. During the September quarter, Toyota announced capital
alliances with Suzuki Motor and Subaru Corporation, further consolidating the market.
Although the share price has outperformed the market in the quarter, it remains very
attractively discounted today. Taking into account Toyota’s net cash, which represents
about half of its current market capitalization, Toyota trades at a low single-digit multiple of
operating profit. Given its scale, dominance in hybrid technology, and significant research
and development budget, we believe Toyota is well-positioned to maintain and grow its
dominant position in the future of mobility (alternative propulsion, autonomous, and
connectivity). Including the 300 billion yen share buyback program just completed in
September, Toyota offers about a 6% yield.

Hyundai Mobis, auto parts maker and after-market parts provider for Hyundai and Kia
Motors, was a top contributor in the quarter. 2Q sales and operating profit grew by 6.5%
and 18% YOY, respectively. Importantly, the after-sales business that generates over 25%
OP margin grew 12% YOY. Hyundai Mobis is well-positioned to be a beneficiary of the move
towards electric cars. The company’s per-vehicle parts sold is higher for electric cars than
internal combustion engine cars. Sales of electrification-related parts grew 82% YOY in the
quarter, representing 7% of overall sales, and this division is fast approaching breakeven
levels. Recently, Hyundai Motor Group announced it would set up an autonomous driving
joint venture with Aptiv for the design, development, and commercialization of SAE Level 4
and 5 autonomous vehicles. Aptiv has one of the top autonomous driving technologies in
the world. Mobis will have a 10% stake in Aptiv, and this should help Mobis build software
capabilities for autonomous cars. Although the share price has appreciated around 24%
YTD through September, its valuation remains attractive, given the new growth engine
(electrification), high-quality after-sales business, net cash balance sheet and potential for
group restructuring.

During the quarter, the company announced a share buyback

program of 323 billion Korean won, of which 62.5 billion won worth of shares will be
canceled.
Seria, the second-largest 100-yen store operator in Japan, was a contributor in the quarter.
We initiated a position in Seria in Q2 2019. The 100-yen industry in Japan took off in the
early 90s after the Japanese economic bubble burst, and consumers began to focus on
value. Stagnant wages and a sputtering economy led to a fundamental shift among
Japanese consumers in recent decades, spurring them to seek greater value for money.
Seria opened its first store in 1994, and today it has 1600 stores. In deflationary Japan,
Seria stands out as a company that has compounded EPS at 13% CAGR and book value
per share at 38% CAGR over the last five years. It generates almost 20% return on equity
(ROE) with a net cash balance sheet, and return on invested capital (ROIC) is in the mid40% range. Seria distinguishes itself through the use of point-of-sale (POS) data and
systematic management of product orders and inventories. As a result, Seria has a higher
gross margin, operating margin, and sales-per-store than its competitors.

Seria has

improved operating income (OI) margins from 2.3% in 2008 to around 10% today. Private
company Daiso is the largest competitor with around 2,800 stores in Japan and over 4,000
worldwide, yet we believe it does half the OI margin that Seria does. Listed-competitors
Can Do, and Watts generate less than 3% OI margins.

We have met CEO Eiji Kawai several times. The Kawai family owns about 40% of the
company, and Eiji is the nephew of the founder. Eiji originally worked at a local bank, where
he was in charge of developing a system to optimize loan receivables. He joined Seria in
2003 and was head of corporate planning before becoming president in 2014. He used
his background in data analytics to introduce the POS system in 2004, which has been a
key driver of Seria’s success and helped the company increase its market share from 11%
in 2004 to 22% today. We have followed Seria’s rise over the years, but an expensive
valuation (over 35x price-to-earnings (PE) as recently as 2018) kept us from investing in this
franchise. However, in the last 18 months ending June—2019, due to negative same-store
sales, consumption tax hike worries and labor cost escalation facing the industry, the share
price has declined over 60%, allowing us to buy this quality business at about 15x PE or 12x
maintenance free cash flow (FCF).
BOTTOM PERFORMERS:
Speedcast International, the largest global satellite communications network service
provider, was a significant detractor for the quarter. Speedcast started the year strong,
with its stock price up over 20% in 1H 2019. At the beginning of July, the company
downgraded its 2019 EBITDA forecast by around 12%. This triggered a violent market
reaction, with the stock price dropping around 40%. At the end of August, the company
announced its first-half results, which met the updated EBITDA guidance, but cash
conversion was weak.

The share price declined by a further 30%, reflecting market

concerns over the company’s balance sheet and liquidity position. In our view, there are
two key issues that the market is worried about:
1. Leverage: Speedcast has financed recent acquisitions with debt, which has led to
almost AUS$620 million in net debt on the balance sheet.

With weak cash

conversion in 1H and downgraded EBITDA guidance, we believe Speedcast would
be around 4X net debt to EBITDA by the end of 2019. The market is worried about
a dilutive rights issue.
2. Earnings downgrade: Speedcast has issued multiple downgrades in the last 12
months. The market is worried about a lack of organic growth and has lost faith in
management’s forecasting and execution capabilities.

We are comfortable with the company’s leverage position for the following reasons:
•

Speedcast’s competitor Marlink owned by APAX (European Private Equity fund), is
levered 6x net debt/EBITDA vs. Speedcast at 3.5x today and potentially at 4x by the
end of the year. Over 90% of revenues are recurring (subscription), and capital
intensity is low. As a result, such businesses typically generate predictable cash flows
(opposite of what we saw in 1H due to building up in working capital) and can sustain
high leverage ratios. This is one of the key reasons why private equity is very active in
this space.

•

The company has already received covenant relief (higher threshold) from its banks
until December 2020, so they do not run the risk of breaching the covenants. The term
loan is covenant-lite and trades at 94 cents on the dollar.

Speedcast’s flawed execution, especially on large contracts, is the key reason for the
earnings downgrade and weak cash conversion. In 2018, the contract with Carnival Cruise,
Speedcast’s largest customer, was renewed to offer higher bandwidth on its cruise ships.
The implementation of this contract has run into technical issues resulting in Speedcast
having to purchase expensive bandwidth to fulfill its contractual obligations. This was
responsible for almost 50% of the downgrade. Australia’s National Broadband Network
(NBN) business, another big contract, has run into delays and cost over-runs. NBN is a
large bureaucratic government organization, and Speedcast has had to hire additional
personnel for elaborate testing and documentation requirements. Another reason for the
downgrade is a subpar performance by their latest acquisition, Globecomm, where key
pipeline projects were delayed. Finally, the company (81 operating entities) moved to a
common ERP platform in 1H 2019, and this transition led to a temporary increase in
receivable days, thus impacting cash conversion. We believe all these issues are either oneoff or fixable and do not indicate a structural impairment of this franchise.
CEO Pierre-Jean Beyllier has built Speedcast by acquiring competitors cheaply in this
fragmented market. Revenue has increased from 100 MM to 750 MM in the last five years.
Being the biggest player in this space, Speedcast can procure satellite bandwidth much
cheaper than its peers. However, in this pursuit of inorganic expansion, the company has
not focused on integrating these acquisitions and delivering organic growth. This needs to
change.

We have been in numerous conversations with the management, the Chairman, and board
members over the last three months and feel comfortable that the company is headed in
the right direction now. What the company needs to do is focus on organic growth without
any distraction of M&A. The company has set clear priorities now:
1. Execute: Deliver on FY2019 guidance and beyond.
2. Organic Growth: Focus on organic growth; no more M&A.
3. Cost Cuts: The company has identified $20 million in cost savings by FY20, pretty
sizable for a company that is expected to generate $145 million EBITDA this year.
4. Deleverage: Improve cash conversion and bring leverage ratio down.
To the positive, it is good to see insiders (PJ and board members) buying shares personally.
PJ is an owner-operator, and the majority of his net worth is in Speedcast. The company
agrees with us that the board needs a refresh. We now have a new Chairman in Stephe
Wilks, who is very engaged. Two industry veterans, Peter Shaper, ex-CEO of Caprock
Communications, which was acquired by Speedcast, and Joe Spytek, founder and CEO of
ITC Global, a major player in this space, have both joined the board. Further, the incentives
for these new board members are aligned with shareholders. On the business front, the
energy vertical has stabilized, and the company expects it to grow 5% in 2H 2019.
Baidu, the dominant online search business in China, was a detractor in the quarter. Baidu
reported second-quarter profits well above the consensus estimate as the company scaled
back spending on channel and promotional marketing. Traffic growth remains healthy, and
in August, the daily active users (DAU) of the Baidu App exceeded 200 million. While the
general macro headwind and self-induced healthcare ad slowdown are likely to persist for
the rest of the year, Baidu’s advertising revenue is well-diversified with the top 12 industry
sectors making up about two-thirds of Baidu Core revenue. Excluding half of the 12 sectors
that saw YOY sales decline in the second quarter, Baidu Core revenue would have grown
at a mid-teens rate. We are encouraged that Baidu bought back US$291 million worth of
shares in the quarter. Its recent decision to monetize one-third of its stake in Ctrip could
provide more flexibility to buy back more discounted shares, which we believe would be
significantly value-accretive at the current price.

CK Asset, the Hong Kong and China real estate and infrastructure company, was a detractor
in the quarter. Recent protests in Hong Kong have hurt local business sentiment, and the
gap between spot rent and in-place rent, which drove strong positive rental reversion in
the past few years, has narrowed. Hotel operations are expected to weaken in the second
half of the year, but as CK Asset doesn’t have many high-end hotels and many of its
properties have long-term contracts in place, it should perform better than its hotel peers.
In August, CK Asset offered to acquire UK pub operator Greene King for 10x EBITDA. This
deal is backed by real estate value as 81% of the Greene King estate is either freehold or
long leasehold. CK Asset knows the target well and has leased pubs to Greene King since
2016. It is another step to build up quality recurrent income across the globe. Since the
deal was announced and the Li family became unlocked, there have been frequent onmarket share purchases by the family.
New World Development (NWD), a major Hong Kong conglomerate, was a detractor in the
quarter. NWD’s share price was under pressure in the quarter due to ongoing protests in
Hong Kong. For the full financial year ended June, NWD’s contracted sales have exceeded
targets both for HK and mainland China. Rental income in HK increased by 12% YOY due
to the full-year contribution of the K11 ATELIER office, which has achieved occupancy rates
of around 80%. In late August, the K11 MUSEA shopping mall commenced operation, with
over 95% of the project leased. There is an abundant pipeline of projects to be added over
the years, which will further increase the company’s recurring cash-flow. In terms of land
banking, the company maintains its focus on the Greater Bay Area and has acquired over
1.5 million sqm GFA since 2016. NWD repurchased a total of 29.8 million shares in the last
fiscal year and reiterated that no equity raising is needed in the foreseeable future.
SoftBank, Japan-listed telecom and internet investment firm, was a detractor in the quarter.
The company reported +258% growth in attributable net income YOY during the quarter
due to Vision Fund gains and sale of Alibaba shares. However, the stock has pulled back
sharply after concerns regarding Uber’s market valuation, WeWork’s valuation, and debt
concerns, and potentially tightening of regulations for the listing of Chinese stocks in the
U.S.
SoftBank is the only Japanese company we know that publishes its value per share every
day

(https://group.softbank/en/corp/irinfo/stock/stock_value/).

Taking

into

account

SoftBank’s stakes in Alibaba and SoftBank Corporation, the market is ascribing negative

value to Sprint, Arm, and the Vision Fund at the current SoftBank price. WeWork has been
a tough investment for SoftBank so far, but SoftBank’s track record of delivering 43% IRR
on internet investment portfolio over the last 18 years (even excluding Alibaba) is the
reason why they were able to raise $100 billion for their Vision Fund.
SoftBank is run by owner-operator Masayoshi Son, who is focused on closing the discount
to NAV. One of the recent examples is a partial sale of the domestic telco business
(SoftBank KK) at attractive valuation (8.5x EBITDA) while repurchasing its undervalued
shares.
Outlook
We expect volatility to continue. The U.S. has historically been a “protector” of democracy
globally, but it has become much less predictable now. Asian countries are increasingly
focusing their businesses on the region for solutions, rather than relying on the U.S. as a
trading partner. This increasingly Asian-focused approach across the region, combined
with country-specific issues in India and HK, are creating opportunities in multiple countries
across the region today. Our Price-to-Value ratio is in the low 60s%, having dipped below
60% during the quarter, and our cash level is low, while our on-deck list is attractive.
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P/V (“price to value”) is a calculation that compares the prices of the stocks in a portfolio to
Southeastern’s appraisal of their intrinsic values. The ratio represents a single data point about a
Fund and should not be construed as something more. P/V does not guarantee future results,
and we caution investors not to give this calculation undue weight.
Important information for Australian investors: Southeastern Asset Management, Inc.
(“Southeastern”) and Southeastern Asset Management, Inc. Australia Branch, ARBN 155383850, a
US company (“Southeastern Australia Branch”), have authorised the issue of this material for use
solely by wholesale clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of
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Corporations Act 2001 (Cth) in respect of financial services, in reliance on ASIC Class Order
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The class order exempts bodies regulated by the US Securities and Exchange Commission (SEC)
from the requirement to hold an AFSL where they provide financial services to wholesale clients in
Australia on certain conditions. Financial services provided by Southeastern are regulated by the
SEC, which are different from the laws applying in Australia.
Important information for Belgian investors: The Longleaf Partners UCITS Fund prospectus has
not been submitted for approval to the Belgian Financial Services and Markets Authority
(“Autoriteit voor Financiële Diensten en Markten” / “Autorité des Services et Marchés Financiers”)
and, accordingly, the shares may not be distributed by way of public offering in Belgium and may
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professional investors (as defined in Article 5, §3 of the Law of August 30, 2012 . These materials
may be distributed in Belgium only to such prospective investors for their personal use and may
not be used for any other purpose or passed on to any other person in Belgium. Shares will only
be offered to, and subscriptions will only be accepted from, such qualifying prospective investors.
Important information for Brazilian investors: The products mentioned hereunder have not been
and will not be registered with any securities exchange commission or other similar authority in
Brazil, including the Brazilian Securities and Exchange Commission (comissão de valores
mobiliários - “cvm”). Such products will not be directly or indirectly offered or sold within Brazil
through any public offering, as determined by Brazilian law and by the rules issued by cvm,
including law no. 6,385 (Dec. 7, 1976) and cvm rule no. 400 (Dec. 29, 2003), as amended from
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offering in brazil, as defined under Brazilian laws and regulations and by the rules issued by the
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from time to time, or any other law or rules that may replace them in the future, must not be
performed without such prior registration. Persons wishing to acquire the products offered
hereunder in Brazil should consult with their own counsel as to the applicability of these
registration requirements or any exemption therefrom. [without prejudice to the above, the sale
and solicitation is limited to qualified investors as defined by cvm rule no. 409 (Aug. 18, 2004), as
amended from time to time or as defined by any other rule that my replace it in the future. This
document is confidential and intended solely for the use of the addressee and cannot be
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Important information for Danish investors: The Fund’s prospectus has not been and will not be
filed with or approved by the Danish Financial Supervisory Authority or any other regulatory
authority in Denmark and the shares have not been and are not intended to be listed on a Danish
stock exchange or a Danish authorized market place. Furthermore, the shares have not been and
will not be offered to the public in Denmark. Consequently, these materials may not be made
available nor may the shares otherwise be marketed or offered for sale directly or indirectly in
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Important information for Hong Kong investors: No person may offer or sell in Hong Kong, by
means of any document, any Shares other than (a) to “professional investors” as defined in the

Securities and Futures Ordinance (Cap. 571) of Hong Kong and any rules made under that
Ordinance; or (b) in other circumstances which do not result in the document being a
“prospectus” as defined in the Companies Ordinance (Cap. 32) of Hong Kong or which do not
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you are in any doubt about the contents of this document, you should obtain independent
professional advice.
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Investors”), underwriters (purchasing securities for themselves), corporate entities which are
wholly owned by “Qualified Investors”, corporate entities whose net worth exceeds NIS 50 million,
except for those incorporated for the purpose of purchasing securities in a specific offer, and
individuals regarding whom two of the following conditions are met and have given their consent
in advance to being considered Qualified Investors: (i) the total value of cash, deposits, financial
assets and securities owned by the individual exceeds NIS12 million, (ii) the individual has
expertise and skills in capital markets or has been employed for at least one year in a professional

capacity which requires capital markets expertise, and (iii) the individual has executed at least 30
transactions, on average, in each of the four quarters preceding to his consent; and in all cases
under circumstances that will fall within the private placement exemption or other exemptions of
the Securities Law, 5728-1968 or of the Joint Investment Trusts Law, 5754- 1994 who are also
special types of clients under the Law for the Regulation of Investment Advice, Investment
Marketing and Investment Portfolio Management, 1995 (“Qualified Clients” and “Investment
Advice Law”, respectively) such as: joint investment trust funds or fund managers; management
company or provident fund (as defined in the Supervision of Financial Services (Provident Funds)
Law, 1995; insurance companies; banking corporations or an auxiliary corporations as defined in
the Banking Law, other than a joint services companies; person holding a license under the
Investment Advice Law; stock exchange members; underwriters meeting the qualification
conditions under section 56(c) of the Securities Law; corporations, other than corporations which
were incorporated for the purpose of receiving investment advise investment marketing or
portfolio management services, with equity exceeding NIS50 million; individual regarding whom
two of the following conditions are met and who has given his consent in advance to being
considered a Qualified Client for the purpose of Investment Advice law: (i) The total value of cash,
deposits, Financial Assets and securities – as defined in section 52 of the Securities Law– owned
by the individual exceeds NIS12 million (ii) The individual has expertise and skills in capital markets
or has been employed for at least one year in a professional capacity which requires capital
markets expertise and (iii) The individual has executed at least 30 transactions , on average, in
each of the four quarters preceding to his consent; corporations which are wholly owned by
investors who are Qualified Clients; and corporations incorporated outside of Israel, the
characteristics of whose activity are similar to those of a corporations specified as Qualified
Clients. This Document may not be reproduced or used for any other purpose, nor be furnished
to any other person other than those to whom copies have been sent. Any offeree who
purchases a share is purchasing such share for his own benefit and account and not with the aim
or intention of distributing or offering such share to other parties. Nothing in this Document
should be considered as investment counseling or investment marketing, as defined in the
Regulation of Investment Counseling, Investment Marketing and Portfolio Management Law,
5755-1995. Investors are encouraged to seek competent investment counseling from a locally
licensed investment counselor prior to making an investment.
Important information for Italian investors: No offering of shares of the Longleaf Partners UCITS
Funds (the “Funds”) have been cleared by the relevant Italian supervisory authorities. Thus, no
offering of the Funds can be carried out in the Republic of Italy and this marketing document shall
not be circulated therein – not even solely to professional investors or under a private placement
– unless the requirements of Italian law concerning the offering of securities have been complied
with, including (i) the requirements set forth by Article 42 and Article 94 and seq. of Legislative
Decree No 58 of 24 February 1998 and CONSOB Regulation No 11971 of 14 May 1999, and (ii) all
other Italian securities tax and exchange controls and any other applicable laws and regulations,
all as amended from time to time. We are sending you the attached material as a follow up to the

specific request received by you. You are fully aware that the Funds have not been registered for
offering in Italy pursuant to the Italian internal rules implementing the UCITS IV directive.
Therefore, you are expressly fully aware that the Italian protections granted by the applicable legal
framework would not apply and you would be exclusively responsible for the decision to invest in
the Funds. Moreover, you represent that you would only invest directly or on behalf of third
parties to the extent that this is fully lawful and you comply with any conduct of business rules
applicable to you in connection with such investment. You agree to refrain from providing any
document relating to the Funds to any party unless this is fully compliant with applicable law.
Important information for Japanese investors: This Material is provided for information purposes
only. This does not, and is not intended to constitute an invitation, solicitation, marketing, or an
offer of Southeastern Asset Management, Inc.’s (“Southeastern”) products and services in Japan,
whether to wholesale or retail investors, and accordingly should not be construed as such. By
receiving this material, the person or entity to whom it has been provided understands,
acknowledges and agrees that: (i) this material has not been registered, considered, authorized or
approved by regulators in Japan; (ii) Southeastern Asset Management, Inc. nor persons
representing Southeastern Asset Management, Inc. are not authorized or licensed by Japan
authorities to market or sell Southeastern’s products and services in Japan; and (iii) this material
may not be provided to any person other than the original recipient and is not for general
circulation in Japan.
Important information for Jersey investors: Financial services advertisement. This document
relates to a private placement and does not constitute an offer to the public in Jersey to subscribe
for the Shares offered hereby. No regulatory approval has been sought to the offer in Jersey and
it must be distinctly understood that the Jersey Financial Services Commission does not accept
any responsibility for the financial soundness of or any representations made in connection with
the Fund. The offer of Shares is personal to the person to whom this document is being delivered
by or on behalf of the Fund, and a subscription for the Shares will only be accepted from such
person. This document may not be reproduced or used for any other purpose.
Important information for Monaco investors: The Longleaf Partners UCITS Funds have not been
registered for sale in Monaco under applicable law. Neither the Funds nor its agents are licensed
or authorized to engage in marketing activities in Monaco. Any marketing or sale of shares of the
Funds will only be undertaken or made in strict compliance with applicable law in Monaco. By
receiving this document, each recipient resident in Monaco acknowledges and agrees that it has
contacted the Funds at its own initiative and not as a result of any promotion or publicity by the
Funds or any of its agents or representatives. Monaco residents acknowledge that (1) the receipt
of this document does not constitute a solicitation from the Funds for its products and/or
services, and (2) they are not receiving from the Funds any direct or indirect promotion or
marketing of financial products and/or services. This document is strictly private and confidential

and may not be (1) reproduced or used for any purpose other than evaluation of a potential
investment in the Fund by the intended recipient, or (2) provided to any person or entity other
than the intended recipient.
Important information for New Zealand investors: No shares are offered to the public.
Accordingly, the shares may not, directly or indirectly, be offered, sold or delivered in New
Zealand, nor may any offering document or advertisement in relation to any offer of the shares be
distributed in New Zealand, other than: (A) to persons whose principal business is the investment
of money or who, in the course of and for the purposes of their business, habitually invest money
or who in all circumstances can be properly regarded as having been selected otherwise than as
members of the public; or (B) in other circumstances where there is no contravention of the
Securities Act 1978 of New Zealand.
Important Information for Oman investors: The Longleaf Partners UCITS Funds have not been
registered or approved by the Central Bank of Oman, the Oman Ministry of Commerce and
Industry, the Oman Capital Market Authority or any other authority in the Sultanate of Oman.
Southeastern Asset Management, Inc. has not been authorized or licensed by the Central Bank of
Oman, the Oman Ministry of Commerce and Industry, the Oman Capital Market Authority or any
other authority in the Sultanate of Oman, for discretionary investment management within the
Sultanate of Oman. The shares in the Longleaf Partners UCITS Funds have not and will not be
listed on any stock exchange in the Sultanate of Oman. No marketing of any financial products or
services has been or will be made from within the Sultanate of Oman and no subscription to any
securities, products or financial services may or will be consummated within the Sultanate of
Oman. Southeastern Asset Management, Inc. is not a licensed broker, dealer, financial advisor or
investment advisor licensed under the laws applicable in the Sultanate of Oman, and, as such,
does not advise individuals resident in the Sultanate of Oman as to the appropriateness of
investing in or purchasing or selling securities or other financial products. Nothing contained in
this document is intended to constitute investment, legal, tax, accounting or other professional
advice in, or in respect of, the Sultanate of Oman. This document is confidential and for your
information only and nothing is intended to endorse or recommend a particular course of action.
You should consult with an appropriate professional for specific advice rendered on the basis of
your situation.
Important information for Qatar investors: This document is not intended to constitute an offer,
sale or delivery of the Longleaf Partners UCITS Funds or other securities under the laws of the
State of Qatar. The offer of the Longleaf Partners UCITS Funds has not been and will not be
licensed pursuant to Law No. 8 of 2012 (“QFMA Law”) establishing the Qatar Financial Markets
Authority (“QFMA”) and the regulatory regime thereunder (including in particular the QFMA

Regulations issued vide QFMA Board Resolution No.1 of 2008, QFMA Offering and Listing
Rulebook of Securities of November 2010 (“QFMA Securities Regulations”) and the Qatar
Exchange Rulebook of August 2010) or the rules and regulations of the Qatar Financial Centre
(“QFC”) or any laws of the State of Qatar. The document does not constitute a public offer of
securities in the State of Qatar under the QFMA Securities Regulations or otherwise under any
laws of the State of Qatar. The Longleaf Partners UCTIS Funds are only being offered to a limited
number of investors, less than a hundred in number, who are willing and able to conduct an
independent investigation of the risks involved in an investment in such Funds. No transaction will
be concluded in the jurisdiction of the State of Qatar (including the QFC).
Important information for South African investors: This Document and any of its Supplement(s)
are not intended to be and do not constitute a solicitation for investments from members of the
public in terms of CISCA and do not constitute an offer to the public as contemplated in section
99 of the Companies Act. The addressee acknowledges that it has received this Document and
any of its Supplement(s) in the context of a reverse solicitation by it and that this Document and
any of its Supplement(s) have not been registered with any South African regulatory body or
authority. A potential investor will be capable of investing in only upon conclusion of the
appropriate investment agreements. This document is provided to you for informational
purposes only. For more information, including a prospectus and simplified prospectus, potential
eligible investors should call Gwin Myerberg at 44 (0)20 7479 4212 or gmyerberg@SEasset.com.
Ms. Myerberg is a Representative employed by Southeastern Asset Management, which accepts
responsibility for her actions within the scope of her employment. Potential eligible investors
should read the prospectus and simplified prospectus carefully, considering the investment
objectives, risks, charges, and expenses of the product, before making any investment decision.
Past performance is no guarantee of future performance. The value of investments, and the
income from them, may fall or rise and investors may get back less than they invested.
Southeastern Asset Management is an authorized financial services provider with FSP No. 42725.
Important information for Spanish investors: The sale of the shares of Longleaf Partners UCITS
Funds (the “Funds”) which this document refers to have not been registered with the Spanish
National Securities Market Commission (“Comision Nacional del Mercado de Valores”) pursuant to
Spanish laws and regulations and do not form part of any public offer of such securities in Spain.
Accordingly, no shares in the Funds may be, and/or are intended to be publicly offered, marketed
or promoted, nor any public offer in respect thereof made, in Spain, nor may these documents or
any other offering materials relating to the offer of shares in the Fund be distributed, in the
Kingdom of Spain, by the Distributor or any other person on their behalf, except in circumstances
which do not constitute a public offering and marketing in Spain within the meaning of Spanish
laws or without complying with all legal and regulatory requirements in relation thereto. This

document and any other material relating to Fund shares are strictly confidential and may not be
distributed to any person or any entity other than its recipients.
Important information for Swedish investors: The following materials are intended only for
qualified investors. This material shall not be reproduced or publicly distributed. The Longleaf
Partners Unit Trust is not authorised under the Swedish Investment Funds Act. The shares of the
Fund are being offered to a limited number of qualified investors and therefore this document
has not been, and will not be, registered with the Swedish Financial Supervisory Authority under
the Swedish Financial Instruments Trading Act. Accordingly, this document may not be made
available, nor may the shares otherwise be marketed and offered for sale in Sweden, other than
in circumstances which are deemed not to be an offer to the public in Sweden under the Financial
Instruments Trading Act.
Important information for Swiss investors: The jurisdiction of origin for the Longleaf Partners
UCITS Funds is Ireland. The representative for Switzerland is ARM Swiss Representatives SA.,
Route de Cite-Ouest 2, 1196 Gland. The paying agent for Switzerland is NPB Neue Private Bank
Ltd., Limmatquai 1, 8022 Zurich. The Prospectus, the KIID, the Trust Deed, as well as the annual
and semi-annual reports may be obtained free of charge from the representative in Switzerland.
The current document is intended for informational purposes only and shall not be used as an
offer to buy and/or sell shares. The performance shown does not take account of any
commissions and costs charged when subscribing to and redeeming shares. Past performance
may not be a reliable guide to future performance.
Important information for UAE investors: This document is being issued to a limited number of
selected institutional/sophisticated investors: (a) upon their request and confirmation that they
understand that neither Southeastern Asset Management, Inc. nor the Longleaf Partners UCITS
Funds have been approved or licensed by or registered with the United Arab Emirates Central
Bank (“UAE Central Bank”), the Securities and Commodities Authority (“SCA”), the Dubai Financial
Services Authority (“DFSA”) or any other relevant licensing authorities or governmental agencies in
the United Arab Emirates (including the DIFC),nor has the placement agent, if any, received
authorization or licensing from the UAE Central Bank, SCA, the DFSA or any other relevant
licensing authorities or governmental agencies in the United Arab Emirates (including the DIFC);
(b) on the condition that it will not be provided to any person other than the original recipient, is
not for general circulation in the United Arab Emirates (including the DIFC) and may not be
reproduced or used for any other purpose; and (c) on the condition that no sale of securities or
other investment products in relation to or in connection with either Southeastern Asset
Management, Inc. or the Longleaf Partners UCITS Funds are intended to be consummated within
the United Arab Emirates (including in the DIFC). Neither the UAE Central Bank, SCA nor the DFSA
have approved this document or any associated documents, and have no responsibility for them.
The shares in the Longleaf Partners UCITS Funds are not offered or intended to be sold directly or

indirectly to retail investors or the public in the United Arab Emirates (including the DIFC). No
agreement relating to the sale of the shares is intended to be consummated in the United Arab
Emirates (including the DIFC). The shares to which this document may relate may be illiquid
and/or subject to restrictions on their resale. Prospective investors should conduct their own due
diligence on the shares. If you do not understand the contents of this document you should
consult an authorized financial advisor.
Important information for UK investors: The KIID and Full Prospectus (including any supplements)
for this fund are available from Southeastern Asset Management International (UK) Limited which
is authorized and regulated by the Financial Conduct Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a) persons
who have professional experience in matters relating to investments falling within article 19(5) of
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 (as amended) (the
“Order”) or (b) high net worth entities and other persons to whom it may be otherwise lawfully be
communicated, falling within Article 49(2) of the Order (all such persons being referred to as
“relevant persons”). This document must not be acted on or relied on by persons who are not
relevant persons. Any investment activity to which this document relates is available only to
relevant persons and will be engaged in only with relevant persons. Any person who is not a
relevant person should not act or rely on this document or any of its contents.
Important information for Guernsey investors: Neither the Guernsey Financial Services
Commission nor the States of Guernsey Policy Council take any responsibility for the financial
soundness of the Longleaf Partners UCITS Funds or for the correctness of any of the statements
made or opinions expressed with regard to it. If you are in any doubt about the contents of this
document you should consult your accountant, legal or professional adviser or financial adviser.
Southeastern Asset Management has taken all reasonable care to ensure that the facts stated in
this document are true and accurate in all material respects,
and that there are no other facts the omission of which would make misleading any statement in
the document, whether of facts or of opinion. It should be remembered that the price of Fund
shares and the income from them can go down as well as up.
Important information for Mexican investors: The Longleaf Partners UCITS Funds (“Fund”) has not
been, and will not be, registered under the Mexican Securities Market Law (Ley del Mercado de
Valores) and may not be offered or sold in the United Mexican States. The prospectus relating to
the Fund may not be distributed publicly in Mexico and the Fund may not be traded in Mexico.

Asia Pacific UCITS
Fund Commentary
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For Professional Investors Only

For the quarter ending June 2019, the Longleaf Asia Pacific UCITS Fund was down 3.62%,
while the MSCI AC Asia Pacific Index was up 0.83%. In the first six months of 2019, the Fund
was up 13.96%, outperforming the index by 3.41%.
Portfolio Returns at 30/06/19 – Net of Fees
Since
2Q19

YTD

1 Year

3 Year

Inception
2/12/2014

APAC UCITS (Class I USD)

-3.62%

13.96%

-5.06%

10.97%

6.45%

MSCI AC Asia Pacific Index

0.83%

10.55%

-1.08%

10.08%

5.48%

Relative Returns

-4.45%

+3.41%

-3.98%

+0.89%

+0.97%

Selected Indices

2Q19

Hang Seng Index*

-0.07%

12.76%

2.55%

15.08%

TOPIX Index (JPY)*

-2.42%

5.18%

-8.28%

9.98%

TOPIX Index (USD)*

0.19%

7.64%

-5.81%

8.36%

MSCI Emerging Markets*

0.61%

10.58%

1.21%

10.67%

YTD

1 Year

3 Year

*Source: Bloomberg; Periods longer than 1 year have been annualized

Market Commentary
This quarter, we saw significant volatility in Asia, caused by a spike in trade tensions between China
and the United States in May, leading to further rounds of retaliatory economic sanctions and tariff
increases. This caused significant volatility in Chinese equity markets and across Asia, when trade
negotiations between the United States and China came to a stand-still, as China apparently walked
away from a deal that was near closure. Given our overweight position in Greater China, we have
experienced double digit changes in NAV in three of the past nine months, with minimal
corresponding changes in the long-term intrinsic value of the businesses we own. All of the Fund’s
underperformance in the quarter can be attributed to our overweight positions in China and Hong
Kong in a quarter when the MSCI China index was down 4%.
The U.S. threatened to raise import tariffs on the remaining $300 billion worth of Chinese goods
that have so far been spared from increased tariffs. Furthermore, the Trump administration placed
restrictions on Huawei and other Chinese tech firms, barring them from purchasing vital
components and software from U.S. companies, creating significant repercussions on the global
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semiconductor supply chain. Semiconductors are one of China’s top imports, and the industry
depends heavily on U.S. technology and suppliers. When these developments were announced in
May, the MSCI World index fell 5.7%, and the MSCI China index fell 13% in a single month. We also
saw global risk-off moves causing volatility in Japan, as the strengthening Japanese yen saw a flight
to safety rally, similar to that in U.S. treasuries, which resulted in a significant inversion of the U.S.
yield curve.
During the last days of the quarter, we witnessed a relief rally, as the U.S. and China declared that
they would re-commence trade negotiations and that U.S. companies would be able to sell some
products to Huawei.
However, we suspect the U.S.-China tensions are far from over. Under a Trump administration, we
can expect more trade-related volatility, whether in China, Mexico, Japan, Vietnam or potentially the
European Union. The Chinese government and central bank have responded to the U.S. trade war
by cutting interest rates and reserve requirements, reducing taxes, ramping up public spending
and easing credit. China’s stimulus measures, like the Fed’s expected easing, probably means that
the U.S.-China trade war will cause only limited damage to growth prospects in both countries. The
Chinese government has many more tools to respond to macroeconomics shocks than the U.S. In
addition to massive stimulus and currency depreciation, China’s government can bail out private
and public enterprises.
Additionally, the internet is becoming fragmented, as the U.S. and China increasingly create their
own internet ecosystems protected by firewalls, their own online national champions, their own
financial systems, and their own regulations. The new tech battle ground 5G, is potentially going to
result in the creation of different systems of 5G development, as the U.S. withholds key technologies
and components from Huawei – the Chinese 5G champion – as well as depriving them from markets
in the West. The balkanization of the world economy will create volatility and new winners and
losers. The U.S. multinational, which has been a large contributor to global growth in past decades
may be severely affected by the new world order. We could continue to see new regions developing
their own technology, supply chains, financial systems, reference bond and currency benchmarks,
which could weaken the global position of the U.S. and create more interesting opportunities in
Asia.
While we are bottom-up investors focused on individual companies, we do not ignore geo-political
issues that can cause rifts in the macro environment where our companies operate. Conversely,
we are seeing plenty of opportunity to take advantage of knee jerk reactions in the capital markets,
where asset prices overshoot on the downside relative to the economic damage of macro events.
This economic competition between the U.S. and China will result in significant volatility, as supply
chains unravel, multinationals suffer, domestic champions emerge, regional capital markets
develop, and reserve currencies and bond benchmarks change. For the long-term investor, who
focuses on stock specific mispricing with very conservative assumptions, this provides opportunity
to capitalize on investing in discounted assets.
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Portfolio Discussion:
Last year, the Fund’s largest opportunity was in Chinese consumer discretionary companies, whose
stock prices were severely affected by fears of a slowdown caused by higher import tariffs, and the
reduction of liquidity in the financial markets. We took advantage of the fear in the capital markets
and allocated our capital from relative winners (Japanese and Australian companies) towards the
new opportunities – primarily in Hong Kong and China – which set the stage for strong performance
in the first quarter of the year.
As our Chinese consumer companies rebounded, we began to recycle our capital out of China into
more attractive opportunities elsewhere. For example, we sold Yum China in the first quarter – a
little more than six months after we bought it for the second time in its short three-year history as
a public company - as the share price rebounded strongly from its lows last year. We trimmed a
number of our Chinese consumer investments, including WH Group and Man Wah, until May, when
trade war tensions increased, and prices fell to the point where it made less sense to reduce our
allocation.

Foreign Stock Investment in Japan
1427.4

Just like in a restaurant whose menu constantly changes to reflect the best seasonal options, our
menu of opportunities has changed often in the past year, as new and more attractive opportunities
arose as storms of volatility hit various sectors and countries. This year, 100% of our new purchases
have been in Japan. Our pipeline of potential Japanese investments continues to grow, as foreign
selling of Japanese equities continued in 2019 and accelerated during the 2nd quarter (chart above),
creating new opportunities. Japanese exposure to weakening China demand, especially in the large
semi-conductor supply chain, as well as the strengthening yen and a slowing domestic retail
industry compounded by fears over the upcoming consumption tax hike in October, have created
selling pressure on Japanese stocks and thus an opportunity for us to purchase discounted assets.
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On the other hand, dramatic changes in corporate governance and increased focus on capital
allocation have created a more expansive menu of Japanese opportunities for us. After almost a
decade of “Abenomics”, we are beginning to see some real corporate governance improvements in
select companies with improved focus on returns. In the past, we have insisted on having an ownermanager - like Masa Son at Softbank, Yoshihisa Kainuma at MinebeaMitsumi and Akio Toyoda at
Toyota - at the helm to gain confidence in capital allocation in Japan. However, two out of our three
new investments in Japan are companies led by employee-managers. In both cases, the boards
are majority independent with demonstrated influence on capital allocation decisions and an
increased focus on returns.
Hitachi’s decision to cancel the £16 billion Horizon nuclear project in the United Kingdom, which
would have incurred billions of losses had they continued, had heavy board involvement and
oversight. Hitachi’s board is highly qualified and majority independent—eight of the twelve board
members. Most importantly, this board is not a rubber stamp board. They have real input and
substantive oversight regarding strategy and capital allocation decisions. Of the eight outside
directors, four are non-Japanese, and all committees are chaired by external directors.
Ebara’s corporate governance system has improved dramatically in the last few years. In 2015,
Ebara transitioned from a traditional Japanese board structure to that of a company with three
committees (nomination, compensation and audit), and the board moved from minority
independent to half the board becoming independent. Earlier this year, the board size was reduced
to 11, of which 7 are outside independent directors. Two executive officers have stepped down
from the board and the new Chairman, Sakon Uda, is an independent director (ex-McKinsey
consultant). These changes are reflected in Ebara’s capital allocation and shareholder return policy.
In its 107-year history, Ebara announced its first ever buyback in November 2018 and increased
dividends by 33%. Ebara has repurchased 4% of the company just in the last 4 months.
Crossholdings have been trimmed, and the company’s cash rich balance sheet is being deployed
for shareholder returns. We discuss Ebara in greater detail later in the letter.
In Japan, we are seeing record levels of share buybacks, higher returns on equity, more successful
activist campaigns and higher private equity involvement in industry. It is helpful that the Japanese
government has significantly more skin in the game now than ever before, and we believe that has
put tremendous pressure on Japanese companies to produce higher returns on capital. In 2009,
the Japanese Government Pension Investment Fund (GPIF) held only 11.4 trillion yen of Japanese
equities. Last December, GPIF held 36 trillion yen of Japanese equities, more than tripling its
allocation to Japanese equities in the last decade. As Japanese bond yields disappeared and went
negative, the pressure on pension funds to deliver positive returns for their aging population has
forced them to decrease their exposure to fixed income, while increasing their allocation to
equities. Today, the Bank of Japan owns roughly 5% of the Japanese stock market. All this has
created real pressure on Japanese corporates to provide higher returns on invested capital for the
benefit of all shareholders.
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Performance Review
2Q19
Contribution
to Portfolio
Return (%)

YTD 2019
Total
Return (%)

Contribution
to Portfolio
Return (%)

Total
Return (%)

Top Five
MinebeaMitsumi
Hitachi
Hyundai Mobis
First Pacific
L’Occitane

+0.75
+0.61
+0.51
+0.39
+0.35

+14
+14
+13
+11
+6

Top Five
SoftBank Group
WH Group
Midea Group
MinebeaMitsumi
YUM China*

+1.94
+1.72
+1.21
+1.06
+1.05

+44
+35
+43
+18
+30

Bottom Five
Baidu
MGM China
Man Wah
CK Asset
Bharti Infratel

-1.96
-1.29
-0.69
-0.53
-0.45

-28
-18
-25
-10
-10

Bottom Five
Baidu
Ebara
Undisclosed
CK Hutchison
MGM China

-1.64
-0.04
+0.01
+0.26
+0.29

-26
+2
0
+6
+2

*Sold in 1Q19

TOP PERFORMERS:
MinebeaMitsumi (+14%, +0.75%), the Japanese manufacturer of precision equipment and
components, was a top contributor for the quarter. This year is the tenth anniversary of Yoshihisa
Kainuma’s tenure as CEO. Over the last decade, he has compounded sales, operating profits, book
value per share and EPS at an annual growth rate of 13%, 18%, 13% and 36%, respectively. This
was achieved through a combination of organic growth, as well as 17 acquisitions, which were
acquired cheaply and with negligible share dilution as a result of opportunistic share repurchases.
MinebeaMitsumi acquired about 500 billion yen of revenues for only 58 billion yen in cash, and
goodwill on their balance sheet is only 2% of equity, reflecting Kainuma’s skill at acquiring
companies, a competence that is rare in general, and particularly in Japan.
In May, Kainuma detailed his plan for the next ten years for MinebeaMitsumi to achieve 2.5 trillion
yen in sales and 250 billion yen in operating profits, translating to 11% annual growth in sales and
13% growth in profits, through a combination of organic growth and M&A. For the next 3 years,
50% of the cumulative FCF will be allocated to share buybacks and dividends.
This year, MinebeaMitsumi’s smartphone component and game device business will have a
seasonally weak first half compared to the second half. In addition, ball bearings are seeing some
weakness in data centers and fan motors. However, MinebeaMitsumi’s competitive advantage
remains strong, and the company is building up an optimal level of inventory to reduce expensive
airfreight costs caused by rush demand from customers.
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Hitachi Limited (+14%, +0.61%), a Japanese industrial conglomerate, was a contributor in the
quarter. For the fiscal year ended March 2019, Hitachi reported adjusted operating profit of 754.9
billion yen, which was slightly above the guidance of 750.0 billion yen, despite booking 30 billion
additional reserves on overseas EPC (engineering, procurement and construction) projects. Hitachi
announced its 2021 mid-term management plan in May, targeting at least 10% adjusted operating
profit margins and a 3-year aggregate operating cash flow of 2.5 trillion yen, with more than 60% of
sales from overseas and at least 10% return on invested capital (ROIC). This was the first time that
Hitachi have included ROIC targets.
Hitachi also plans to invest 2-2.5 trillion yen over the next three years for growth. Recently, Hitachi
announced that Hitachi Automotive Systems is acquiring Chassis Brakes, the sixth largest global
brake maker for 80 billion yen. The headline multiple of 8x EBITDA does not look cheap, but the
transaction should help Hitachi advance technological development and provide access to a new
customer base. We believe there is ample upside with the company's focus on profitability in its
core businesses, ability to generate free cash flow that will provide room for better shareholder
returns and smart capital allocation and portfolio management through M&A and divestiture of
businesses not earning a sufficient return on capital.
Hyundai Mobis (+13%, +0.51%), auto parts maker and after-market parts provider for Hyundai
Motor and Kia Motors, was a contributor in the quarter. Module and Parts revenue was up +7.4%
YOY in the first quarter with solid growth coming from Electrification (+89.3% YOY) and core Parts
(+22.8% YOY), despite Module sales posting negative growth of -3.1% due to the temporary
shutdown of their Ohio factory. Module and Parts operating profit was still soft with continuing loss
in China and margin drag from electrification. Their after-sales business was resilient with +3.7%
YOY revenue growth and 25.1% operating profit margin, helped by favorable currency trends.
Expectations are rising that the Hyundai Motor Group will resume restructuring its corporate
structure. Given the opposition from shareholders on the previous restructuring plan, the revised
one is likely to be more favorable to Mobis shareholders that could help unlock value. Though the
stock has outperformed the market in the quarter, we believe the high quality after-sales business
and Mobis’s net cash and interests in various listed entities are still insufficiently reflected in the
share price. The company announced that it would cancel 2 million shares, and execute a third of
a 1 trillion Korean won share buyback plan in second half of 2019, in addition to initiating a quarterly
dividend.
First Pacific (+11%, +0.39%) is the Hong Kong-listed investment holding company with its primary
operations in the Philippines and Indonesia. Although the stock has outperformed the market, First
Pacific is still one of the most discounted conglomerates listed in Hong Kong. During the quarter,
First Pacific announced many positive corporate governance actions. The company announced the
formation of a Finance Committee to be comprised of four independent non-executive directors
and CEO Manny Pangilinan. Margaret Leung, an independent non-executive director, who we have
met, will be the chairperson. In our view, the Finance Committee should meaningfully improve
capital allocation decisions and address the over-leveraged balance sheet. Much of the discount
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to NAV exists because of too much leverage and historically poor capital allocation decisions, which
we identified early on as areas that could be improved to close the gap between price and our
intrinsic value. The company also restructured the Corporate Governance committee to include
only independent, non-executive directors. Furthermore, CEO Pangilinan’s exit from the
Remuneration Committee results in the committee being comprised of only non-executive
directors, of whom the majority continues to be independent. First Pacific announced that they will
search for additional new independent non-executive directors, which, in our opinion, should
provide a fresh pair of eyes that can improve overall decision making. We are encouraged by First
Pacific’s efforts in improving corporate governance and capital allocation, and we believe there is
meaningful opportunity within its core assets, as well as in its efforts on reducing the net asset value
discount.
L’Occitane International (+6%, +0.35%), the natural and organic based cosmetics company, was a
contributor for the quarter. L’Occitane reported a respectable 1.8% same store sales growth in
FY19 (ended March 2019) and more importantly, the underlying operating margin increased 80
basis points to 11.5%. Operating profit margin is expected to improve further in the current fiscal
year. Our investment case in L’Occitane anchors on the company’s ability to convert more of its
gross margin dollars (GP margin of 83%) into higher operating profits. We are pleased to see
management’s focus on improving profitability by their disciplined marketing and advertising spend,
and by eliminating excess costs.
This was a transformational year for L’Occitane as it made a sizable and seemingly expensive
acquisition of Elemis, paying 22.5X trailing EBITDA. But, this is a high growth and high margin
business, and it was funded by existing cash and very cheap debt, making the deal earnings
accretive from the first year. Just 2% of Elemis sales come from Asia today, a region where
L’Occitane has historically excelled. Asian expansion of the Elemis brand under L’Occitane
ownership could deliver meaningful revenue synergies. We recently met Elemis CEO Sean
Harrington and Managing Director Oriele Frank in London and understand why L’Occitane is
excited about this UK-based skin care company. Sean has relocated to Hong Kong to launch Elemis
in Asia, and we look forward to Elemis launching on Chinese online marketplaces and other Asian
markets in the near future, with support from L’Occitane.

BOTTOM PERFORMERS:
Baidu (-28%, -1.96%), the dominant online search business in China, was the largest detractor in
the quarter and the first half. Baidu reported first quarter results in line with initial guidance, and
Baidu’s Core revenue grew 16% year-over-year (YOY). However, guidance for the second quarter
was well below our expectation, driven mainly by macro weakness impacting advertisers’ budgets
and online advertising inventory increased across the industry, creating price pressure. In addition
to these industry-wide headwinds, Baidu is migrating all the medical ad landing pages from third
party sites onto Baidu’s own servers. This initiative will further improve advertising quality and
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Baidu’s control over the content, but it will have a negative impact on ad sales in the short term.
The share price declined sharply post first quarter results.
We remain confident in Baidu longer-term and believe the stock market has overreacted to its
short-term challenges. The slowdown in ad sales is not specific to Baidu. Online players like
Tencent, Weibo and the largest offline advertising company, Focus Media, have all seen a
deceleration in ad revenues. While ad sales growth is not satisfactory at the moment, user traffic
growth at Baidu has been strong and healthy, which provides the basis for future monetization. In
March, Baidu App’s daily active users (DAUs) grew 28% YOY, and Baidu Smart Mini Program’s
monthly active users (MAUs) saw 23% sequential growth. There was some concern that growth
would fall off post the Chinese New Year promotion, but the latest data indicates otherwise.
Encouragingly, in June, Baidu App DAUs increased 27% YOY, and Smart Mini Program MAUs
increased 49% quarter-over-quarter.
At the current share price, Baidu Core advertising is trading at less than 1 times sales and 3 times
2018 free cash flow. In addition, Baidu is making steady progress in AI initiatives, which are not
reflected in the current market valuation. For example, Baidu’s voice-activated smart speaker
became number one in China and number three globally measured by shipments in the first
quarter of 2019. Also, Baidu’s Apollo autonomous driving effort registered nearly 140,000
kilometers in Beijing last year, representing about 91 percent of total self-driving distances traveled
by the eight licensed transportation companies in the city. The current trade tension between
China and the U.S. doesn’t impact Baidu directly, as almost all of its sales are domestic. However,
it does significantly reduce Google’s ability to re-establish a meaningful presence in China,
strengthening Baidu’s already dominant position in the Chinese search market.
We support Baidu’s decision to launch an additional $1 billion (USD) share buyback program, on
top of the existing remaining $500 million program to take advantage of the current low share price.
Paying low-single-digit FCF for a strong cash generative and hard-to-replace asset should provide
attractive returns over time, and we have added to our investment in Baidu.
During the 2019 Baidu Create Conference in July, someone walked onto the stage and poured a
bottle of water on CEO Robin Li while he was speaking. We feel sorry for Robin, but it reminded us
of the incident in 1998 when Bill Gates had a pie thrown in his face. Microsoft’s share price went
up almost three-fold in the following two years. We believe and hope that this incident also marks
a low in Baidu’s share price.
MGM China (-18%, -1.29%), one of the six Macau gaming concessionaires, was a detractor for the
quarter. The company reported better than expected Q1 results with industry leading EBITDA
growth of 27% YOY. MGM China gained market share in both mass and VIP segments, as its newly
opened Cotai resort continued to ramp up. Yet, MGM’s shares were down, along with all its peers,
as trade tensions between the U.S. and China resurfaced during the quarter, and industry gross
gaming revenue (GGR) for Q2 2019 was down around 0.5% YOY against a tough comparable of
17% growth in Q2 2019. Mass gaming grew by over 10% in Q2, while VIP continued to decline at a
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mid-teens rate. Arguably, the pace of MGM’s Cotai ramp up has been slower than we expected,
but now with VIP junket rooms and 20 out of 27 mansions (catering to premium mass and VIP
customers) open, we expect the company to continue gaining market share and delivering best in
class luck-adjusted EBITDA growth this year.
Man Wah (-25%, -0.69%), the leading recliner and sofa manufacturer in China, was a detractor for
the quarter after being a strong contributor in the first quarter. The trade conflict escalation
between the U.S. and China in the quarter is hurting sentiment towards exporters like Man Wah.
However, Man Wah is well ahead of its peers in establishing production capacity outside of China.
As of June, its plant in Southeast Asia is already contributing about 40% of total Man Wah’s exports
to the U.S. and by mid-next year, Man Wah could transfer all of its U.S. export business away from
China. The more important branded domestic business, which contributes more than 60% of its
profits, is progressing on track with management expectations, and the competitive landscape is
turning healthier compared to last year. Overall, the total company’s sofa volumes continue to
increase year after year. In 2018, Man Wah became the world’s number one motion furniture
company by selling over one million sofas.
CK Asset (-10%, -0.53%), the Hong Kong-based real estate and infrastructure company, was a
detractor in the quarter. Contrary to widespread expectation that trade wars and protests in Hong
Kong would have a negative impact on local property market, the Hong Kong primary residential
market has seen the highest transaction volume in the first half of 2019, compared to the same
period over the past 5 years. Given that land acquisition prices remain relatively high, CK Asset
continues to look for global opportunities with the aim to replace real estate development profits
with recurring income. We appreciate CK Asset’s strict capital allocation discipline in project
selection and financial strength. We are confident that Managing Director Victor Li will be able to
compound value for shareholders over time.
Bharti Infratel (-10%, -0.45%), the dominant telecom tower operator in India, was a detractor for the
quarter. The company reported weaker than expected results. After two quarters of stable
tenancies on its towers, Infratel reported a net churn in collocations for the last quarter. This was
due to incremental exits from Vodafone-Idea as they continue to rationalize their network footprint
and exit some marginal markets, post-merger. We believe that we are in the final stages of tenancy
decline and expect growth to return, possibly within the next two quarters. In the meantime, the
merger process with Indus towers is proceeding as expected. We are awaiting approval from the
Department of Telecommunications as the last step. Post-merger, we expect Infratel to execute
value accretive repurchases of its own shares and to increase dividends per share.
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Portfolio Changes

In the past six months, we initiated an investment in Ebara, Hitachi, and in a Japanese retailer,
which remains undisclosed.
Ebara is a Japan-based industrial manufacturer operating in three segments:
• Fluid Machinery and Systems (FMS): Key products include standard pumps, custom-made
pumps and large-scale compressors. Ebara has around 35-40% market share in Japan in
pumps for buildings and public infrastructure (around 7% share globally). Ebara’s Elliott
branded compressor business has number one market share (around 20%) globally in
downstream oil & gas applications (refining, petrochemicals, LNG).
• Precision Machinery (PM): Ebara supplies chemical-mechanical planarization (CMP) systems to
make silicon wafers perfectly flat and dry vacuum pumps and components to semiconductor
manufacturers. CMP is a duopoly market with Ebara having 30% market share behind market
leader Applied Materials.
• Environmental Engineering: Ebara handles design, construction, maintenance and operations
of waste incineration plants and other waste treatment facilities in Japan. Over 75% of operating
profit derives from operations and maintenance revenue stream.
Ebara margins are currently at trough levels. The FMS segment reported 2.8% operating income
margins in 2018, well below the company’s medium-term target of 8.5%. 2018 margins were
impacted by a downturn in the oil and gas market, aggressive pricing by some competitors and
other one-off factors. Management is focused on reducing fixed costs and increasing the ratio of
service and support revenues, which generate much higher margins than sale of new products.
Another reason for cheapness is the outlook for the PM segment, which is exposed to the
semiconductor capex cycle. As discussed above, the U.S.-China trade war and restrictions on
Huawei have hurt investor sentiment around suppliers to the semiconductor industry.
Ebara trades at almost half the EBITDA multiples (on trough margins) of its peers (Sulzer, Xylem and
Flowserve for FMS segment, and Applied Materials and Pfeiffer Vacuum for the PM segment). This
level of discount is unwarranted, especially given the strength of Ebara’s balance sheet (over 20%
of market capitalization is in cash and financial investments) and the company’s newfound focus on
improving ROE and shareholder returns (as discussed earlier in this letter).

11

Outlook
Volatility continues to offer us the opportunity to buy high quality businesses at discounted prices.
Our on-deck list is robust, and we are almost fully invested. Some markets that have historically
been too expensive for us (emerging Asia) are starting to drift towards our desired price range. Our
Price-to-Value ratio ended the quarter at 61% and the cash level was 5.7%.

Monthly Price-to-Value Ratio and Cash Levels
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Your fund managers have personally put more capital into the Fund to take advantage of the
attractive margin of safety and positive outlook for the businesses we own. A number of our
management partners at our portfolio companies are also taking advantage of the deeply
discounted asset environment to opportunistically repurchase shares, acquire listed subsidiaries,
and acquire other companies.

See the following pages for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf Partners UCITS Funds. No shares of the
Longleaf Partners Asia Pacific UCITS Fund (“Fund”) may be offered or sold in jurisdictions where such offer or sale is prohibited.
Any performance is for illustrative purposes only. Current data may differ from data quoted. Investment in the Fund may not be
suitable for all investors. Potential eligible investors in the Fund should read the prospectus and the Key Investor Information Document
(KIID) carefully, considering the investment objectives, risks, charges, and expenses of the product, before making any investment
decision. The value of investments, and the income from them, may fall or rise and investors may get back less than they invested. Past
performance is no guarantee of future performance. Investment in the Fund may not be suitable for all investors. This document does
not constitute investment advice – investors should ensure they understand the legal, regulatory and tax consequences of an investment
in the Fund.
Any subscription may only be made on the terms of the Prospectus and subject to completion of a subscription agreement.
P/V (“price-to-value”) is a calculation that compares the prices of the stocks in a portfolio to Southeastern’s appraisal of their intrinsic
values. The ratio represents a single data point about a Fund and should not be construed as something more. P/V does not guarantee
future results, and we caution investors not to give this calculation undue weight.
“Margin of Safety” is a reference to the difference between a stock’s market price and Southeastern’s calculated appraisal value. It is
not a guarantee of investment performance or returns.
Important information for investors in the United Kingdom:
In the United Kingdom, this document is being distributed only to and is directed at (a) persons who have professional experience in
matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 (as amended) (the “Order”) or (b) high net worth entities and other persons to whom it may be otherwise lawfully be
communicated, falling within Article 49(2) of the Order (all such persons being referred to as “relevant persons”). This document must
not be acted on or relied on by persons who are not relevant persons. Any investment activity to which this document relates is available
only to relevant persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or
rely on this document or any of its contents.
Important information for Swiss investors:
The jurisdiction of origin for the Longleaf Partners UCITS Funds is Ireland. The representative for Switzerland is ARM Swiss
Representatives SA., Route de Cite-Ouest 2, 1196 Gland. The paying agent for Switzerland is NPB Neue Private Bank Ltd.,
Limmatquai 1, 8022 Zurich. The Prospectus, the KIID, the Trust Deed, as well as the annual and semi-annual reports may be obtained
free of charge from the representative in Switzerland. The current document is intended for informational purposes only and shall not
be used as an offer to buy and/or sell shares. The performance shown does not take account of any commissions and costs charged
when subscribing to and redeeming shares. Past performance may not be a reliable guide to future performance.
Important information for Hong Kong investors:
The contents of this Confidential Memorandum have not been reviewed nor endorsed by any regulatory authority in Hong Kong. Hong
Kong residents are advised to exercise caution in relation to this offer. An investment in the Fund (“Fund”) may not be suitable for
everyone and involves risks. Offering documents should be read for further details including the risk factors. If you are in any doubt
about the contents of this Confidential Memorandum, you should consult your stockbroker, bank manager, solicitor, accountant or
other financial adviser for independent professional advice. The Fund is not authorized by the Securities and Futures Commission
(“SFC”) in Hong Kong pursuant to Section 104 of the Securities and Futures Ordinance (Cap 571, Laws of Hong Kong) (“SFO”).
This Confidential Memorandum has not been approved by the SFC in Hong Kong, nor has a copy of it been registered with the Registrar
of Companies in Hong Kong and, must not, therefore, be issued, or possessed for the purpose of issue, to persons in Hong Kong other
than (1) professional investors within the meaning of the SFO (including professional investors as defined by the Securities and Futures
(Professional Investors) Rules); or (2) in circumstances which do not constitute an offer to the public for the purposes of the Companies
Ordinance (Cap 32, Laws of Hong Kong) or the SFO. Past performance is not indicative of future performance. This Confidential
Memorandum is distributed on a confidential basis and may not be reproduced in any form or transmitted to any person other than the
person to whom it is addressed. No shares in the Fund will be issued to any person other than the person to whom this Confidential
Memorandum has been addressed and no person other than such addressee may treat the same as constituting an invitation for him to
invest.
Important information for Japanese investors:
This Material is provided for information purposes only. This does not, and is not intended to constitute an invitation, solicitation,
marketing, or an offer of Southeastern Asset Management, Inc.’s (“Southeastern”) products and services in Japan, whether to wholesale
or retail investors, and accordingly should not be construed as such. By receiving this material, the person or entity to whom it has been
provided understands, acknowledges and agrees that: (i) this material has not been registered, considered, authorized or approved by
regulators in Japan; (ii) Southeastern Asset Management, Inc. nor persons representing Southeastern Asset Management, Inc. are not
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authorized or licensed by Japan authorities to market or sell Southeastern’s products and services in Japan; and (iii) this material may
not be provided to any person other than the original recipient and is not for general circulation in Japan.
Important information for Australian investors:
Southeastern Asset Management, Inc. (“Southeastern”) and Southeastern Asset Management, Inc. Australia Branch, ARBN
155383850, a US company (“Southeastern Australia Branch”), have authorized the issue of this material for use solely by wholesale
clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of any of its related bodies corporate. By accepting this
material, a wholesale client agrees not to reproduce or distribute any part of the material, nor make it available to any retail client,
without Southeastern’s prior written consent. Southeastern and Southeastern Australia Branch are exempt from the requirement to hold
an Australian financial services license (AFSL) under the Corporations Act 2001 (Cth) in respect of financial services, in reliance on
ASIC Class Order 03/1100, a copy of which may be obtained at the web site of the Australian Securities and Investments Commission,
http://www.asic.gov.au. The class order exempts bodies regulated by the US Securities and Exchange Commission (SEC) from the
requirement to hold an AFSL where they provide financial services to wholesale clients in Australia on certain conditions. Financial
services provided by Southeastern are regulated by the SEC, which are different from the laws applying in Australia.

Asia Pacific UCITS
Fund Commentary

1Q19

For Professional Investors Only

For the quarter ending March 2019, the Longleaf Asia Pacific UCITS Fund was up 18.24%,
outperforming the MSCI AC Asia Pacific Index, which was up 9.64%. In 2018, we
meaningfully increased our exposure to Greater China by investing in businesses that had
been hurt due to fears related to the U.S.-China trade war and a slowdown in the Chinese
economy. These investments were the key drivers of returns in the first quarter.
Portfolio Returns at 31/03/19 – Net of Fees
Since
1Q19

1 Year

3 Year

Inception
2/12/2014

APAC UCITS (Class I USD)

18.24%

-7.13%

11.70%

7.75%

MSCI AC Asia Pacific Index

9.64%

-5.14%

10.03%

5.61%

Relative Returns

+8.60%

-1.99%

+1.67%

+2.14%

Selected Indices

1Q19

Hang Seng Index*

12.84%

0.03%

16.03%

TOPIX Index (JPY)*

7.55%

-5.38%

7.71%

TOPIX Index (USD)*

7.20%

-9.27%

8.26%

MSCI Emerging Markets*

9.91%

-7.41%

10.69%

1 Year

3 Year

*Source: Factset; Periods longer than 1 year have been annualized
Market Commentary
The first quarter marked a strong start to 2019 across most asset classes and regions, including
Asian equities. The headlines that pressured equity prices globally in 2018 are turning favorable.
Fears of U.S. interest rate hikes have abated, and the new consensus market expectation is for
either no action or potential interest rate cuts. Asian currencies including the Chinese yuan have
stabilized, oil prices are recovering and there is renewed optimism on the U.S. and China reaching
a trade agreement.
The crackdown on the shadow banking sector that led to deleveraging in China is receding, and
credit growth is returning. To stimulate the economy, Beijing is implementing supply side reforms,
including cuts in the value-added tax and both consumer and corporate income taxes, rather than
the traditional fiscal spending measures of the past. China’s GDP growth is healthy, running at

2

around 6% real and 9% nominal growth in 2018. China Manufacturing PMI is back in expansionary
territory, and more importantly, consumption per capita continues to grow at about a 6% real rate.
Overall, sentiment is favorable, quite a turnaround from where we were just 3 months ago.
Since we began the Asia Pacific strategy in 2014, we have seen three major waves of volatility in
Asia, driven by sharply negative sentiment in 3Q 2015, 1Q 2016, and all of 2018. Each time, we took
advantage of distressed prices offered by Mr. Market to upgrade our portfolio into even higher
quality franchises with aligned capital allocators. It is helpful to recap what we did during bouts of
extreme volatility in 2018:
1. Country allocations: Our country weighting is a function of bottom-up stock picking and not a
target in and of itself. We rush towards fires to find opportunities where prices have been overly
punished relative to value. China was one of the worst performing markets globally in 2018.
Unsurprisingly, our weighting in China / Hong Kong increased from around 42% at the end of
2017 to over 60% by the end of 2018. This was largely funded by reducing our winners in
Australia (from 17% to 7%) and Japan (from 19% to 16%). In addition, for the first time in our
history, we initiated an investment in India (5%).
2. Businesses impacted by U.S.-China trade war fears: We initiated / increased our investment in
businesses that were sold off on U.S.-China trade fears despite underlying economics being
unaffected by tariffs. WH Group is the largest packaged pork manufacturer in the world, with
over 80% of its value derived from selling branded packaged meats in China and in the U.S. WH
Group is primarily a domestic Chinese business, yet its stock price dropped by approximately
45% from its peak to trough in 2018. Similarly, Man Wah, a furniture manufacturer that derives
around 90% of its value from its branded domestic China business, dropped by around 60%
from its 2018 peak to trough partly because of its wholesale exposure to the U.S., which is a low
margin business and not a value growth driver. Chinese white goods manufacturer Midea, our
first investment in the A-share market, was also hurt by China macro and trade war fears,
allowing us to invest in this dominant brand at an attractive price. At the end of 2018, these
investments accounted for around 12% of our portfolio.
3. Macau: China slowdown fears and U.S.-China trade wars impacted sentiment around Macau.
Over 50% of visitors to Macau come from neighboring Guangdong province, which is the export
hub of China. Both Melco International and MGM China saw about a 55% stock price drop from
their 2018 peak to trough. The low margin VIP gaming revenue has indeed been negatively
impacted by macro issues, but the higher margin mass business continues to grow, driven by
infrastructure improvements in and around Macau. We increased our investment in Melco and
initiated an investment in MGM China because of our confidence in the long-term growth of
mass gaming in Macau. There are substantial non-earning assets at both companies that were
not correctly valued by the market, and Mr. Market gave us an opportunity to buy these longterm compounders at single-digit normalized free cash flow (FCF) multiples. Beginning in 2019,
Macau accounted for around 13.5% of our portfolio.
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4. Recycled ideas: We invest in businesses and people that we know and understand. We like
recycled ideas (businesses that we have owned previously) when we get to own them again with
our desired margin of safety. In 2018, we re-invested in WH Group and Yum China when they
became attractively priced again due to the China slowdown and U.S.-China trade war fears. In
both cases, the businesses and their balance sheets were in better shape than the prior time
that we owned them. These investments accounted for over 9% of our portfolio at the
beginning of the year.
5. Special Situations: We increased our investment in Softbank and Speedcast during 2018 when
they underwent significant selling pressure due to unique circumstances. Softbank suffered
from fallout due to its association with Saudi Arabia, as the Saudi Public Investment Fund, which
has committed $45 billion dollars, is the largest investor in the $98.6 billion Softbank Vision
Fund. This, combined with its association with Huawei (which has been subject to U.S.
government sanctions) and a perceived flop of its Japanese telecom IPO, led to about a 35%
drop in its market capitalization in Q4 2018. In the case of Speedcast, a delay in energy recovery
and one-offs led the company to revise its FY18 earnings downward. This, coupled with
Australian investor perception (incorrect in our view) of excessive leverage at Speedcast, led to
a drastic sell down of its shares from over 6.5 AUD/share in late August 2018 to less than 3
AUD/share by the end of 2018. Closing 2018, these two investments accounted for 9% of our
portfolio.
As sentiment turned to the positive in the first quarter and our businesses delivered on
expectations, the investments we made in the second half of 2018 recovered from oversold levels,
as described in more detail below.
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1Q19 Performance Review
Contribution to
Portfolio Return (%)

Total
Return (%)

Top Five
Softbank
WH Group
Man Wah
MGM China
CK Asset

+2.12
+1.73
+1.66
+1.63
+1.51

+46
+39
+47
+25
+21

Bottom Five
First Pacific
Undisclosed
L’Occitane
Toyota Motor
Hitachi

-0.04
+0.04
+0.05
+0.09
+0.19

-6
+5
+2
+0
+8

TOP PERFORMERS:
Softbank (+46%), the Japan listed telecom and internet investment firm, was a top contributor for
the quarter. The company reported a 62% increase in Q1-Q3 FY18 operating profit, driven by gains
on its $98.6 billion dollar Vision Fund investments. As Softbank shareholders, we earn around a
1% management fee and a 20% performance fee (over an 8% hurdle rate) from this fund. Having
listed its Japan telco business in 2018, Softbank is increasingly transforming itself into an investment
holding company. Softbank’s financial leverage improved meaningfully from 2.3 Trillion JPY in
Softbank telco IPO proceeds and 3 Trillion JPY in a transfer of debt to the Japan telco subsidiary.
On its fiscal 3Q earnings call, Masayoshi Son (Softbank’s CEO and over 20% owner) made a
compelling case on the extreme undervaluation of Softbank shares and announced a sizable 600
billion JPY buyback program. Softbank is the only company we are aware of in Japan, where
management has detailed their views on the value of their company.
https://group.softbank/en/corp/irinfo/stock/stock_value/
Ride sharing company Uber is planning to IPO this year at a rumored valuation of over 100 billion
dollars and Softbank (via Vision Fund) is the biggest owner with an over 16% stake in Uber. Despite
the strong performance YTD, we believe Softbank continues to trade at around a 35% discount to
our intrinsic value estimate.
WH Group (+39%), the world’s largest packaged pork company, was a top contributor for a second
consecutive quarter. We initiated our investment in 3Q 2018 when concerns around U.S.–China
trade war and the spread of African Swine Fever (ASF) in China led to a sharp correction in its share
price. The company reported results in line with expectations for 2018, driven by resilient
performance in its downstream, branded, packaged meat business in both China and the U.S. The
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commodity-like upstream hog production and fresh pork business in the U.S. had a tough 2018
(and potentially even Q1 2019), due to oversupply of hogs and slaughtering capacity, but the
outlook for the rest of 2019 is positive driven by demand from export markets. ASF has reduced
sow (female pig) inventory in China by close to 20%, which would lead to higher prices for hogs in
2H 2019, but WH group will benefit from increased market share due to the ongoing consolidation
in fresh pork market on food safety concerns. We trimmed our position as optimism on a potential
U.S.–China trade deal led to sharp re-rating in WH shares.
Man Wah (+47%), the leading recliner sofa manufacturer in China, was a contributor in the quarter.
Following the market sell off in 2018, during which the company bought back shares and
management insiders bought shares at a steep discount, Man Wah’s share price rebounded going
into 2019. We visited its new Vietnam plant in January and saw that the production ramp up is on
track. At the time of visit, the Vietnam plant was already exporting 600 containers of sofas a month,
which could increase to 4,000 monthly containers over the next two years. Given its presence in
Vietnam, any further increase in tariffs on China exports to the U.S. would work to Man Wah’s
advantage, as it could grab market share from OEM manufacturers who export from China. We are
confident that founder and CEO Mr. Wong Man Li will increase the dividend payout ratio and restart
share repurchases once the current capital expenditure cycle is over.
MGM China (+25%), one of the six Macau gaming concessionaires, was a top contributor for second
consecutive quarter. Industry gross gaming revenue for Q1 2019 was down 0.5% YOY against a
tough comparable of 21% growth in Q1 2018, but better than street expectations. More
importantly, we believe the highly profitable mass gaming revenues grew high single digits while VIP
revenues were down low double digits, driving EBITDA growth for the market. Improvement in
infrastructure and hotel room supply are helping grow mass visitation to Macau. MGM China is
gaining share as its newly completed Cotai resort is still in the early stages of ramping up. MGM’s
Cotai property EBITDA grew from around $17 million dollars in Q3 2018 to $60 million dollars in
Q4, helped by growth in mass drop, VIP volume and better luck. These results, combined with
optimism around a U.S.–China trade deal, credit growth, and strong A-share market performance,
drove a re-rating in MGM China (and Melco) shares. Furthermore, MGM China’s concession was
extended two years to June 2022 – in line with the other concessionaire’s term -- for a very
reasonable $25 million dollar payment. This extension synchronized the bidding and renewal
process for all six gambling concessionaires in Macau to align with the next term of the territory’s
government.
CK Asset (+21%), the Hong Kong and China real estate company, was a contributor in the quarter.
CK Asset reported solid results for 2018, with dividend per share increasing 12% YOY and book
value per share increasing 11% YOY. In 2018, CK Asset completed the sale of an office building,
The Center, in Hong Kong at below 2.5% cap rate or 4,200 USD per square foot. The world’s most
expensive commercial real estate transaction was struck at over $5.1 billion dollars, about double
our appraisal for this building. In the same year, the company deployed just half of the proceeds
in UK commercial property to make up for the lost income after the Center was sold. Hotel
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portfolios saw profits increase 22% YOY, driven by an improvement in room rates and occupancy.
Two more hotels will open in 2019, adding up to 15,000 rooms and serviced suites for the portfolios.
Given the relatively high land price in HK, we expect that managing director Victor Li will continue
to deploy the majority of the FCF into global projects at attractive returns.
BOTTOM PERFORMERS:
First Pacific (-6%) is a Hong Kong-listed investment holding company with its primary operations in
the Philippines and Indonesia. We initiated our investment in Q3 2018. First Pacific’s core assets
include PLDT (the largest telecom operator in Philippines), Metro Pacific Investment Corporation
(an infrastructure company with investments in energy, toll roads, water, and hospitals in the
Philippines), and Indofood (the leading fast moving consumer goods company with exposure across
consumer branded products, such as noodles, flour, agribusiness, and distribution in Indonesia).
First Pacific’s stock price has been under pressure due to weak 2018 results with a 4% decline in
recurring profit, driven by weakness in PLDT and Indofood’s earnings and unfavorable foreign
exchange rates. Financial leverage at the holding company, coupled with broad weakness in
emerging markets, further pressured the stock.
First Pacific is one of the most discounted Hong Kong conglomerates trading at a 60% discount to
net asset value (NAV) (we took the liberty of copying their NAV per share calculation below).
Additionally, the underlying listed assets themselves are undervalued in our view. On the recent
earnings call, management reiterated their strategy to focus on core investments and dispose of
non-core assets. The company recently announced an agreement to sell its 50% interest in food
company Goodman Fielder for $275-325 million, which is expected to close in 2019. Disposal of
non-core assets provide a brighter outlook on debt repayments, dividend payments and share
buybacks, which should narrow the substantial NAV discount. The company has also completed a
refinancing exercise to term out its debt repayment profile. First Pacific is run by CEO Manny
Pangilinan, who owns 2% of the company and Chairman Anthoni Salim, an Indonesian
businessman, who owns 44% of First Pacific.
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L’Occitane International (+2%), the natural and organic based cosmetics company, was a relative
detractor for the quarter. The company reported 4.4% like for like sales growth for 9MFY19, slightly
below market expectations and slower than the 4.9% run rate in 1HFY19. U.S., Hong Kong and
Japan exhibited slower momentum, but China continued to post double-digit sales growth, driven
by online contribution (60% growth in Alibaba’s 11-11 event). Management confirmed their full year
operating margin forecast. L’Occitane announced the acquisition of British premium skincare
brand Elemis for $900 million dollars, putting its net cash balance sheet to work. The headline
multiples of 22.5X EBITDA is indeed very high, but management expects sales and EBITDA to grow
over 30% in coming years. Elemis has significant growth opportunity in Asia, where it currently has
minimal presence. The acquisition was funded with cash and low-cost debt.
Toyota Motor (+0%), one of the largest global automotive firms, was a relative detractor in the
quarter. While the share price did not appreciate much compared to our other holdings, Toyota
remains very attractive. Industrial net cash represents about half of its current market
capitalization. As a result, the enterprise value of the company is merely about low single digits of
its operating profits. This is very attractive for one of the top automotive companies in the world,
as well as the front runner in electric and hybrid autos and technology. We have confidence in the
leadership of Mr. Akio Toyoda, who understands the benefits of share repurchase. After completing
its 300 billion share buyback program in August of last year, Toyota announced another 250 billion
share buyback program in the quarter.
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Portfolio Changes
During the quarter, our Japan weighting increased, as we added two new investments - Hitachi and
an undisclosed investment. Midea Group, an undisclosed investment from Q4 2018 is also detailed
below. We added meaningfully to our position in Baidu and Melco International. We trimmed WH
Group and MGM International, and exited Vipshop and Yum China after strong YTD performance.
We recycled the capital into more compelling opportunities.
We initiated an investment in Hitachi Limited, a Japanese conglomerate that has been undergoing
significant restructuring and reform since the Global Financial Crisis. Ten years ago, Hitachi was a
complicated and muddled group of businesses—a sprawling conglomerate that shocked corporate
Japan with the size of its 795 billion yen loss in March 2009. Hitachi’s current Chairman, Hiroaki
Nakanishi, had retired from Hitachi Limited in 2006 and relocated to San Jose to run the struggling
hard drive subsidiary, Hitachi Global Storage. Nakanishi returned to become a Representative
Executive Officer at Hitachi Limited and became President in 2010, on the back of successfully
turning around the Global Storage business.
Nakanishi, a western-educated (Stanford) leader focused on profitability and growth, has
spearheaded a radical restructuring of a Japanese conglomerate. Chairman Nakanishi and his
partner CEO Higashihara (who became CEO in 2016) exited low margin, unsustainable and volatile
businesses. They sold the semiconductor business (now Renesas), sold the HDD business to
Western Digital, joint ventured with Johnson Controls on air conditioners, spun off the LCD display
business (now Japan Display), stopped TV production in 2012, and deconsolidated the power
generation business by merging it with Mitsubishi Heavy. Ten years ago, the company had around
20 listed subsidiaries, now Hitachi has 4. We expect this number to shrink further. The
transformation from a money-losing zombie corporation into a globally competitive conglomerate
is not yet complete. Hitachi achieved double digit ROE last year and is on track to deliver 8%
operating profit margins and 9% after tax OCF margins (including working capital changes) this
year. They have ambitions to achieve over 10% operating profit margins in three years, led by
current CEO Higashihara.
Hitachi has a governance system that stands head and shoulders above others in large-cap
Japan. The board is majority independent, with 8 of 12 board members being independent, and
highly qualified. Most importantly, this board is not a bunch of lightweights. They have real input
and substantive oversight over strategy and capital allocation decisions. Of the 8 outside directors,
4 are non-Japanese, and all committees are chaired by external directors.
Hitachi trades at 3.3x EBITDA, 0.4X sales, 8x earnings and 8x FCF. Excluding the value of their four
listed subsidiaries at market, the Hitachi stub, which accounts for 65% of the market cap of Hitachi
Limited, trades at 0.2x sales and 2x EBITDA. The unlisted piece produces 12% EBITDA margins and
7% Free EBITDA margins.
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Midea Group, a Chinese home consumer appliance giant, is a new investment we initiated in Q4
2018. Midea products portfolio ranges from air-conditioners, refrigerators, and washing machines
to small home appliances. Market share of its products on average is about 25-30% and ranks
among the top three in almost all the categories in which Midea competes. There is a secular trend
for consumption upgrade in the industry that leads to healthy average selling price increases and
margin expansions. However, in 2018, with the fears of a real estate slowdown and general macro
weakness, coupled with ongoing China–U.S. trade conflicts, Midea’s share price pulled back over
30%. While around 43% of Midea sales are overseas, only 5% of total exports are from China to
the U.S. In addition, Midea has 18 production facilities overseas that can manage shipments
flexibly, so the real impact of any tariff would be very limited.
Despite holding sizable net cash, Midea still manages to achieve above 20% ROE and is growing the
business at high single digits to low double digits. We were able to buy this dominant franchise
with enduring brands at a very attractive high single digit multiple of FCF. In July 2018, Midea
launched a RMB 4 billion buyback program, which was one of the largest buybacks in the A-share
market at that time to take advantage of the price discount. After we built our position in Midea,
we were glad to see management complete the 4 billion buyback program swiftly and subsequently
launch another RMB 6.6 billion buyback program. Founder He Xiangjian still owns 33% of Midea
Group through Midea holdings, and CEO Paul Fang owns over $700 million dollars worth of stock.
We are confident our owner managers will continue to create value for all shareholders.

Outlook
Despite the strong absolute returns YTD, we finished the quarter with our price-to-value (P/V) ratio
at 65%. We have retained an attractive portfolio discount through trimming investments that
approached fair value and redeploying assets into high quality, more discounted businesses. We
run a concentrated portfolio of around 20 companies, and our hunting ground remains rich
because of our broad universe, which includes all of Asia across the market capitalization spectrum.
Even in buoyant markets, we are able to source compelling investments that meet our disciplined
standards through the lens of Business, People, and Price. Our on-deck list of great companies we
would like to own remains strong, and the upcoming elections in India, Indonesia, Australia and the
Philippines could potentially offer up more opportunities.
During the first quarter we welcomed Taieun Moon as a junior analyst in our Singapore office.
Taieun interned for us last year and joins us full time following his graduation from the University
of Hong Kong. A Korean national, Taieun has also lived in Malaysia and Hong Kong. We look forward
to his contributions to the team.

See the following pages for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf Partners
UCITS Funds. No shares of the Longleaf Partners Asia Pacific UCITS Fund (“Fund”) may be offered
or sold in jurisdictions where such offer or sale is prohibited. Any performance is for illustrative
purposes only. Current data may differ from data quoted. Investment in the Fund may not be
suitable for all investors. Potential eligible investors in the Fund should read the prospectus and
the Key Investor Information Document (KIID) carefully, considering the investment objectives,
risks, charges, and expenses of the product, before making any investment decision. The value of
investments, and the income from them, may fall or rise and investors may get back less than
they invested. Past performance is no guarantee of future performance. Investment in the Fund
may not be suitable for all investors. This document does not constitute investment advice –
investors should ensure they understand the legal, regulatory and tax consequences of an
investment in the Fund.
Any subscription may only be made on the terms of the Prospectus and subject to completion of
a subscription agreement.
P/V (“price-to-value”) is a calculation that compares the prices of the stocks in a portfolio to
Southeastern’s appraisal of their intrinsic values. The ratio represents a single data point about a
Fund and should not be construed as something more. P/V does not guarantee future results,
and we caution investors not to give this calculation undue weight.
“Margin of Safety” is a reference to the difference between a stock’s market price and
Southeastern’s calculated appraisal value. It is not a guarantee of investment performance or
returns.
Important information for Australian investors: Southeastern Asset Management, Inc.
(“Southeastern”) and Southeastern Asset Management, Inc. Australia Branch, ARBN 155383850, a
US company (“Southeastern Australia Branch”), have authorised the issue of this material for use
solely by wholesale clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of
any of its related bodies corporate. By accepting this material, a wholesale client agrees not to
reproduce or distribute any part of the material, nor make it available to any retail client, without
Southeastern’s prior written consent.
Southeastern and Southeastern Australia Branch are exempt from the requirement to hold an
Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) in respect of
financial services, in reliance on ASIC Class Order 03/1100, a copy of which may be obtained at
the web site of the Australian Securities and Investments Commission, http://www.asic.gov.au.
The class order exempts bodies regulated by the US Securities and Exchange Commission (SEC)
from the requirement to hold an AFSL where they provide financial services to wholesale clients in
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Australia on certain conditions. Financial services provided by Southeastern are regulated by the
SEC, which are different from the laws applying in Australia.
Important information for Belgian investors: The Longleaf Partner Global UCITS Fund’s prospectus
has not been submitted for approval to the Belgian Financial Services and Markets Authority
(“Autoriteit voor Financiële Diensten en Markten” / “Autorité des Services et Marchés Financiers”)
and, accordingly, the shares may not be distributed by way of public offering in Belgium and may
only be offered to a maximum of 149 investors or to investors subscribing to Funds which require
a minimum investment of €250,000 per investor and per share class or to institutional and
professional investors (as defined in Article 5, §3 of the Law of August 30, 2012 . These materials
may be distributed in Belgium only to such prospective investors for their personal use and may
not be used for any other purpose or passed on to any other person in Belgium. Shares will only
be offered to, and subscriptions will only be accepted from, such qualifying prospective investors.
Important information for Brazilian investors: The products mentioned hereunder have not been
and will not be registered with any securities exchange commission or other similar authority in
Brazil, including the Brazilian Securities and Exchange Commission (comissão de valores
mobiliários - “cvm”). Such products will not be directly or indirectly offered or sold within Brazil
through any public offering, as determined by Brazilian law and by the rules issued by cvm,
including law no. 6,385 (Dec. 7, 1976) and cvm rule no. 400 (Dec. 29, 2003), as amended from
time to time, or any other law or rules that may replace them in the future. Acts involving a public
offering in brazil, as defined under Brazilian laws and regulations and by the rules issued by the
cvm, including law no. 6,385 (Dec. 7, 1976) and cvm rule no. 400 (Dec. 29, 2003), as amended
from time to time, or any other law or rules that may replace them in the future, must not be
performed without such prior registration. Persons wishing to acquire the products offered
hereunder in Brazil should consult with their own counsel as to the applicability of these
registration requirements or any exemption therefrom. [without prejudice to the above, the sale
and solicitation is limited to qualified investors as defined by cvm rule no. 409 (Aug. 18, 2004), as
amended from time to time or as defined by any other rule that my replace it in the future. This
document is confidential and intended solely for the use of the addressee and cannot be
delivered or disclosed in any manner whatsoever to any person or entity other than the
addressee.
Important information for Chilean investors: Confidential- Not for Public Distribution Date of
commencement of the offer: April 2019. The present offer is subject to General Rule N° 336
(Norma de Carácter General N° 336) of the Chilean securities and insurance regulator
(“Superintendencia de Valores y Seguros” or “SVS”). The present offer deals with securities that are
not registered in the Securities Registry (Registro de Valores) nor in the Foreign Securities Registry
(Registro de Valores Extranjeros) kept by the SVS, and, therefore, the securities which this offer
refers to are not subject to the supervision of the SVS. Given the fact that the securities of the
present offer are not registered with the SVS, there is no obligation for the issuer to disclose in
Chile public information about said securities. These securities may not be publicly offered as long
as they are not registered in the corresponding Securities Registry kept by the SVS.
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Fecha de inicio de la oferta: abril 2019.
(i) La presente oferta se acoge a la Norma de Carácter General N° 336 de la Superintendencia de
Valores y Seguros de Chile.
(ii) La presente oferta versa sobre valores no inscritos en el Registro de Valores o en el Registro
de Valores Extranjeros que lleva la Superintendencia de Valores y Seguros, por lo que los valores
sobre los cuales ésta versa, no están sujetos a su fiscalización;
(iii) Que por tratarse de valores no inscritos, no existe la obligación por parte del emisor de
entregar en Chile información pública respecto de estos valores; y
(iv) Estos valores no podrán ser objeto de oferta pública mientras no sean inscritos en el Registro
de Valores correspondiente.
Important information for Danish investors: The Fund’s prospectus has not been and will not be
filed with or approved by the Danish Financial Supervisory Authority or any other regulatory
authority in Denmark and the shares have not been and are not intended to be listed on a Danish
stock exchange or a Danish authorized market place. Furthermore, the shares have not been and
will not be offered to the public in Denmark. Consequently, these materials may not be made
available nor may the shares otherwise be marketed or offered for sale directly or indirectly in
Denmark.
Important information for Hong Kong investors: No person may offer or sell in Hong Kong, by
means of any document, any Shares other than (a) to “professional investors” as defined in the
Securities and Futures Ordinance (Cap. 571) of Hong Kong and any rules made under that
Ordinance; or (b) in other circumstances which do not result in the document being a
“prospectus” as defined in the Companies Ordinance (Cap. 32) of Hong Kong or which do not
constitute an offer to the public within the meaning of that Ordinance.
No person may issue, or have in its possession for the purposes of issue, whether in Hong Kong
or elsewhere, any advertisement, invitation or document relating to the Shares, which is directed
at, or the contents of which are likely to be accessed or read by, the public in Hong Kong (except if
permitted to do so under the securities laws of Hong Kong) other than with respect to Shares
which are or are intended to be disposed of only to persons outside Hong Kong or only to
“professional investors” as defined in the Securities and Futures Ordinance (Cap. 571) of Hong
Kong and any rules made under that Ordinance.
WARNING
The contents of this document have not been reviewed by any regulatory authority in Hong Kong.
You are advised to exercise caution in relation to the offer. If you are in any doubt about the
contents of this document, you should obtain independent professional advice.
Important information for Indian investors: Southeastern Asset Management Inc.’s products and
services are not being offered to the public and are only for private placement purposes. This
marketing material is addressed solely to you and is for your exclusive use. Any offer or invitation
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by Southeastern is capable of acceptance only by you and is not transferrable. This marketing
material has not been registered as a prospectus with the Indian authorities. Accordingly, this
may not be distributed or given to any person other than you and should not be reproduced, in
whole or in part. This offer is made in reliance to the private placement exemption under Indian
laws.
Important information for Israeli investors: This Document and the Longleaf Partners UCITS Funds
have not been approved by the Israeli Securities Authority. Southeastern Asset Management, Inc.
is not licensed or approved by the Israeli Securities Authority. The shares are being offered only to
special types of investors under the Securities Law, 5728-1968 (“Qualified Investors”) such as:
mutual trust funds, managing companies of mutual trust funds, provident funds, managing
companies of provident funds, insurers, banking corporations and subsidiary corporations
thereof, except for mutual service companies (purchasing securities for themselves and for clients
who are “Qualified Investors”), licensed portfolio managers (purchasing securities for themselves
and for clients who are “Qualified Investors”), licensed investment advisors and providers of
investment marketing services (purchasing securities for themselves), members of the Tel-Aviv
Stock Exchange (purchasing securities for themselves and for clients who are “Qualified
Investors”), underwriters (purchasing securities for themselves), corporate entities which are
wholly owned by “Qualified Investors”, corporate entities whose net worth exceeds NIS 50 million,
except for those incorporated for the purpose of purchasing securities in a specific offer, and
individuals regarding whom two of the following conditions are met and have given their consent
in advance to being considered Qualified Investors: (i) the total value of cash, deposits, financial
assets and securities owned by the individual exceeds NIS12 million, (ii) the individual has
expertise and skills in capital markets or has been employed for at least one year in a professional
capacity which requires capital markets expertise, and (iii) the individual has executed at least 30
transactions, on average, in each of the four quarters preceding to his consent; and in all cases
under circumstances that will fall within the private placement exemption or other exemptions of
the Securities Law, 5728-1968 or of the Joint Investment Trusts Law, 5754- 1994 who are also
special types of clients under the Law for the Regulation of Investment Advice, Investment
Marketing and Investment Portfolio Management, 1995 (“Qualified Clients” and “Investment
Advice Law”, respectively) such as: joint investment trust funds or fund managers; management
company or provident fund (as defined in the Supervision of Financial Services (Provident Funds)
Law, 1995; insurance companies; banking corporations or an auxiliary corporations as defined in
the Banking Law, other than a joint services companies; person holding a license under the
Investment Advice Law; stock exchange members; underwriters meeting the qualification
conditions under section 56(c) of the Securities Law; corporations, other than corporations which
were incorporated for the purpose of receiving investment advise investment marketing or
portfolio management services, with equity exceeding NIS50 million; individual regarding whom
two of the following conditions are met and who has given his consent in advance to being
considered a Qualified Client for the purpose of Investment Advice law: (i) The total value of cash,
deposits, Financial Assets and securities – as defined in section 52 of the Securities Law– owned
by the individual exceeds NIS12 million (ii) The individual has expertise and skills in capital markets
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or has been employed for at least one year in a professional capacity which requires capital
markets expertise and (iii) The individual has executed at least 30 transactions , on average, in
each of the four quarters preceding to his consent; corporations which are wholly owned by
investors who are Qualified Clients; and corporations incorporated outside of Israel, the
characteristics of whose activity are similar to those of a corporations specified as Qualified
Clients. This Document may not be reproduced or used for any other purpose, nor be furnished
to any other person other than those to whom copies have been sent. Any offeree who
purchases a share is purchasing such share for his own benefit and account and not with the aim
or intention of distributing or offering such share to other parties. Nothing in this Document
should be considered as investment counseling or investment marketing, as defined in the
Regulation of Investment Counseling, Investment Marketing and Portfolio Management Law,
5755-1995. Investors are encouraged to seek competent investment counseling from a locally
licensed investment counselor prior to making an investment.
Important information for Italian investors: No offering of shares of the Longleaf Partners UCITS
Funds (the “Funds”) have been cleared by the relevant Italian supervisory authorities. Thus, no
offering of the Funds can be carried out in the Republic of Italy and this marketing document shall
not be circulated therein – not even solely to professional investors or under a private placement
– unless the requirements of Italian law concerning the offering of securities have been complied
with, including (i) the requirements set forth by Article 42 and Article 94 and seq. of Legislative
Decree No 58 of 24 February 1998 and CONSOB Regulation No 11971 of 14 May 1999, and (ii) all
other Italian securities tax and exchange controls and any other applicable laws and regulations,
all as amended from time to time. We are sending you the attached material as a follow up to the
specific request received by you. You are fully aware that the Funds have not been registered for
offering in Italy pursuant to the Italian internal rules implementing the UCITS IV directive.
Therefore, you are expressly fully aware that the Italian protections granted by the applicable legal
framework would not apply and you would be exclusively responsible for the decision to invest in
the Funds. Moreover, you represent that you would only invest directly or on behalf of third
parties to the extent that this is fully lawful and you comply with any conduct of business rules
applicable to you in connection with such investment. You agree to refrain from providing any
document relating to the Funds to any party unless this is fully compliant with applicable law.
Important information for Japanese investors: This Material is provided for information purposes
only. This does not, and is not intended to constitute an invitation, solicitation, marketing, or an
offer of Southeastern Asset Management, Inc.’s (“Southeastern”) products and services in Japan,
whether to wholesale or retail investors, and accordingly should not be construed as such. By
receiving this material, the person or entity to whom it has been provided understands,
acknowledges and agrees that: (i) this material has not been registered, considered, authorized or
approved by regulators in Japan; (ii) Southeastern Asset Management, Inc. nor persons
representing Southeastern Asset Management, Inc. are not authorized or licensed by Japan
authorities to market or sell Southeastern’s products and services in Japan; and (iii) this material
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may not be provided to any person other than the original recipient and is not for general
circulation in Japan.
Important information for Jersey investors: Financial services advertisement. This document
relates to a private placement and does not constitute an offer to the public in Jersey to subscribe
for the Shares offered hereby. No regulatory approval has been sought to the offer in Jersey and
it must be distinctly understood that the Jersey Financial Services Commission does not accept
any responsibility for the financial soundness of or any representations made in connection with
the Fund. The offer of Shares is personal to the person to whom this document is being delivered
by or on behalf of the Fund, and a subscription for the Shares will only be accepted from such
person. This document may not be reproduced or used for any other purpose.
Important information for Monaco investors: Longleaf Partners UCITS Fund has not been
registered for sale in Monaco under applicable law. Neither the Fund nor its agents are licensed
or authorized to engage in marketing activities in Monaco. Any marketing or sale of shares of the
Fund will only be undertaken or made in strict compliance with applicable law in Monaco. By
receiving this email and attachments, each recipient resident in Monaco acknowledges and
agrees that it has contacted the Fund at its own initiative and not as a result of any promotion or
publicity by the Fund or any of its agents or representatives. Monaco residents acknowledge that
(1) the receipt of this email and attachments does not constitute a solicitation from the Fund for
its products and/or services, and (2) they are not receiving from the Fund any direct or indirect
promotion or marketing of financial products and/or services. This email and attachments are
strictly private and confidential and may not be reproduced or used for any purpose other than
evaluation of a potential investment in the Fund by the intended recipient or provided to any
person or entity other than the intended recipient.
Important information for New Zealand investors: No shares are offered to the public.
Accordingly, the shares may not, directly or indirectly, be offered, sold or delivered in New
Zealand, nor may any offering document or advertisement in relation to any offer of the shares be
distributed in New Zealand, other than: (A) to persons whose principal business is the investment
of money or who, in the course of and for the purposes of their business, habitually invest money
or who in all circumstances can be properly regarded as having been selected otherwise than as
members of the public; or (B) in other circumstances where there is no contravention of the
Securities Act 1978 of New Zealand.

Important Information for Oman investors: The Longleaf Partners Global UCITS Fund has not
been registered or approved by the Central Bank of Oman, the Oman Ministry of Commerce and
Industry, the Oman Capital Market Authority or any other authority in the Sultanate of Oman.
Southeastern Asset Management, Inc. has not been authorized or licensed by the Central Bank of
Oman, the Oman Ministry of Commerce and Industry, the Oman Capital Market Authority or any
other authority in the Sultanate of Oman, for discretionary investment management within the
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Sultanate of Oman. The shares in the Longleaf Partners Global UCITS Fund have not and will not
be listed on any stock exchange in the Sultanate of Oman. No marketing of any financial products
or services has been or will be made from within the Sultanate of Oman and no subscription to
any securities, products or financial services may or will be consummated within the Sultanate of
Oman. Southeastern Asset Management, Inc. is not a licensed broker, dealer, financial advisor or
investment advisor licensed under the laws applicable in the Sultanate of Oman, and, as such,
does not advise individuals resident in the Sultanate of Oman as to the appropriateness of
investing in or purchasing or selling securities or other financial products. Nothing contained in
this document is intended to constitute investment, legal, tax, accounting or other professional
advice in, or in respect of, the Sultanate of Oman. This document is confidential and for your
information only and nothing is intended to endorse or recommend a particular course of action.
You should consult with an appropriate professional for specific advice rendered on the basis of
your situation.
Important information for Qatar investors: Prospective investors should read the prospectus of
the Longleaf Partners Unit Trust (the “Fund”) carefully before deciding whether to purchase
shares and should pay attention to the information under the heading “Investment Risks.”
Investors should be aware that they may be required to bear the financial risks of this investment
for an indefinite period of time. Investors in the Fund are warned that the nature of the proposed
investment policies of the Fund involves considerable risk which may result in investors losing
their entire investment. An investment in the Fund should not constitute a substantial proportion
of an investment portfolio and such investment may not be appropriate for all potential investors.
This document is not intended to constitute an offer, sale or delivery of shares or other securities
under the laws of the State of Qatar. The offer of Shares has not been and will not be licensed
pursuant to Law No. 8 of 2012 (“QFMA Law”) establishing the Qatar Financial Markets Authority
(“QFMA”) and the regulatory regime thereunder (including in particular the QFMA Regulations
issued vide QFMA Board Resolution No.1 of 2008, QFMA Offering and Listing Rulebook of
Securities of November 2010 (“QFMA Securities Regulations”) and the Qatar Exchange Rulebook
of August 2010) or the rules and regulations of the Qatar Financial Centre (“QFC”) or any laws of
the State of Qatar. The Shares herein do not constitute a public offer of securities in the State of
Qatar under the QFMA Securities Regulations or otherwise under any laws of the State of Qatar.
The Shares are only being offered to a limited number of investors, less than a hundred in
number, who are willing and able to conduct an independent investigation of the risks involved in
an investment in such Shares. No transaction will be concluded in the jurisdiction of the State of
Qatar (including the QFC).
Important information for South African investors: This Document and any of its Supplement(s)
are not intended to be and do not constitute a solicitation for investments from members of the
public in terms of CISCA and do not constitute an offer to the public as contemplated in section
99 of the Companies Act. The addressee acknowledges that it has received this Document and
any of its Supplement(s) in the context of a reverse solicitation by it and that this Document and
any of its Supplement(s) have not been registered with any South African regulatory body or
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authority. A potential investor will be capable of investing in only upon conclusion of the
appropriate investment agreements. This document is provided to you for informational
purposes only. For more information, including a prospectus and simplified prospectus, potential
eligible investors should call Gwin Myerberg at 44 (0)20 7479 4212 or gmyerberg@SEasset.com.
Ms. Myerberg is a Representative employed by Southeastern Asset Management, which accepts
responsibility for her actions within the scope of her employment. Potential eligible investors
should read the prospectus and simplified prospectus carefully, considering the investment
objectives, risks, charges, and expenses of the product, before making any investment decision.
Past performance is no guarantee of future performance. The value of investments, and the
income from them, may fall or rise and investors may get back less than they invested.
Southeastern Asset Management is an authorized financial services provider with FSP No. 42725.
Important information for Spanish investors: The sale of the shares of Longleaf Partners UCITS
Funds (the “Funds”) which this document refers to have not been registered with the Spanish
National Securities Market Commission (“Comision Nacional del Mercado de Valores”) pursuant to
Spanish laws and regulations and do not form part of any public offer of such securities in Spain.
Accordingly, no shares in the Funds may be, and/or are intended to be publicly offered, marketed
or promoted, nor any public offer in respect thereof made, in Spain, nor may these documents or
any other offering materials relating to the offer of shares in the Fund be distributed, in the
Kingdom of Spain, by the Distributor or any other person on their behalf, except in circumstances
which do not constitute a public offering and marketing in Spain within the meaning of Spanish
laws or without complying with all legal and regulatory requirements in relation thereto. This
document and any other material relating to Fund shares are strictly confidential and may not be
distributed to any person or any entity other than its recipients.
Important information for Swedish investors: The following materials are intended only for
qualified investors. This material shall not be reproduced or publicly distributed. The Longleaf
Partners Unit Trust is not authorised under the Swedish Investment Funds Act. The shares of the
Fund are being offered to a limited number of qualified investors and therefore this document
has not been, and will not be, registered with the Swedish Financial Supervisory Authority under
the Swedish Financial Instruments Trading Act. Accordingly, this document may not be made
available, nor may the shares otherwise be marketed and offered for sale in Sweden, other than
in circumstances which are deemed not to be an offer to the public in Sweden under the Financial
Instruments Trading Act.
Important information for Swiss investors: The jurisdiction of origin for the Global Fund is Ireland.
The representative for Switzerland is ARM Swiss Representatives SA, Rte de Cité Ouest 2, 1196
Gland Switzerland. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1,
8022 Zurich. The Prospectus, the Simplified Prospectuses in respect of the Global Fund, the trust
deed, as well as the annual and semi-annual reports may be obtained free of charge from the
representative in Switzerland.
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Important information for UAE investors: This document is being issued to a limited number of
selected institutional/sophisticated investors: (a) upon their request and confirmation that they
understand that neither Southeastern Asset Management, Inc. nor the Longleaf Partners Global
UCITS Fund have been approved or licensed by or registered with the United Arab Emirates
Central Bank (“UAE Central Bank”), the Securities and Commodities Authority (“SCA”), the Dubai
Financial Services Authority (“DFSA”) or any other relevant licensing authorities or governmental
agencies in the United Arab Emirates (including the DIFC),nor has the placement agent, if any,
received authorization or licensing from the UAE Central Bank, SCA, the DFSA or any other
relevant licensing authorities or governmental agencies in the United Arab Emirates (including the
DIFC); (b) on the condition that it will not be provided to any person other than the original
recipient, is not for general circulation in the United Arab Emirates (including the DIFC) and may
not be reproduced or used for any other purpose; and (c) on the condition that no sale of
securities or other investment products in relation to or in connection with either Southeastern
Asset Management, Inc. or the Longleaf Partners Global UCITS Fund is intended to be
consummated within the United Arab Emirates (including in the DIFC). Neither the UAE Central
Bank, SCA nor the DFSA have approved this document or any associated documents, and have no
responsibility for them. The shares in the Longleaf Partners Global UCITS Fund are not offered or
intended to be sold directly or indirectly to retail investors or the public in the United Arab
Emirates (including the DIFC). No agreement relating to the sale of the shares is intended to be
consummated in the United Arab Emirates (including the DIFC). The shares to which this
document may relate may be illiquid and/or subject to restrictions on their resale. Prospective
investors should conduct their own due diligence on the shares. If you do not understand the
contents of this document you should consult an authorized financial advisor.
Important information for UK investors: The KIID and Full Prospectus (including any supplements)
for this fund are available from Southeastern Asset Management International (UK) Limited which
is authorized and regulated by the Financial Conduct Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a) persons
who have professional experience in matters relating to investments falling within article 19(5) of
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 (as amended) (the
“Order”) or (b) high net worth entities and other persons to whom it may be otherwise lawfully be
communicated, falling within Article 49(2) of the Order (all such persons being referred to as
“relevant persons”). This document must not be acted on or relied on by persons who are not
relevant persons. Any investment activity to which this document relates is available only to
relevant persons and will be engaged in only with relevant persons. Any person who is not a
relevant person should not act or rely on this document or any of its contents.
Important information for Mexican investors: The Longleaf Partners UCITS Funds (“Fund”) has not
been, and will not be, registered under the Mexican Securities Market Law (Ley del Mercado de
Valores) and may not be offered or sold in the United Mexican States. The prospectus relating to
the Fund may not be distributed publicly in Mexico and the Fund may not be traded in Mexico.
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The MSCI AC Asia Pacific index was down 13.52% for the year and down 10.96% in the fourth
quarter. The Fund underperformed the index in both periods. More than 80% of the
underperformance for the year was driven by our overweight in Consumer Discretionary, one of
the worst performing sectors in 2018. Further, if we look through a geographic lens, our overweight
position in Greater China accounted for approximately 70% of the underperformance for the year.
We increased our weighting to these two most hated areas too early in the downturn.
Portfolio Returns at 31/12/18 – Net of Fees
Since
4Q18

1 Year

3 Year

Inception
2/12/2014

APAC UCITS (Class I USD)

-12.05%

-21.45%

6.76%

3.88%

MSCI AC Asia Pacific Index

-10.96%

-13.52%

6.10%

3.59%

Relative Returns

-1.09%

-7.93%

+0.66%

+0.19%

Selected Indices

4Q18

1 Year

3 Year

Hang Seng Index*

-6.73%

-10.54%

9.64%

TOPIX Index (JPY)*

-17.63%

-16.26%

0.67%

TOPIX Index (USD)*

-15.33%

-14.61%

3.68%

-7.47%

-14.58%

8.90%

MSCI Emerging Markets*

*Source: Factset; Periods longer than 1 year have been annualized
Market Commentary
2018 marked a year of widespread market declines, hurting investors across many asset classes,
inclusive of public equities. As the year progressed, trade wars, U.S. interest rate increases, U.S.
dollar strength, geopolitical unrest, fears of economic slowdowns in multiple countries, including
China, and falling oil prices were among the primary headlines pressuring equity prices around the
world.
Most equity, credit, and commodity asset classes took a synchronized dive during the fourth
quarter, with the exception of government bonds, and certain currencies, such as the Japanese yen,
which benefitted from a global flight to safety. The tech darlings, Facebook, Apple, Alphabet,
Alibaba, TSMC, and Tencent all fell during the year. The downdraft was widespread across Asia,
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where the only sector that enjoyed positive returns was the MSCI Asia Pacific Utilities index, with its
bond-like characteristics.
A year ago we posed the question: Why had our approach been successful? Reflecting on 2018’s
performance, we asked ourselves: Where had we gone wrong? 2018 results do not reflect the
progress within our portfolio, where we repositioned into more heavily discounted and/or
qualitatively attractive opportunities over the course of the year. We exited ten investments in
2018, redeployed capital into seven new investments, and added further capital to thirteen existing
investments. We shifted our portfolio to the most attractive investments from a risk-adjusted
return basis and increased our exposure to cheap Chinese consumer names that have been
severely impacted in the capital markets yet continue to compound value. Two of the new
investments are “recycled” businesses that we previously owned in the last down cycle. We believe
these new investments add to the foundation for future compounding and that the market has
taken a short-term view, heavily discounting these world-class businesses managed by smart capital
allocators. As long-term investors, one of our key competitive advantages is time arbitrage, which
allows us to act on our contrarian view, enabling alpha opportunities.
We also made some mistakes. In the fourth quarter, for example, we bought and sold Brilliance
China (Brilliance) shortly after purchasing a small position. In Brilliance, we identified a cheap and
growing company but overlooked the management’s lack of control over capital allocation with
government involvement, which yielded poor results for shareholders. We took our medicine,
learned our lesson, and moved onto more compelling long-term investment opportunities.
Performance Review
4Q18
Contribution
to Portfolio
Return (%)
Top Five
WH Group
MGM China
Melco Int’l
Bharti Infratel
L’Occitane
Bottom Five
Baidu
Softbank
Speedcast
MinebeaMitsumi
Brilliance China

+0.41
+0.30
+0.24
+0.21
+0.15

-2.21
-2.02
-1.59
-1.41
-1.34

2018
Total
Return (%)

Contribution
to Portfolio
Return (%)

Total
Return (%)

+10
+6
+2
+5
+3

Top Five
Vocus
AIN Holdings
Healthscope
YUM China
L’Occitane

+0.93
+0.79
+0.39
+0.20
+0.03

+20
+33
+12
+4
+1

-31
-35
-29
-20
-42

Bottom Five
Man Wah
Vipshop
Speedcast
Baidu
MinebeaMitsumi

-2.60
-2.41
-2.32
-2.18
-2.06

-56
-53
-44
-31
-30
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WH Group (+10%), the largest global packaged pork producer, was a top contributor for the quarter.
This is our second time owning this consumer franchise. We invested following a sharp correction
in its share price due to concerns surrounding U.S.–China and U.S.–Mexico trade war and African
Swine Fever (ASF) in China. An overwhelming majority of WH Group’s intrinsic value derives from
its dominant branded packaged meat business in China and the U.S., which is a domestic business
that is not impacted by U.S.–China trade war. While there could be small impact on near-term
earnings from ASF, we believe WH group stands to benefit in the medium term, as these conditions
would squeeze out marginal players and lead to consolidation in the highly fragmented Chinese
pork market.
Macau casino operators—MGM China (+6%) and Melco International (+2%)—were among the top
contributors in the fourth quarter, as fears over a significant deceleration in gross gaming revenue
(GGR) eased. Industry GGR declined from the 17.5% August YTD run rate to around 3% in
September and October, caused by bad weather, as well as a slowdown in the Chinese economy
and fears of increased trade tensions with the U.S. However, the markets were comforted by the
+8.5% growth in GGR in November, followed by the +16.6% growth in GGR in December. Macau
visitor arrivals continued to be healthy with arrivals from China up 12.1% in October and up 15.3%
in November. In late October, the Hong Kong-Zhuhai Macau Bridge was opened to the public. The
bridge completes the loop around the Pearl River Delta, which will allow residents on the eastern
side of the Pearl River to drive to Macau in a shorter, more direct route. Both of our Macau holdings
are well positioned to gain market share in 2019, as they have recently completed sizable
investments in new resort and hotel capacity that are in early stages of ramping up.
Macau: Then (2014-15) and Now
Our Macau holdings sold off over 50% in a matter of 6 months during 2018, reminding us of the
similar meltdown we observed in 2014-15. However, the external environment and stock specific
drivers could not be more different today:
1.

In 2015, Macau GGR was down 34% YOY, with VIP down 45% and Mass down 18.5%. In
2018, Macau GGR grew 14% YOY, with VIP up 11% and Mass up 17%.

2.

The low margin and highly volatile VIP business accounted for almost two-thirds of total
industry revenue going into 2014–15 downturn. Today, VIP is less than 50% of industry
revenue and less than 20% of industry EBITDA. In other words, the quality of earnings today
is much higher as it is primarily mass market driven.

3.

Chinese Government Policy environment (corruption crackdown) was a strong headwind for
Macau, especially the VIP and premium mass business, in 2014–15. Policy environment is
favorable today.

4.

In 2014–15, the industry was gearing up for sizable capital investment to add new supply in
Cotai. As a result, the free cash flow outlook was weak. Today, this capex is behind us —
MGM China opened its Cotai resort in phases during 2018, and Melco Resorts opened
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Morpheus in June. These sizable investments are in the process of ramping up and will drive
market share gains and strong FCF growth for our investment holdings in 2019.
5.

Overall infrastructure around Macau has become much stronger in the last 3 years with the
deployment of the China high-speed rail network and most importantly, the HK-ZhuhaiMacau Bridge that just opened in October 2018. Chinese President Xi Jinping officially
opened the $20 billion bridge, highlighting its importance in China’s master plan to create
its own Greater Bay Area in the Pearl River Delta.

One key factor remains the same today is smart capital allocation by our partners. During the
2014–15 downturn, our partner Lawrence Ho at Melco compounded value per share by buying out
the JV partner Crown Resorts at value accretive prices. With a strong balance sheet and capex cycle
winding down, Lawrence Ho is again buying back shares in the open market, as well as buying out
minorities at Melco Resorts Philippines at highly attractive prices.
L’Occitane International (+3%), the natural and organic based cosmetics company, was a relative
contributor in the quarter and year. Core sales grew 4.9% YOY at constant FX in the 6 months ended
September 30th and the all-important same store sales (SSS) growth was +2% (vs. -0.1% in the year
before). This turnaround was driven primarily by the successful launch of its new skin care product,
Immortelle Reset serum. Excluding the recently acquired LimeLife, same-store sales growth was
+3.3% in the United States (vs. -6.1% in the year before). Management reiterated their guidance of
flat-to-slight improvement in core operating margin despite heavy marketing investments for new
product launch, as well as drag from emerging brands.
Bharti Infratel (+5%), the biggest telco tower operator in India, was a relative contributor in the
quarter. Its fiscal second quarter results were in line with our expectations with consolidated
revenue up around 1% and EBITDA down 7.5% YOY. We believe that we saw the last leg of material
tenancy exits, driven by the merger of mobile operators Vodafone and Idea, announced in the
quarter. After these tenancy exits flow through the income statement in the current quarter, Bharti
Infratel (“Infratel”) will have largely absorbed the impact of telco consolidation, where the number
of operators decreased from 11 two years ago to effectively 4 players today. The Infratel-Indus
merger is on track to complete by June 2019 and will be 14–16% accretive at the earnings per share
level. In addition to the organic growth opportunities driven by the high growth of mobile data in
India, we believe that there is potential upside from a change of control at Infratel. Bharti Airtel, the
53% parent of Infratel, published its board minutes last month, stating, “in order to explore a

potential monetization of stake in Bharti Infratel Limited ('Infratel') in the future has, subject to the
approval of shareholders, approved sale / transfer of up to 32% of Infratel owned by the Company,
to its wholly-owned subsidiary, Nettle Infrastructure Investments Limited (Nettle)”
Brilliance China (-42%), BMW’s Chinese partner, was a fast, dramatic and painful reminder to us that
State Owned Enterprises (SOE) are generally not minority shareholder friendly, and that the
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priorities and objectives of the Government take precedence over those of minority shareholders.
Brilliance is the Hong Kong listed company that is partnered with BMW in a 50/50 joint venture
(BMW Brilliance Automotive) for auto manufacturing in China. It is 42.3% owned by Huachen
Automotive Group, which is owned by the Liaoning Provincial Government. Brilliance came on our
radar this summer after its stock price fell about 50% to HK$10 per share. This declined reflected
fears of weakening new car sales, the lowering of import tariffs from 25% to 15% (reducing the price
difference between locally made and imported cars), and an announcement that the 50% foreign
ownership limit over automotive joint ventures will be removed from 2022. With Brilliance trading
at less than 6x earnings, we thought that the risk of dilution in the JV was more than reflected in the
share price. Furthermore, we thought Brilliance management would ensure that any asset sale to
BMW would happen at a fair price to protect all shareholders, including the 42% Liaoning
Government stake. We were wrong. The national priority of improving relationships with Germany
overrode any concern for shareholders. Not only was the purchase price low, but the transaction
proceeds will be received only in 2022, when foreign ownership limits on automotive JVs are
relaxed. In the meantime, Brilliance China is stuck with paying for 50% of elevated capital
expenditure, as BMW Brilliance expands, but will only enjoy 25% of the earnings when their share
of the JV reduces from 50% to 25% in 2022. The recent listing of Chinese SOE company Qingdao
Haier on the Frankfurt Stock Exchange in October at a 40% discount to its already depressed Ashare price was another example of “National Service” that was good for Sino-German relationships
but terrible for minority shareholders of Qingdao Haier. We exited Brilliance and re-directed the
funds towards companies with better control over capital allocation.
MinebeaMitsumi (-20%), the Japanese manufacturer of high precision equipment and components,
was a detractor for the fourth quarter and the year. MinebeaMitsumi supplies Apple with LCD
backlight and camera actuators, and market concerns on weak iPhone sales have a big impact on
its share price in the short-term. The possibility that Apple will shift entirely away from LCD to OLED
backlights further depresses sentiment. However, neither LCD backlights nor camera actuators are
viewed as a core business at MinebeaMitsumi, and our appraisal of the LCD backlight business is
merely 3% of our intrinsic value. On the other hand, the miniature ball bearings business, which
has a dominant 60% global market share and produces the bulk of the company’s operating cash
flow, continues to compound well. In November, MinebeaMitsumi offered to acquire U-Shin at less
than 4x EBITDA. If the deal completes, we expect MinebeaMitsumi to improve U-Shin’s margin by
extracting significant revenue and cost synergies. CEO Yoshihisa Kainuma clearly understands
value per share, and Minebea repurchased 1.5% of shares outstanding in December.
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Speedcast (-29%), the largest global satellite communications network service provider, was a
detractor for the quarter and the year. Although Speedcast started 2018 on a strong footing, it lost
investor favor after the 1H results announcement, giving us an opportunity to meaningfully increase
our exposure. In our view, key reasons for the share price decline are:
•

•

Earnings downgrades: The much-anticipated recovery in the Energy vertical (25% of total
revenues) has been further delayed with the recent sharp drop in oil prices. This, combined
with a one-off investment in a major contract renewal and slower implementation of new
contract wins, downgraded its EBITDA guidance twice in the last 6 months.
Globecomm acquisition: Speedcast completed the Globecomm acquisition during 2018,
funded by debt, which increased its net debt to EBITDA ratio to greater than 3x.

It is disappointing to see the anticipated energy recovery being delayed further, but we believe
Speedcast is in a strong position to win meaningful contracts when oil exploration and production
capex eventually recovers and rigs (especially offshore) come back online. Speedcast is in the
service business with a high proportion of recurring subscription revenues and low capex intensity,
thus allowing it to sustain high leverage ratios. Founder-CEO Pierre-Jean Beylier has created
shareholder value by pursuing value accretive acquisitions and the Globecomm acquisition is no
different. We are paying less than 5x EBITDA (including synergies), and funded by cheap debt. While
the share price has declined, our intrinsic value estimate has been relatively stable. We are keeping
a close eye on its free cash flow generation and debt reduction progress.
Softbank (-35%), the Japanese technology holding company, was one of the top detractors for the
quarter, as it suffered from fallout due to its association with Saudi Arabia, as the Saudi Public
Investment Fund, which has committed $45 billion dollars, is the largest investor in the $93 billion
Softbank Vision Fund. The assassination of Saudi dissident Jamal Khashoggi has prompted
business leaders to distance themselves from Saudi Arabia. There are concerns that Softbank’s
Saudi connections will reduce the Vision Fund’s access to investment opportunities. Furthermore,
Softbank is a large customer of Huawei, which has been subject to increasing government sanctions
and may be forced to remove its equipment from the Softbank mobile network infrastructure.
Another reason for share price weakness in the quarter was the perceived flop of the $21 billion
dollar Softbank mobile IPO, which fell 14.5% on its first day of trading, and has remained below IPO
price. We were impressed that the company managed to sell one third of Softbank Mobile for
around 8.5x EBITDA, a significantly higher value than our appraisal of the business, in the face of a
potential new entrant (Rakuten) and substantial price cuts by rival NTT Docomo. In the 12 years
since Softbank purchased mobile carrier Vodafone KK, management has successfully transformed
the company, improving market share from 16% to 25% and increasing operating income by almost
9x. The value of this investment has increased from the purchase price of $15.4 billion in 2006 to
the IPO equity value of $66 billion. During the quarter, Sprint received U.S. national security
clearance (CFIUS) to merge with T-Mobile U.S. The merger still requires antitrust approval from the
Justice Department and the FCC, approvals we expect the company will receive.
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Baidu (-31%), the dominant online search business in China, was a detractor for the fourth quarter
and year. The departure of Mr. Qi LU from Baidu’s COO role created some confusion in the year.
However, Baidu’s strategy remains focused and clear. During the year, Baidu completed the
divestment of its non-core Financial Services and Global app businesses. The IPO of iQiyi provided
clarity to investors of the market value of the business, as well as an independent funding source
for the online video business. Baidu Core remains healthy with satisfactory progress in AI initiatives.
The news feed and AI-related business are already contributing over 20% of Baidu’s revenue. In
July, Baidu launched the first fully autonomous Level 4 minibus with King Long Motor. The lower
growth guidance for the fourth quarter reflected some macro uncertainties in China. The news flow
on U.S.-China trade discussion further distorted share prices of Chinese companies. Excluding the
market value of net cash and investments in listed companies, Baidu Core is trading at around 8x
FCF today. We are confident that Robin Li will create value for shareholders longer term and
applaud the $1 billion share repurchase program announced during the year to take advantage of
the large disconnect between share price and value.
Portfolio Changes (4Q)
We purchased one new undisclosed company listed in the Mainland China A-share market during
the quarter that further increased our exposure to the Chinese consumer. This is the first time
that we bought an A-share in the Longleaf Funds, as the A-share market typically always traded at
a premium to the H-share comparable. With the CSI 300 Index down almost 28% last year and the
consumer discretionary index down over 32%, we found an attractive opportunity listed on the
Mainland China exchanges.
Outlook and Opportunity Set
Asia trades at a significant valuation discount to the U.S. and has far stronger (and more tangible)
balance sheets, having generally not participated in the debt-fuelled buyback wave at record high
prices of U.S. corporates. Asian management teams did not participate in this financial engineering
game to anywhere near the same extent as in the U.S. The strength of Asian balance sheets is now
a big positive, and if prices slide further, they have the means to acquire their own “cheap” stock
and compound value per share. Today, almost 50% of the Topix and around 40% of the Hang Seng
Index trade below book, and share repurchase announcements have reached recent highs.
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Just as performance did not reflect portfolio enhancements, we believe the stock prices of most
companies in the Fund did not indicate the positive progress that our companies and management
partners made throughout the year. Several businesses sold assets for attractive prices, including
CK Asset, Baidu, and Softbank. CK Asset sold an office building in Hong Kong for over $5 billion or
$4,200 per square foot, the largest single property real estate transaction completed, or about
double our appraisal for the building. Softbank completed the largest IPO in Japan, raising $21
billion dollars by listing its Japanese mobile business at an over 50% premium to our appraisal of
the business. Softbank sold its 21% stake in Indian ecommerce operator Flipkart to Walmart for
1.6x cost less than a year after investing in Flipkart. Baidu listed and sold some of its shares in
online video entertainment platform iQiyi, at a premium to our appraisal, and used some of the
proceeds to repurchase discounted Baidu shares.
Bharti Infratel, CK Hutchison, Speedcast, and Minebea announced value-accretive acquisitions and
mergers, while Healthscope received an offer that was near our appraisal value. Importantly, the
primary business segments at most of our core holdings grew – Retail at CK Hutchison, Core Search
at Baidu, Bearings at MinebeaMitsumi, Mass Gaming at Melco and MGM China, and Cosmetic sales
at L’Occitane.
Our management partners took advantage of the disconnect between price and value by buying
shares personally or having the company repurchase shares. 11 out of our 20 portfolio holdings,
collectively representing over half of the portfolio value, have engaged in buyback and / or insider
buying in the last few months. The Li family bought over $500mm dollars of CK Asset last year,
increasing their stake by almost 2%. Melco Resorts repurchased around 10% of their free float in
the third quarter, and we expect them to have repurchased shares in the fourth quarter. In
addition, they bought out almost all the minority interest of listed Philippine subsidiary Melco
Resorts and Entertainment Philippines at attractive prices. Melco CEO Lawrence Ho has also been
an active buyer of Melco shares.
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We believe growing free cash flow and earnings per share eventually should translate into stock
prices that properly reflect value, whether by investor re-rating, much higher earnings than
currently being delivered, or corporate partners taking action to gain value recognition.
We believe the best way to manage against investment risk is to know what we own very well and
incorporate conservative-to-skeptical assumptions about the future in our appraisal with a sizable
margin of safety on this appraisal. Investing in a limited number of companies, having a broad and
deep research network, and engaging with managements are critical advantages in providing the
knowledge that may prevent permanent losses over the long-term. In our process, we always
consider external challenges that could deteriorate competitive positions, such as technology,
government regulation, higher tariffs, and general geopolitical tensions. Most importantly, we have
partnered with management teams who, in our view, can control their own destiny in terms of value
realization. We are neither pleased nor complacent about 2018 returns. It is our view that the
momentum style of investing that has dominated for the past decade is overdue for a reversal. We
believe that the attractive price-to-value (P/V) ratio of our portfolio, combined with the underlying
strength of the businesses we own and the management teams leading them, can generate strong
absolute and relative results going forward and the payoff for 2018 company-level and portfoliolevel progress is deferred, but not lost.
Importantly, looking back on a challenging 2018 has not led us to drift away from our disciplined
approach. We remain aligned, concentrated, bottom-up, value-oriented, long-term investors who
strive to achieve attractive returns by investing within our circle of competence. Over the longterm, investing in great businesses with a margin of safety alongside aligned management teams
has proven its power. This approach does require patience at times, but that patience is typically
rewarded and allows for us to take advantage of the swings between fear and greed ever-present
in the financial markets.
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Cash ended the year below 6%. Additionally, portfolio repositioning and intrinsic value growth amid
stock price declines helped the (P/V) ratio move into the mid-to-high 50s, a particularly attractive
discount level, one that has historically preceded strong returns looking over the longer history of
our broader strategies. Your portfolio managers have continued to put further personal capital to
work to take advantage of the current compelling opportunity set.

See following pages for important disclosures.
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matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 (as amended) (the “Order”) or (b) high net worth entities and other persons to whom it may be otherwise lawfully be
communicated, falling within Article 49(2) of the Order (all such persons being referred to as “relevant persons”). This document must
not be acted on or relied on by persons who are not relevant persons. Any investment activity to which this document relates is available
only to relevant persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or
rely on this document or any of its contents.
Important information for Swiss investors:
This document is for informational purposes only and is not an offering of the Longleaf UCITS Funds. The jurisdiction of origin for
the Longleaf Partners UCITS Funds is Ireland. The representative for Switzerland is ACOLIN Fund Services, Ltd., Stadelhoferstrasse
18, 8001 Zurich. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1, 8022 Zurich. The Prospectus, the
KIID, the Trust Deed, as well as the annual and semi-annual reports may be obtained free of charge from the representative in
Switzerland. The current document is intended for informational purposes only and shall not be used as an offer to buy and/or sell
shares. The performance shown does not take account of any commissions and costs charged when subscribing to and redeeming
shares. Past performance may not be a reliable guide to future performance.
Important information for Hong Kong investors:
The contents of this Confidential Memorandum have not been reviewed nor endorsed by any regulatory authority in Hong Kong. Hong
Kong residents are advised to exercise caution in relation to this offer. An investment in the Fund (“Fund”) may not be suitable for
everyone and involves risks. Offering documents should be read for further details including the risk factors. If you are in any doubt
about the contents of this Confidential Memorandum, you should consult your stockbroker, bank manager, solicitor, accountant or
other financial adviser for independent professional advice. The Fund is not authorized by the Securities and Futures Commission
(“SFC”) in Hong Kong pursuant to Section 104 of the Securities and Futures Ordinance (Cap 571, Laws of Hong Kong) (“SFO”).
This Confidential Memorandum has not been approved by the SFC in Hong Kong, nor has a copy of it been registered with the Registrar
of Companies in Hong Kong and, must not, therefore, be issued, or possessed for the purpose of issue, to persons in Hong Kong other
than (1) professional investors within the meaning of the SFO (including professional investors as defined by the Securities and Futures
(Professional Investors) Rules); or (2) in circumstances which do not constitute an offer to the public for the purposes of the Companies
Ordinance (Cap 32, Laws of Hong Kong) or the SFO. Past performance is not indicative of future performance. This Confidential
Memorandum is distributed on a confidential basis and may not be reproduced in any form or transmitted to any person other than the
person to whom it is addressed. No shares in the Fund will be issued to any person other than the person to whom this Confidential
Memorandum has been addressed and no person other than such addressee may treat the same as constituting an invitation for him to
invest.
Important information for Japanese investors:
This Material is provided for information purposes only. This does not, and is not intended to constitute an invitation, solicitation,
marketing, or an offer of Southeastern Asset Management, Inc.’s (“Southeastern”) products and services in Japan, whether to wholesale
or retail investors, and accordingly should not be construed as such. By receiving this material, the person or entity to whom it has been
provided understands, acknowledges and agrees that: (i) this material has not been registered, considered, authorized or approved by
regulators in Japan; (ii) Southeastern Asset Management, Inc. nor persons representing Southeastern Asset Management, Inc. are not
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authorized or licensed by Japan authorities to market or sell Southeastern’s products and services in Japan; and (iii) this material may
not be provided to any person other than the original recipient and is not for general circulation in Japan.
Important information for Australian investors:
Southeastern Asset Management, Inc. (“Southeastern”) and Southeastern Asset Management, Inc. Australia Branch, ARBN
155383850, a US company (“Southeastern Australia Branch”), have authorized the issue of this material for use solely by wholesale
clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of any of its related bodies corporate. By accepting this
material, a wholesale client agrees not to reproduce or distribute any part of the material, nor make it available to any retail client,
without Southeastern’s prior written consent. Southeastern and Southeastern Australia Branch are exempt from the requirement to hold
an Australian financial services license (AFSL) under the Corporations Act 2001 (Cth) in respect of financial services, in reliance on
ASIC Class Order 03/1100, a copy of which may be obtained at the web site of the Australian Securities and Investments Commission,
http://www.asic.gov.au. The class order exempts bodies regulated by the US Securities and Exchange Commission (SEC) from the
requirement to hold an AFSL where they provide financial services to wholesale clients in Australia on certain conditions. Financial
services provided by Southeastern are regulated by the SEC, which are different from the laws applying in Australia.

Asia Pacific UCITS
Fund Commentary

3Q18

For Professional Investors Only

For the quarter ending September 2018, the Asia Pacific UCITS Fund declined 5.28%,
underperforming the MSCI AC Asia Pacific Index. While we are bottom-up stock pickers, our
significant underweight to Japan, the best performing market during the quarter, and our
overweight to Hong Kong (HK) and China, among the worst performing markets, and to consumer
discretionary, the worst performing sector, hurt our relative performance and drove negative
absolute performance in the quarter. Adverse foreign currency movements were also a headwind
during the quarter.
Portfolio Returns at 30/09/18 – Net of Fees
Since
3Q18

YTD

1 Year

2 Year

3 Year

Inception
2/12/2014

APAC UCITS (Class I USD)

-5.28%

-10.69%

-3.91%

9.09%

15.50%

7.69%

MSCI AC Asia Pacific Index

0.50%

-2.87%

5.05%

11.37%

12.78%

7.03%

Relative Returns

-5.78%

-7.82%

-8.96%

-2.28%

+2.72%

+0.66%

Selected Indices

3Q18

YTD

1 Year

2 Year

3 Year

Hang Seng Index*

-2.60%

-4.24%

4.23%

13.12%

14.03%

TOPIX Index (JPY)*

5.72%

1.67%

10.48%

19.33%

10.79%

TOPIX Index (USD)*

3.19%

0.84%

9.62%

12.80%

12.76%

-1.10%

-7.68%

-0.81%

10.22%

12.36%

MSCI Emerging Markets*

*Source: Factset; Periods longer than 1 year have been annualized
Market Commentary
While the MSCI AC Asia Pacific Index did better this quarter (+0.5%) than the previous quarter
(-3.3%), the slightly positive performance masks the high volatility in the region, as well as the high
dispersion of market and stock specific returns in the quarter. In the second quarter, the worst
performers were the South and Southeast Asian markets, while Hong Kong and Japan declined
about 3% and China was slightly negative. In the third quarter, China was the worst performing
region, returning -13%, and Chinese ADRs returning -18% and HK returning -4%. Japan, which
accounts for about 38% of the index, was one of the top performers (+3.7%) and was the top
regional contributor to the index in the quarter. The sell-off in China and HK appears to be driven
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by U.S.–China trade tensions and government-induced deleveraging of the financial system. In
addition, rising U.S. interest rates and U.S. dollar (USD) strength are driving capital out of emerging
markets. The biggest detractors to index performance in the quarter were the former tech darlings
Tencent (-18%), Alibaba (-11%), JD.Com (-33%) and SK Hynix (-14%), continuing the
underperformance of the Information Technology (IT) sector this year. In a sharp reversal from
2017, the consumer discretionary sector was the worst performer in the index YTD in 2018,
followed by the Communication Services and Real Estate sectors.
MSCI AC Asia Pacific Q3 and YTD Return Profile
3Q Total Return (%)

Year To Date Total Return (%)

Energy

11.49

Health Care

3.86

Industrials

3.19

Materials

2.49

Energy

14.21

Health Care

13.48

Utilities

4.65

Consumer Staples

2.78

Financials

1.69

Industrials

-2.51

Information Technology

1.30

MSCI AC Asia Pacific

-2.87

MSCI AC Asia Pacific

0.50

Information Technology

Utilities

0.47

Materials

Communication Services
Consumer Staples
Real Estate
Consumer Discretionary

-1.91
-2.69
-3.56
-4.18

Financials
Real Estate

-3.29
-4.52
-5.20
-6.14

Communication Services

-7.15

Consumer Discretionary

-7.26
Source: FactSet

For the third time since launching the Fund in December 2014, market sentiment has turned
sharply negative in HK and China. And, for the third time, we have significantly increased our
weighting in these markets, while trimming some of our winners in Japan, which continues to be
out of sync with China. We were somewhat early in increasing our Chinese investments. These
businesses that seemed highly undervalued got even cheaper during the quarter, as the U.S.–China
trade war escalated. Our bottom up, opportunistic portfolio construction looks very different from
the index, which can result in near-term underperformance.
We have taken this opportunity to upgrade the quality of our investment holdings and increase our
margin of safety. We were able to buy competitively entrenched, value-compounding businesses
at steep discounts to our conservative appraisal of intrinsic value. The majority of the Chinese
businesses we own today are domestic consumption focused and are not directly exposed to
higher trade tariffs, yet they have sold off alongside and, at times, more than the A-share market
on fears of a potential slowdown in consumer spending due to a declining wealth effect.
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Trade Wars
During the quarter, the initial salvo of the trade war between China and the U.S. was launched. In
July and August, the U.S. levied tariffs on $50 billion of Chinese imports, and China swiftly retaliated
with tariffs on $50 billion of U.S. imports. In September, the U.S. levied tariffs on an additional $200
billion of Chinese imports, and China responded by levying tariffs on $60 billion of U.S. imports.
Chinese exports to the U.S. may decline, but continued domestic growth and shifting exports
elsewhere should help compensate, as China is actively forging deeper trading relationships with
other regions. President Trump’s shift away from long-term allies, such as the European Union (EU)
and Japan, should benefit China’s efforts to develop better trading relationships with them. While
Trump has named the EU as a “foe”, China’s relationship with the economic engine of the EU ‒
Germany ‒ has continued to strengthen.
Only 2% of China’s industrial output is exported to the U.S., and about 3% is consumed domestically
by the supply chains supporting exports to the U.S. While only 5% of China’s total industrial output
is exported to the U.S., the CSI 300 index is down almost 13% YTD in local currency and 17% in U.S.
dollars. Although trade tensions between China and the U.S. will likely negatively impact companies
exposed to higher tariffs, there are plenty of cases where we feel that the bark is much worse than
the bite, and we have actively allocated capital to businesses that we believe have been unduly
punished by fear.
It is difficult to predict the winners and losers of trade wars, and sometimes it creates unintended
consequences. Consider the auto sector, which is a key battle ground in the trade wars. German
automaker BMW is one of the unintended victims of China’s decision to increase import duties from
25% to 40% on U.S. car imports. BMW issued a profit warning in September, given its significant
exposure to higher Chinese tariffs on U.S. imports, as they ship high margin X5 SUVs to China from
their South Carolina plant. On the other hand, tariffs on auto imports from other countries to China
have been reduced from 25% to 15%. Changes in tariffs will encourage a shift in the supply chain
to adjust towards more cost efficient locations. Our portfolio company Toyota Motor, is brushed
with tariff concerns, as they export significant car volumes to the U.S. However, Toyota Motors also
produces its high margin Lexus cars in Japan, and the lower Chinese import tariffs are driving higher
Chinese demand, with Lexus sales in China up 59% year-over-year (YOY) in August.
Although trade war fears have had a large market impact, we believe the weakness that we are
seeing in China and the broader Asian markets runs deeper than tariff concerns. We see broad
emerging markets weakness in the face of increasing U.S. bond yields and weaker Asian currencies.
Ironically, both the U.S. and Asian countries are aligned, in that they could benefit from a weaker
USD. The weakness in China, however, is about more than just trade wars. After all, Taiwan, whose
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market is most exposed to US trade with about 18% of revenues coming from the US, was one of
the strongest performers in the last quarter and YTD.
We are beginning to see some signs of weakness in consumer spending in China, as one would
expect with the Chinese stock markets down significantly YTD. In the automotive sector in
particular, we are seeing weak new car sales figures with some exceptions like Lexus. Declining
new car sales tends to be a leading indicator of an economic slowdown. New car sales have turned
negative since March and were down 10.3% YOY in August and demand has fallen. As a result,
market values for Chinese automobile companies sold off sharply ‒ down as much as 45% YTD.
Some of this slowdown is due to liquidity being taken out of the system, in addition to trade war
fears.
Online peer-to-peer (P2P) lending, which increased rapidly in the last few years, has shrunk even
more rapidly this year, as some P2P platforms defaulted, and regulators stepped in to control the
growth of this industry. Bank lending has been cut back, regulators stepped in to control liquidity
and the growing unregulated financing activity. Total Social Financing (TSF) flow ‒ a broad measure
of credit and liquidity in the economy ‒ was RMB 1.04 trillion in July, down 25% month-over-month
(MOM) and down 11% YOY. As the liquidity in the system got cut back, flows into the A-share market
and southbound flows to the HK markets decreased, automobile sales – especially in lower tier
cities – also fell, and we are beginning to see this weakness reflected in gross gaming revenues
(GGR) in Macau. Southbound stock connect turnover in September was markedly down 44% YOY,
and down 50% MOM, reflecting the pullback in liquidity going to the capital markets.
CSI 300 Index vs. China Total Social Finance Index
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Source: Bloomberg
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Volatility Creating Opportunity
In Macau, September GGR growth of 2.8% was down sharply from 17% in August. Although
September GGR was unusually low because of Typhoon Manghut, which hit Macau in midSeptember, we are clearly seeing a slowdown in GGR growth. As a result, Macau stock prices have
sold off significantly in the quarter and YTD, led by MGM China -47% YTD and Melco International 32% YTD.
Our Macau exposure accounted for 60% of the negative absolute returns for the quarter, as market
prices dropped further after we had meaningfully increased our exposure by initiating a new
investment in MGM China and adding to Melco International. Our total Macau exposure is over
10% today, which is more than double our exposure at the beginning of the year, reflecting our
view that the sector has been punished significantly more than any potential economic appraisal
damage. As opposed to the last Macau downturn in 2015-16, when industry GGRs were declining,
we are still seeing positive growth today. More importantly, free cash flow (FCF) at Melco
International and MGM China should be much higher going forward, as the bulk of their capital
expenditures is behind them, with Melco having completed Morpheus and MGM China having
completed MGM Cotai in the first half of the year.
We believe that Macau is suffering not only from a liquidity-induced slowdown, but also from trade
war fears. Located adjacent to Guangdong province, the export capital of China, Macau is perceived
to be highly susceptible to any tariff-related slowdown in exports. Visitors from the neighbouring
Guangdong province account for about half of all Chinese visitors, which is down significantly from
a few years ago, as high speed rail and transport infrastructure has been built, connecting Macau
with cities further north.
As we have seen before, macro factors disproportionately impact the VIP segment of the market,
where the margins are much lower than the Mass segment. The Mass business has continued to
grow double digits, even throughout the disruptions brought about by Typhoon Manghut. Visitor
arrivals to Macau continue to be healthy, with August visitors up 18.7% YOY, and visitors from China
up 25.3% YOY. Both of our Macau companies earn over 85% of their EBITDA from the non-VIP
segment. Ongoing improvements in infrastructure and an increase in supply of hotel rooms will
support long-term growth in the higher margin Mass business.
MGM China is one of the six concessionaires in Macau and is 56% held by MGM Resorts and 22%
owned by Pansy Ho, the elder sister of Lawrence Ho, the Chairman and CEO of Melco International.
During times of high volatility, the capital markets do not properly value non-earning assets (NEAs);
if there are no earnings to capitalize, the market will not give credit for it. This is the case with MGM
China, which invested $3.6 billion dollars in their new Cotai casino, MGM Cotai, which opened in
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February this year. It has the highest ratio of NEAs-to-market capitalization among Macau casinos
at roughly 60%. MGM Cotai lost $21 million dollars of EBITDA in the first half, as the facility is still in
ramp-up mode and suffered from lower-than-average table win percentages and slot hold
percentages. Furthermore, MGM Cotai is under-earning because the VIP gaming rooms only
opened in September. We believe that MGM Cotai will generate $450-500mm of EBITDA once fully
ramped up (within two years), delivering a low-to–mid-teens EBITDA return on investment. MGM
China should nearly double the EBITDA it produced last year by 2020 without incurring any
significant incremental capital expenditure.
normalized basis.

MGM China is trading at around 8.5x FCF on a

In the third quarter, we initiated an investment in WH Group, the largest packaged meat company
in China, Shuanghui, and the U.S., Smithfield. This is a business that we previously owned, exiting in
2016 after the price reached our appraisal value. In the last six months, it has been hit by a trifecta
of bad news, namely trade war fears between U.S., China and Mexico, African swine fever incidents
in China and Hurricane Florence in North Carolina, where Smithfield has some production facilities.
As a result, the stock has sold off over 40% from its highs reached in Q1, giving us an opportunity
to own this franchise again with an attractive margin of safety. WH Group’s balance sheet is
conservatively capitalized and significantly less levered than in 2015, when we first invested in the
company, as it has repaid the debt raised for the acquisition of Smithfield in 2013.
WH’s U.S.-based Smithfield unit is the largest pork processor and exporter from the U.S. to China
and Mexico. In retaliation to U.S.-imposed tariffs, Chinese and Mexican authorities have imposed
tariffs on pork coming from the U.S. This hurts Smithfield’s export business, while exacerbating the
demand-supply imbalance in the U.S. By our estimate, even if the U.S.-China tariffs prove
permanent, the impact would be contained to around 5% of WH’s value versus the 40% pullback
from its highs in the share price. The value impact is small because 55% of sales, 80% of operating
profit and 85% of our appraisal value comes from the packaged meat business, which is largely a
domestic business in both China and the U.S. Unlike fresh pork and hog production, which are
commodity businesses, packaged meat is a branded business with pricing power and attractive
margins. WH Group has the largest market share in packaged meat in the two biggest pork markets
in the world, with 30% share in China, and 40% share in ham and 18-20% share in bacon in the U.S.
After the recent sell-off, we were able to buy this dominant consumer franchise for around 9x FCF,
with a 5% dividend yield. At the current WH Group market value, using Shuanghui value at market,
the implied value of Smithfield is less than 2.5x EV/EBITDA vs. its U.S. peers, like Hormel and Tyson
Foods, trading at 8-15x EBITDA. CEO and Chairman Wan Long and other insiders own over 35% of
the company and have a solid track record of operations and capital allocation.
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3Q18 Performance Review
Contribution to
Portfolio Return (%)

Total
Return (%)

Top Five
Softbank
Vocus
CK Hutchison
L’Occitane
MinebeaMitsumi

+1.81
+1.55
+0.58
+0.42
+0.36

+40
+38
+10
+9
+7

Bottom Five
Vipshop
Melco International
Speedcast
MGM China
Man Wah

-2.58
-1.98
-1.22
-1.08
-1.01

-42
-34
-28
-29
-22

Top Contributors
Japanese telecom, tech and venture investment holding company Softbank (+40%) was the largest
contributor to returns in the quarter. News flow over a potential initial public offering of Softbank’s
Japanese telecom business, which produces over $5 billion dollars of free cash flow a year, picked
up over the quarter. Furthermore, the potential merger of its U.S. telecom subsidiary, Sprint, with
competitor T-Mobile, which they announced in April, continues to progress, while waiting for
regulatory approval from the FCC. A few weeks ago, T-Mobile hired CenturyLink CFO Sunit Patel to
lead its merger and integration strategy, which signals T-Mobile’s confidence in obtaining regulatory
approval for the merger with Sprint. These transactions, if completed, will significantly lower the
debt on Softbank’s consolidated balance sheet and help further narrow the discount to intrinsic
value.
Vocus (+38%), a full service telecommunications operator providing fixed-network services to
Enterprise, Wholesale and Retail customers in Australia and New Zealand, was one of the top
contributors in the quarter. Vocus reported FY18 results in line with our expectations, and cash
conversion improved significantly to 88%, up 70% YOY. Debt refinancing was completed in a cost
effective manner, giving the company enough headroom to invest in the business, while
comfortably meeting their bank covenants. We welcome new CEO Kevin Russell with a proven 20year track record at Hutchison Three UK, Telstra and Optus. He targets doubling the revenue in
the higher margin Enterprise, Government and Wholesale segment within five years (much higher
than our projections). On the industry front, the third and fourth largest telecommunications
operators, TPG Telecom and Vodafone-Hutch, announced plans to merge, igniting consolidation in
the sector, which should help drive margins higher for all competitors.
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CK Hutchison (+10%), a conglomerate of global ports, health & beauty, infrastructure, energy and
telecommunications, was a contributor in the quarter. CK Hutchison reported strong first half
results, with YOY revenue and EBITDA up 16% and 19%, respectively. Interim dividend per share
increased by 11.5%, the first double-digit increase in the past decade. The company highlighted
the strength of its Retail segment, which is the largest health and beauty retailer in the world with
over 14,000 stores, 12 brands, and 130 million loyalty members that contributes over 62% of sales.
Oil price recovery added to Husky results; in the first half, revenue increased by 37% YOY and
EBITDA by 47%. In the quarter, CK Hutchison announced the sale of its interests in several
infrastructure projects at a 12X earnings and redeployed the proceeds to acquire an Italian telecom
joint venture at 5x earnings. Management also repurchased the company’s discounted shares in
the quarter for the first time in almost two years, demonstrating confidence in the company’s future
prospects.
L’Occitane (+9%), a global, natural, organic, ingredient-based skincare and fragrance manufacturer
and retailer with regional roots in Provence, France, was a contributor in the quarter. Same store
sales growth (SSSG) was +0.6% in the quarter, up from -0.6% in the same quarter last year. The
U.S. market turnaround seems to be gaining traction, and the Greater China market continues to
post strong growth. HK achieved SSSG of 11%, followed by China with 8% SSSG. With stronger
marketing investments and product launches in the second half, we expect to see stronger
momentum in the rest of the fiscal year (FY). Management has reiterated their goal of increasing
operating margins for the core L’Occitane business to 13-15% by March 2022 by rationalizing their
offline store network (especially in the U.S.), enhancing cost reduction efforts, growing marginaccretive online and Asia sales and achieving breakeven in Melvita, the organic skincare beauty line.
MinebeaMitsumi (+7%), the Japanese manufacturer of high precision equipment and components,
was a contributor in the quarter. The company delivered strong quarterly results and revised up
the operating profit forecast for the full year. Ball bearings revenue increased 21% YOY, driven by
both bolt-on M&A, as well as organic growth, and external shipment and production reached a new
record high in July 2018. The company expects to see benefits from increased ball bearing pricing
from October. While the mobile phone back light unit sales in the quarter were down YOY, this was
expected, as production for new models typically ramps up in the second half of the year. Since
the quarter end, the company has overcome all major technical difficulties, and the production of
backlights for the new iPhone models has been smooth. MinebeaMitsumi is the sole supplier of the
LCD back light unit for new iPhone XR model.
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Top Detractors
Vipshop (-42%), a leading online discount retailer for brands in China, was the largest detractor for
the quarter. Reported Q2 +18% YOY revenue growth was on the lower end of its prior guidance,
and margins were weaker than expected due to major promotion events in the second quarter.
While 24% of new customers added were from the Tencent/JD channel, the initial order size of
those new customers was small, limiting the revenue contribution in the short term. The market
was further disappointed with Q3 revenue guidance. Vipshop recognized it was distracted by the
in-season apparel market, which faces intense competition from offline retailers and Tmall.
Management is now focused on its core expertise off-season, discounted apparel and profitability
improvement. While Vipshop is facing some near-term challenges, the market is pricing this
double-digit grower at 10x PE with trough margins.
Melco International (-34%), the Asian casino and resort holding company, alongside MGM China (29%), were two of the top detractors for the quarter, as discussed above.
Speedcast (-28%), a leading global satellite communications and IT service provider headquartered
in HK and listed in Australia, was one of the top detractors for the quarter, after being a top
contributor last quarter and last year. First half results missed street expectations, and
management lowered its 2018 EBITDA forecast by around 10%. Management attributed the
lowered forecast primarily to a delay in energy sector recovery and a one-off investment in a pilot
project for a major cruise customer. Energy accounts for 25% of Speedcast’s revenues. With WTI
crude hovering over $75 per barrel, we expect deep water offshore rigs to come back into operation
over time, which will benefit Speedcast. The company also announced the acquisition of
Globecomm at less than 5x EBITDA, in an industry where most M&A transactions occur at 9-10x.
The acquisition was funded by debt and increases Speedcast’s debt/EBITDA ratio to 3.3x. We are
comfortable with the financial leverage, as over 90% of total revenues are recurring, and this
business has low capital intensity. As we have discussed in past letters, Australian small cap stocks
tend to be overly punished for earnings misses and leverage ratio increases. We meaningfully
increased our investment in Speedcast after CEO P.J. Beylier and multiple board members
personally bought more shares.
Man Wah (-22%), the leading recliner sofa manufacturer in China, was a detractor in the quarter,
driven by U.S.–China tariff headlines. While the U.S. is a major export destination for Man Wah, the
market is not accounting for the company’s healthy mix shift. Five years ago, over 55% of the
company’s sales were from North America, down to only 36% today, with China contributing over
48% of sales. Furthermore, Man Wah exports unbranded products with lower margins to the U.S.,
but in China, Man Wah dominates the recliner market with its branded product line, capturing
higher margins and benefiting from pricing power. In 2017, its market share in China increased to
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45%, up from 38% the prior year, with a commanding lead over the second player’s 9% share. The
branded Chinese business comprises the majority of our Man Wah appraisal value. In June, Man
Wah acquired a manufacturing plant in Vietnam with low existing capacity utilization and vacant
land. Man Wah could expand and export from Vietnam if trade relations between U.S. and China
worsen further.
Portfolio Changes
During the quarter, we added three new investments, WH Group, and two other undisclosed
investments. We also added meaningfully to our investment in MGM China. We exited Inchcape,
Pandora, Ardent Leisure and JINS, as we recycled capital into more compelling opportunities.
Outlook
September is the tenth anniversary of Lehman’s demise, a date permanently seared in the memory
of one of your PMs, a Lehman Asia alumni. It has also been approximately 20 years since the Asian
Financial Crisis (AFC), which began in Thailand in mid-July 1997, and spread throughout the region
in 1998. In early 1998, Peregrine Investment Holdings, the high flying HK investment bank whose
fixed income department was run by an ex-Lehman Asia bond salesman, went into liquidation, as
a large loan to Indonesian taxi company Steady Safe defaulted. Steady Safe, which turned out to
not be so steady, earned revenues in local currency but could not meet its foreign currency
obligations when the Indonesian Rupiah collapsed.
In recent meetings, we have been asked to compare the current situation in emerging markets to
the AFC. While on the surface there may be similarities – increasing local bond yields, emerging
market currencies and equities weakness and high oil prices – we believe the situation is different
this time around. Today, Asian countries and companies are much less exposed to the foreign
currency debt mismatch that caused the AFC and have developed large and liquid domestic bond
markets to help finance growth. Asian countries are much better positioned today given the
improved foreign currency reserve position relative to foreign liabilities. Twenty years ago, the IT
sector was a very small component of the MSCI Asia ex Japan index; today, this sector, which is
composed of dominant, typically net cash companies that are capital-light compounders, accounts
for around 31% of the index.
We have invested in companies that are well capitalized and can opportunistically act to take
advantage of distressed opportunities. We believe that there is extreme pessimism regarding
emerging markets today, which will give us the opportunity to capture excess returns similar to the
times when capital was put to work in Asia in 1998 and, more recently, in 2015. Southeastern
established an on-the ground research effort in Asia in 1998, when we opened our first
international office in Japan, and seeded the International (non-US) Fund with partner capital in
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1998 to take advantage of the many bargains that we saw in Asia then. The subsequent years were
very profitable. We believe a similarly attractive opportunity exists in Asia today, with potentially
better downside protection. Price-to-value ratio of our portfolio today is close to the lowest level it
ever hit (in Q1 2016, towards the end of last Chinese market meltdown) since this fund’s inception.
Furthermore, the quality of our investment holdings (balance sheet, growth prospects) is better
today than in Q1 2016. We believe our current portfolio can pave the way for strong, uncorrelated
long-term alpha. We are excited about what we own today, and we have added more personal
capital to the Funds again this quarter.

See following pages for important disclosures.
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Any subscription may only be made on the terms of the Prospectus and subject to completion of a subscription agreement.
P/V (“price-to-value”) is a calculation that compares the prices of the stocks in a portfolio to Southeastern’s appraisal of their intrinsic
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(“SFC”) in Hong Kong pursuant to Section 104 of the Securities and Futures Ordinance (Cap 571, Laws of Hong Kong) (“SFO”).
This Confidential Memorandum has not been approved by the SFC in Hong Kong, nor has a copy of it been registered with the Registrar
of Companies in Hong Kong and, must not, therefore, be issued, or possessed for the purpose of issue, to persons in Hong Kong other
than (1) professional investors within the meaning of the SFO (including professional investors as defined by the Securities and Futures
(Professional Investors) Rules); or (2) in circumstances which do not constitute an offer to the public for the purposes of the Companies
Ordinance (Cap 32, Laws of Hong Kong) or the SFO. Past performance is not indicative of future performance. This Confidential
Memorandum is distributed on a confidential basis and may not be reproduced in any form or transmitted to any person other than the
person to whom it is addressed. No shares in the Fund will be issued to any person other than the person to whom this Confidential
Memorandum has been addressed and no person other than such addressee may treat the same as constituting an invitation for him to
invest.
Important information for Japanese investors:
This Material is provided for information purposes only. This does not, and is not intended to constitute an invitation, solicitation,
marketing, or an offer of Southeastern Asset Management, Inc.’s (“Southeastern”) products and services in Japan, whether to wholesale
or retail investors, and accordingly should not be construed as such. By receiving this material, the person or entity to whom it has been
provided understands, acknowledges and agrees that: (i) this material has not been registered, considered, authorized or approved by
regulators in Japan; (ii) Southeastern Asset Management, Inc. nor persons representing Southeastern Asset Management, Inc. are not
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authorized or licensed by Japan authorities to market or sell Southeastern’s products and services in Japan; and (iii) this material may
not be provided to any person other than the original recipient and is not for general circulation in Japan.
Important information for Australian investors:
Southeastern Asset Management, Inc. (“Southeastern”) and Southeastern Asset Management, Inc. Australia Branch, ARBN
155383850, a US company (“Southeastern Australia Branch”), have authorized the issue of this material for use solely by wholesale
clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of any of its related bodies corporate. By accepting this
material, a wholesale client agrees not to reproduce or distribute any part of the material, nor make it available to any retail client,
without Southeastern’s prior written consent. Southeastern and Southeastern Australia Branch are exempt from the requirement to hold
an Australian financial services license (AFSL) under the Corporations Act 2001 (Cth) in respect of financial services, in reliance on
ASIC Class Order 03/1100, a copy f which may be obtained at the web site of the Australian Securities and Investments Commission,
http://www.asic.gov.au. The class order exempts bodies regulated by the US Securities and Exchange Commission (SEC) from the
requirement to hold an AFSL where they provide financial services to wholesale clients in Australia on certain conditions. Financial
services provided by Southeastern are regulated by the SEC, which are different from the laws applying in Australia.
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For the quarter ending June 2018, the Asia Pacific UCITS Fund was down 5.7%, underperforming
the MSCI AC Asia Pacific Index’s 3.3% decline. Depreciation in the Japanese Yen and Australian
Dollar, coupled with other adverse exchange rate movements, negatively impacted portfolio
returns by over 2%, accounting for 40% of the pullback during the quarter. Additionally, companies
with emerging market (EM) exposure were punished, as the MSCI Emerging Market Index fell almost
8% in the quarter.
Portfolio Returns at 30/06/18 – Net of Fees
2Q18

YTD

1 Year

2 Year

3 Year

Since
Inception
2/12/2014

APAC UCITS (Class I USD)

-5.72%

-5.72%

6.70%

19.97%

10.97%

9.91%

MSCI AC Asia Pacific Index

-3.32%

-3.35%

9.93%

16.11%

6.81%

7.40%

Relative Returns

-2.40%

-2.37%

-3.23%

+3.86%

+4.16%

+2.51%

Selected Indices

2Q18

YTD

1 Year

2 Year

3 Year

Hang Seng Index*

-2.53%

-1.63%

16.29%

21.91%

7.01%

TOPIX Index (JPY)*

1.02%

-3.84%

9.31%

20.04%

3.86%

TOPIX Index (USD)*

-3.14%

-2.27%

10.86%

15.85%

7.29%

MSCI Emerging Markets*

-7.96%

-6.66%

8.20%

15.72%

5.60%

*Source: Factset; Periods longer than 1 year have been annualized
Market Commentary
This quarter was challenging for the Asian capital markets. Concerns about rising US interest rates,
US dollar strength, EM debt weakness, and trade wars led to significantly heightened volatility. For
the first time since 2007, the US yield curve is almost flat, with the spread between the 10- and 2year US Government bonds at a very tight 29 basis points (as of 9 July), driven mostly by higher
rates on the short end of the yield curve (see chart on following page). Higher interest rates on US
short duration bonds have increased their relative attractiveness compared to equities, and in
particular to EM bonds and EM equities. Higher fixed income yields have increased the cost of
capital and have resulted in a de-rating of equities.

Source: Factset July 9, 2018

US monetary policy tightening has resulted in higher local real interest rates and weakening
currencies broadly across EM, which negatively impacted our US dollar returns. In the last few
weeks of June, we saw a 3.6% weakening in the renminbi, which contributed to the -9% return of
the China Securities Index’s CSI 300 in the quarter. Asia EM was particularly weak, with Pakistan,
Indonesia, Malaysia, and the Philippines suffering double digit negative returns in the quarter. In
stark contrast to previous years, the Information Technology (IT) Sector was the worst performing
sector in the MSCI AC Asia Pacific index, costing the index -1.14%, or 35% of the loss in the quarter.
Traditional tech stalwarts TSMC, Samsung, and Tencent were among the largest individual
detractors in the index.
Last month, the Republic of Argentina issued one-year dual currency notes that pay investors the
higher of 32.9% in Pesos and 4.5% in US dollars. The last time we saw such a move was during the
Asian Financial Crisis (AFC) in 1997, when Korean issuers KEPCO and KDB issued dual currency
bonds, as a rapid devaluation of the Korean Won created urgent liquidity needs. The issuance of
one-year dual currency bonds is quite a dramatic reversal for Argentina, which issued a heavily
over-subscribed 100-year bond just one year ago. For the first time in 17 years, Argentina had to
borrow money from the International Monetary Fund in May. The Asian capital markets have not
escaped this dramatic deterioration in sentiment towards EM.
Not only has Asia been a victim of the global tightening of liquidity, it has also been at the nexus of
geo-political tensions and events at home and abroad. Malaysia just had its first democratic change
in government, with the election of a fragile coalition led by 93-year old Dr. Mahathir, the strongman
who famously pegged the Malaysian ringgit to the US dollar in 1998 at the height of the AFC. With

the Trump-Kim summit in Singapore, we lived through weeks of Trump’s “Art of the Deal” negotiating
style, which we are seeing playing out in unpredictable trade wars between friends and foes of the
US. More companies are being impacted by fears over a trade war, as the number of industries
targeted for tariffs and trade war retaliation has increased. As a result, wholesale and indiscriminate
risk reduction is happening, just like we saw in 1997-98 and again in 2015-16. Chinese companies
in particular, even those with very little exposure to export markets, are being sold off aggressively.
There are many valuable babies being thrown out with the bathwater today.
We are well-positioned to take advantage of resulting stock price volatility, as we did in the last
downturn: by buying world class businesses whose intrinsic values are intact and compounding at
an attractive pace, led by managers who allocate capital well, but whose market values are
temporarily overly-depressed due to short-term macro worries.
Our opportunity set has increased significantly, and we are assessing a number of new companies,
as well as prior investments that have become attractively priced again. As volatility remains
elevated, we expect our turnover to increase, as we re-allocate capital towards the best riskadjusted opportunities in today’s environment. Given the increased opportunity set, we are reassessing our current portfolio and have asked ourselves if there are any investments we would
not add to further if prices drop another 20%. Those that we are not willing to increase, we have
designated as our potential sources of capital. We exited some of these investments during the
quarter to make capital available for more attractive opportunities. We are focusing our portfolio
on our strongest, most capable corporate partners with compelling track records and long-term
incentives.
A number of our portfolio companies have initiated buyback programs or have had significant
insider buying in the past few weeks. Baidu, our largest investment in the Fund, initiated a billion
dollar repurchase program at the end of June. Interestingly, they have repurchased shares only
three times in the past - once in November 2008 during the global financial crisis and twice in 2015,
when prices were severely depressed. Similarly, New World Development and Toyota Motor
repurchased shares in the last quarter, reflecting their positive view on their companies.
Additionally, the Li family personally purchased a significant amount of discounted shares in CK
Asset at a substantial discount to our intrinsic value.

2Q18 Performance Review

Top Five
Healthscope
Speedcast
Baidu
Melco International
Inchcape
Bottom Five
Vipshop
Pandora A/S
MinebeaMitsumi
Hyundai Mobis
L’Occitane
International

Contribution to
Portfolio Return (%)

Total
Return (%)

+0.82
+0.75
+0.46
+0.37
+0.29

+23
+17
+9
+7
+9

-1.91
-1.39
-1.37
-0.69

-35
-35
-20
-15
-11

-0.60

Top Contributors
Healthscope (+23%), the second biggest private hospital operator in Australia, was the top
contributor in the quarter, as it became the target of multiple bids by a private equity consortium
led by BGH Capital and Brookfield Asset Management. We sold our position as the price exceeded
our intrinsic value estimate. The Healthscope investment case highlighted a few themes that we
have discussed in prior letters:


Long-term orientation: Healthscope shares were deeply discounted when we initiated
our investment in Q3 2017, due to multiple earnings downgrades caused by the near
term headwinds relating to a decline in the private health insurance participation rate
and coverage levels. However, we liked the long-term fundamentals of this industry,
driven by aging population, longer life expectancy and higher incidence of treatable
chronic diseases.



Non-earning assets: Healthscope had spent close to 25% of its market cap in building
new hospitals and expanding existing facilities – these investments were not generating
any cash flow at that time.



Sum of the parts: Healthscope has a significant real estate portfolio, as two-thirds of its
hospital network is owned. We believe the real estate portfolio can be monetized at very
attractive cap rates vs. our going in multiple. Amid the takeover bid, Northwest
Healthcare REIT acquired 10% of Healthscope in pursuit of its property portfolio.

Speedcast (+17%), a leading global satellite communications and IT service provider headquartered
in Hong Kong and listed in Australia, was a top contributor in the quarter. The company confirmed

market expectations for FY 2018 EBITDA, implying over 20% growth year-over-year (yoy). Financial
de-leveraging is on track, and the integration of Harris CapRock is going well. The company expects
to exceed the original cost synergies target. Furthermore, Speedcast refinanced its existing debt
facilities with a cheaper, covenant-light and longer tenure (7-year) US term loan B. The Libor + 2.5%
price lowers interest cost by over 50 bps, a testament to the recurring cash flow generative nature
of this business. Recovery in oil prices and continued growth in data consumption in the maritime
sector (especially cruise ships) is positive for Speedcast.
Baidu (+9%), the dominant online search business in China, was a contributor in the quarter. First
quarter results were strong, with revenue increasing 31% yoy, while Baidu Core (the core search
and newsfeed business, excluding iQIYI), grew 26% yoy. Baidu continues to benefit from its strategy
of focusing on its core business. In Q1, Baidu Core achieved non-GAAP operating margins of around
40%, compared to around 26% a year ago. In the second quarter, Baidu entered into definitive
agreements to divest majority stakes in non-core businesses, including its financial services
business and global advertising and tools business. The IPO of iQIYI (online video site) in late March
was very successful and the current market capitalization is about 70% higher than its IPO price.
Separately listing iQIYI alleviates content cost pressure, while highlighting the sum of the parts value
of Baidu. iQIYI is being valued at around $22bn dollars, even though it is projected to incur about
$900 million dollars in operating losses this year. At the current market price, Baidu Core is being
valued at around 9.6x EBITDA and 14x free cash flow. We believe this is too low for a highly
dominant and profitable business that is compounding at over 20% a year. Company management
believes the core business will sustain high growth for a number of years, and they recently
announced a US$1 billion share repurchase program to take advantage of the undervaluation.
Melco International (+7%), one of the six gaming concessionaires in Macau, was a top contributor
in the quarter. Q2 started strong with April 2018 gaming revenue up 28% yoy for the overall market,
but growth has moderated to 12-13% levels in May and June. These monthly numbers are quite
volatile, depending on VIP win rates and special events, like the World Cup, but tend to move the
market in the short-term. A slowdown in growth momentum, combined with China related fears,
Union Pay payment processor terminal clampdowns, RMB devaluation and tight liquidity, has
resulted in a sharp pullback in Macau stocks in the last couple of weeks, giving us an opportunity
to add to Melco International and initiate another investment in Macau. We believe these are shortterm disruptions, and the structural Chinese consumer driven growth story will sustain for years in
Macau. Infrastructure improvements continue with HK-Zhuhai-Macau bridge construction
complete and potentially opening later this year. Finally, Melco International opened its $1 billion
dollar Morpheus hotel in June, which effectively doubles its flagship property’s (City of Dreams)
room capacity catering to premium mass customers.

UK listed automotive distributor Inchcape (+9%) was a contributor in the quarter with first quarter
revenue up 6.2% in local currency, despite a challenging UK automotive retail market. The
distribution business, which generates 8% operating margin and accounts for 81% of overall
operating profit, grew 9.5% in local currency. Its distribution business was bolstered by the
acquisition of a Suzuki distribution business in Central America in March at an attractive valuation.
Inchcape, being listed in the UK, suffers from a Brexit discount and is misperceived as a low margin
auto dealership business in a struggling retail environment, which typically does 2% operating profit
margins. The company held a Capital Markets Day in June, where management highlighted the
attractiveness of the profitable and growing global distribution business, clearly showing that the
UK only contributes 10% of operating profits, while the growing Asia and Emerging Market regions
contribute 80% of operating profits.
Top Detractors
Vipshop (-35%), a leading online discount retailer for brands in China, was the top detractor in the
quarter. Total revenue in Q1 2018 increased 25% yoy, supported by strong revenue per customer
growth. However, increased rebates and a reclassification of third party logistics costs into cost of
goods sold resulted in gross profit margin compression. The market sentiment towards Vipshop
was weak in the quarter because investors were disappointed to learn that the benefits arising from
Tencent and JD.com’s combined 12.5% investment in Vipshop in December at $13.08 did not result
in immediate material benefits, even though the company is satisfied with the progress so far and
has been actively working on further collaboration. We only built limited benefits from the
collaboration into our appraisal, and Vipshop’s high teens full year underlying organic growth
expectation is in line with our forecast. In the second quarter of 2018, JD.com bought an additional
1.3% of Vipshop in the open market at $14.15, higher than its initial entry price, bringing JD’s stake
to 6.8% and underscoring Vipshop’s attractiveness in the e-commerce industry. We believe that
Vipshop is heavily discounted relative to our conservative appraisal, and we acquired more Vipshop
shares during the quarter.
Pandora A/S (-35%), one of the world’s largest mass-market jewellers, was another detractor for the
quarter. Pandora reported first quarter results with 6% revenue growth in local currency and 33%
EBITDA margin. While this set of results is below its full year guidance of 7-10% growth in local
currency with 35% EBITDA margin, it is largely due to seasonality and was expected. The negative
share price movement in the quarter arose from the negative surprise in its China operations.
Growth in China decelerated to 16% yoy from 62% a quarter earlier, and same store sales were
negative. Management attributed the slowdown to grey market trading into China and insufficient
marketing spend. While Pandora has taken prompt measures to address these challenges and
maintained its full year guidance, we have lowered our expectation for its Asia Pacific regions in our
appraisal. Currently trading at just 7.5x earnings, we think that Pandora is undervalued relative to

its profitability and growth prospects. We are following the company closely to assess its on-going
development.
MinebeaMitsumi (-20%), the Japanese manufacturer of high precision equipment and components,
was a detractor in the quarter. The company’s conservative forecast for the financial year ending
March 2019 was below market expectations. In May, it was rumored that Apple would adopt OLED
screens for all iPhones next year. As MinebeaMitsumi provides LCD backlights for Apple, its share
price was further impacted. However, this rumor is unverified and we believe unlikely to be true,
given that MinebeaMitsumi recently decided to increase capital expenditures for the backlight
business. More importantly, MinebeaMitsumi’s entire backlight business only accounts for about
2% of our appraisal, making such a material share price movement unwarranted. Its cash cow,
precision ball bearings business remains strong, with volume expected to be up 10% and revenue
up 17% this fiscal year. Although optical devices and mechanical parts within Mitsumi will have a
slow start in the first half of the year, demand is expected to increase in the second half, and
MinebeaMitsumi has increased capacity by 50% for both sub-segments. Free cash flow generation
continues to increase. Barring any major M&A, MinebeaMitsumi should be in a net cash position
in two years.
Hyundai Mobis (-20%), auto parts maker and after-market parts provider for Hyundai Motor and
Kia Motors, was also a detractor in the quarter. Both revenue and profits for the first quarter were
below market expectations. While auto parts profits turned positive in the quarter, revenues still
declined 14% yoy. The after-sales services business, on the other hand, remains healthy, with
operating margins over 24%. A U.S.-based activist hedge fund invested in key affiliates of Hyundai
Motor Group, including Hyundai Mobis, and opposed the restructuring plan the group proposed in
March. As a result, the Hyundai Group cancelled the restructuring plan in May, and we expect them
to announce an alternative restructuring plan later this year. At current market prices, we believe
the attractive after sales services business and Hyundai Mobis’ interests in other listed companies
are insufficiently reflected in the share price, and any shareholder friendly restructuring plan could
unlock value for Hyundai Mobis shareholders.
L'Occitane (-11%), the Hong Kong listed retailer of French natural cosmetics, was one of the top
detractors for the quarter. The company reported FY18 results with sales down 0.3% yoy and
operating profit down 16% yoy, largely in-line with our expectations. The key reason for
underwhelming sales performance was currency impact. At constant exchange rates, sales grew
over 4.5% yoy with the second half performing much better than the first half. Ongoing investments
in marketing and emerging brands led to margin contraction in FY18 by around 200 bps, but we
remain confident that this business with over 80% gross margin is capable of growing its current
10-11% operating profit margin to the mid-teens in the next few years. Margin accretive online

sales are growing around 20% yoy and represent around 15% of total retail sales. The company’s
product pipeline is strong, and the balance sheet is net cash. We are encouraging the company to
focus on profitability and increase dividend pay-out.
Portfolio Changes
During the quarter, we added two new investments. We initiated an investment in Indian cellular
tower company, Bharti Infratel and another undisclosed investment in Hong Kong. As prices
become more discounted, we also added to a number of our current portfolio holdings. We exited
Healthscope, Automotive Holdings Group, Great Eagle, and Genting Berhad. We have concentrated
our investments in companies where we have the highest conviction in valuation, cash flow and
balance sheet strength, and the greatest confidence in management’s skills.
As discussed above, we added an undisclosed Macau gaming company. Additionally, we made our
first investment in India - Bharti Infratel, the dominant telecom tower infrastructure company with
around 50% tenancy market share in India. Towers are attractive infrastructure assets that
generate 70% EBITDA margins and roughly 60-65% EBITDA-maintenance capex margins. Contracts
are typically 10-15 years long with built-in price escalators and pass through of energy charges.
Scale begets scale due to multi-tenant discounting, which means rents get cheaper for everyone in
the tower, as each incremental tenant joins a given tower. Due to the nature of the telecom market
and regulations in India, operators have competed on price and not on service and network quality.
Capex spending on network has not kept up with growing demand. Wireless broadband
penetration in India is under 30%, and data usage per user is doubling quarter-on-quarter. Cellular
networks are being deployed at higher frequency bands, which have lower propagation, thus
requiring more tower sites (or smaller cells). So, why is it cheap? The key reason is the entry of
Reliance Jio in the telecom operator space, which has disrupted an already competitive industry.
Historically, over ten operators competed in 22 circles in India. With Jio’s aggressive pricing, the
mobile operator count is effectively coming down to 3 players - Airtel, Reliance Jio and the VodafoneIdea merged entity. This ongoing telco consolidation will continue to cause tenancy exits for Bharti
Infratel in the near term but should not have a meaningful impact on the company’s value, given
rapid data growth driving increased demand over the longer-term. We were able to buy this net
cash company at around 12% EBITDA yield, while most of the developed and emerging market
peers trade in the range of 5-8% yield. Our going in EBITDA yield is greater than a 50% premium
to the 10-year Indian government bond yield.
The company’s biggest customers − Airtel and Vodafone − are also the largest shareholders in
Bharti Infratel. We believe there is a path to independence for Bharti Infratel where Airtel and
Vodafone sell their stake in the company. According to Bharti Airtel’s stock exchange disclosure of

board meeting minutes, “The Board after due deliberations approved the proposal for merger of
Indus Towers Ltd into Bharti Infratel Ltd. The Board decided to engage with the potential investors
for evaluating a strategic stake sale post the completion of merger.” KKR and Canada Pension Plan
Investment Board own a combined 10% stake currently and have board representation and are
natural buyers of the business. We get paid to wait for the consolidation to play out and growth to
recover, receiving an almost 5% dividend yield today. At the same time, we believe that there is a
reasonable likelihood of a change in control in the company.
Portfolio Outlook
Southeastern first invested in Asia during the AFC, when extreme volatility created significant
opportunity to invest profitably in the region. Our International Fund was established in 1998 to
take advantage of the opportunity set created by the AFC, coinciding with the opening of our first
overseas office in Japan. We believe that the recent volatility in Asia provides a constructive
environment for long-term opportunistic capital to set the stage for meaningful risk-adjusted
returns.
Despite the strong performance in recent years, Asia remains ripe with opportunities for a
concentrated portfolio like ours to reallocate capital from businesses that have reached our
appraisal into businesses that offer an attractive margin of safety. Our price-to-value ratio is now in
the mid-to-high 60s%, and our cash balance remains low. Volatility in the last few weeks has created
further pockets of cheapness, which we are in the process of evaluating.
Your portfolio managers have personally added capital to the Fund for the first time since Q1 2016,
when emerging markets last reached their lows, reflecting our positive view on the opportunity set
in Asia. We would not be surprised to see additional short-term panics and long-term opportunities
present themselves.

See following pages for important disclosures.
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For the quarter ending March 2018, the Asia Pacific UCITS Fund was flat, in-line with the MSCI AC
Asia Pacific Index. Exchange rate movements benefitted the portfolio, but the index gained an
additional 100 basis points from currency conversion given its higher weighting in Japan. Volatility
continued to provide us with opportunities to allocate capital into existing, as well as new,
investments during the quarter. While our cash levels in April are at the lower end of our historical
range, our on-deck list has become more robust, as a number of opportunities pulled back into our
target price range during the first quarter.
Portfolio Returns at 31/03/18 – Net of Fees
Since
Inception
02/12/14

1Q18

1 Year

2 Year

3 Year

APAC UCITS (Class I USD)

0.00%

19.63%

22.49%

13.91%

12.67%

MSCI AC Asia Pacific Index

-0.04%

20.30%

18.50%

8.25%

9.07%

Relative Returns

+0.04%

-0.67%

+3.99%

+5.66%

+3.60%

Selected Indices

1Q18

1 Year

2 Year

3 Year

Hang Seng Index*

0.92%

29.46%

24.96%

10.47%

TOPIX Index (JPY)*

-4.81%

15.49%

14.92%

5.48%

TOPIX Index (USD)*

0.89%

21.03%

18.27%

9.84%

MSCI Emerging Markets*

1.42%

24.93%

21.03%

8.81%

*Source: Bloomberg; Periods longer than 1 year have been annualized
Market Commentary
After a strong start to the year on the back of U.S. tax reforms, global equity markets experienced
a violent sell-off in early February, driven by inflation worries and the prospect of higher interest
rates. Compounding the volatility, U.S. President Trump’s threat of imposing tariffs increased fears
of a trade war with Asia. While this sell-off may have felt like a seismic event for the U.S. capital
markets, we are accustomed to a heightened level of volatility across the Asia Pacific markets. We
view the recent market pullback as an opportunity to reposition the portfolio into strong

businesses, managed by owner-operators, trading at a temporary discount to long-term intrinsic
value.
Information Technology stocks, which drove strong index performance in 2017, began to show
signs of stumbling in the quarter. Regulatory pressure in the technology sector has increased as
concerns over market dominance, data privacy, tax avoidance and artificial intelligence safety have
all risen. Despite these pressures, Info Tech outperformed the broader MSCI Asia Pacific Index in
the quarter, but Health Care led the index. Our underweight exposure to these two sectors – two
of only four positive performing sectors in the quarter – weighed on relative returns in the period.
Most sectors declined in the quarter, creating the opportunity for us to add to existing holdings
that became more heavily discounted, despite strong fundamentals and an improving outlook.
Price weakness within one of the worst performing sectors of the index, Telecom Services, and
within the worst performing country in the region, Australia, created the opportunity for us to
initiate a new position in Australian telecom operator Vocus Group, discussed below.
The table below compares key returns drivers in the past five years for various global indices.
Notably, over half of MSCI USA returns have been driven by Price-Earning (P/E) multiples re-rating
over the last 5 years, with earnings growth only contributing 23% of the returns. On the other hand,
earnings growth has been the key driver of returns in Asia, accounting for almost 90% of returns.
In Japan, the contrast is even starker, with close to 140% of the returns being driven by earnings
growth, as P/E multiples de-rated in the last 5 years. As a result, Asian markets are relatively less
exposed to the risk of valuation multiple contraction, as we move from an ultra-low interest rate
environment. Additionally, revenue growth, rather than buybacks or cost reductions (which are
often optimal strategies for individual companies, but rarely for entire markets), has been the
primary driver of Asian earnings growth. We believe that the Asia Pacific region offers a robust
earnings base and cheaper valuations relative to the other regions.

5-Year Contribution to Return (%)*
Index
MSCI USA
MSCI World
MSCI Europe
MSCI Hong Kong
MSCI AC Asia Pacific
MSCI Japan

EPS
22.6
33.3
33.8
52.5
88.4
138.9

Contribution to Return
Dividend
Currency
21.2
31.8
(11.8)
56.9
(21.9)
39.7
(2.9)
44.5
(36.0)
31.2
(36.7)

P/E
56.2
46.7
31.2
10.7
3.1
(33.4)

Total Gross Return
USD
Local
86.1
86.1
63.4
70.9
40.1
48.9
54.1
55.7
45.7
62.2
55.7
76.1

Source: Factset, Bloomberg, Southeastern; *Prices and returns through 31/03/18 and earnings data through 28/02/18.

The relative attractiveness of the opportunity set in Asia is also illustrated in the charts below. The
number of listed companies in the U.S. has halved since 1996, while the median market cap has
increased, and the number of CFA charterholders (used here as a proxy for investment
professionals covering the universe) has increased. Combine this with the increasing passive share
of the market in the U.S., and the result is an increasing number of professionals competing within
a shrinking opportunity set. On the other hand, the number of listed companies in Asia has nearly
doubled over the same period. Asia remains the most dynamic region globally for IPOs. The
number of CFAs per listed company in Asia is around 1/8th that in the U.S., and the quality and
quantity of sell side research coverage of Asian companies is generally inferior to that of the U.S.
As a result, Asian markets should systematically generate more inefficiencies and allow
unconstrained, yet disciplined, bottom-up fundamental investors to uncover more discounted
opportunities.

Source: World Bank and CFA Institute – Annual Data; Regions are based on CFA Institute regional
classifications.

As shown in the chart below, growth has continued to outperform value within the MSCI AC Asia
Pacific Index, primarily driven by Info Tech stocks. Tencent, Alibaba, Taiwan Semiconductor
Manufacturing Company (TSMC) and Samsung have accounted for the majority of the index returns
over the last two years. Our value investing discipline does not naturally lend itself to investing in
such technology stocks, which typically have higher valuations and lack sufficient margin of safety.
Despite these headwinds, we have still been able to deliver attractive absolute and relative returns
by concentrating our investments in competitively entrenched businesses run by owner-operators
with a margin of safety regardless of geography, sector, benchmark or market capitalization.

1Q18 Performance Review
Contribution to
Portfolio Return (%)

Total
Return (%)

Top Five
Vipshop
AIN Holdings
MinebeaMitsumi
JINS
Toyota Motor

+2.32
+0.82
+0.23
+0.07
+0.01

+43
+26
+2
+5
0

Bottom Five
Man Wah
Healthscope
Speedcast
Vocus Group
CK Hutchison

-0.51
-0.38
-0.34
-0.33
-0.30

-16
-9
-6
-8
-5

Top Contributors
Vipshop (+43%), a leading online discount retailer for brands in China, was the top contributor for
the quarter. Total revenue in the fourth quarter of 2017 increased 27% year-over-year (YOY), above
the company’s prior guidance. Average revenue per user increased 22% YOY, while the number of
active customers increased by 4% YOY. Their gross profit margin contracted as management
continued to reinvest profits for faster growth. However, positive operating cost leverage resulted
in a better than expected operating margin. Vipshop’s internet finance unit is expected to be spun
off in the coming quarters, releasing associated working capital and alleviating some cost pressure.
JD.com and Tencent’s purchase of a 12.5% combined stake in Vipshop in December cemented a
strategic cooperation with these two dominant businesses that should be highly beneficial to
Vipshop over the long-term. In March, JD.com installed Vipshop’s portal on the main page of their
mobile app. Beginning in April, Vipshop will benefit from WeChat’s one billion active users being
able to click through to Vipshop directly from the WeChat app. Longer-term, cooperation with JD
logistics should create further synergies for Vipshop.
AIN Holdings (+26%) is the largest prescription pharmacy chain in Japan and was another positive
contributor in the quarter. As you might recall, this is our second time owning AIN. We love
allocating capital to “recycled” companies, given our continuous institutional knowledge of the
business and the people. The Japanese prescription dispensing pharmacy sector is highly
fragmented with over 58,000 pharmacies, the majority of which are run by single-store operators.
AIN, with roughly 1,000 pharmacies and 3% market share, is the largest and most profitable
pharmacy chain in Japan. CEO Kiichi Otani owns over 9% of the company. Despite regular
downward drug price revisions by the Japanese government, the dispensing pharmacy market is

still expected to grow 3% to 5% annually, as prescription volumes have increased with an aging
Japanese society and prescription fulfilment has moved from hospitals to pharmacies. The most
recent price revision which came into effect this month will likely be more punitive for the small
operators. AIN remains confident in its ability to overcome the price revision impact over time, as
it has successfully done many times in the past. With a net cash balance sheet and competitive
advantage from scale, AIN should be in a good position to increase their penetration of more
profitable and larger scale pharmacies within large hospitals. AIN is expected to ramp up organic
growth via on-site hospital pharmacies while also acquiring under-performing pharmacies at low
single-digit EBITDA multiples.
MinebeaMitsumi (+2%), the Japanese manufacturer of high precision equipment and components,
was a positive contributor in the quarter. MinebeaMitsumi reported another strong quarterly result
and increased its full-year results estimate for the third time this fiscal year. The company’s
precision ball bearings sales were up 16% YOY in the quarter. The company’s average monthly
external shipment volume reached 193 million units per month this quarter, up YOY for 21 quarters
in a row. Given the strong demand and limited capacity, management is increasing pricing for ball
bearings and expects its profitability to increase in the next fiscal year. The Mitsumi segment
reached another record high profit after the acquisition of the business in January 2017. While the
recent Chinese New Year period may create some seasonal production volatility, the outlook for
the Game Console business, which supplies Nintendo with the Switch game console, remains
strong and demand is expected to grow next fiscal year.
JINS (+5%), the Japanese optical retailer with large scale advantage from its 20% volume share in
Japan, was also a positive contributor in the quarter. The company’s differentiation strategy in China
to fight against copycat competitors is contributing to the existing store sales growth. In the U.S.,
new designs that cater to the local market helped improve operating results. Operations in both
China and the U.S. are performing above the company’s initial expectation, and JINS is scheduled
to open its first retail store in the Philippines this month. In Japan, however, unit prices are facing
some headwinds from negative mix shift, despite strong volume growth. As a result, domestic same
store sales in the first half of the financial year fell below target. JINS revised down its full financial
year forecast in early April, but left the second half estimate unchanged. The strong same store
sales in the first month of the fiscal second half (March +10.1%) are showing some early signs of
recovery.
Top Detractors
Man Wah (-16%), the leading recliner and sofa manufacturer in China, was a recent addition to the
portfolio (4Q17) and was the largest detractor in the quarter. Fears of a potential trade war
between the U.S. and China weighed on Man Wah’s stock price in the period. The North American

business represents approximately 38% of total revenues and, more importantly, only around 18%
of our appraisal value because the growth and margins in North America are much lower than Man
Wah’s domestic China business. In China, Man Wah dominates the recliner market with 38% market
share, more than the next four players combined. Unlike in the U.S., where it is primarily a supplier
to other brands, Man Wah owns the popular Cheers brand in China with strong pricing power and
attractive margins. It is run by founder Wong Man Li, who owns over 60% of the company. He has
led frequent share repurchases and bought shares personally in the open market in in the past
year. We are excited to partner with a strong operator and capital allocator in Mr. Wong, as he
continues to pivot the company towards the faster growing, more profitable domestic China
market.
Healthscope (-9%), a leading private Hospital operator in Australia, was among the top detractors
in the quarter. The company reported in-line sales growth, but missed street expectations for
EBITDA growth in its fiscal year 2018 (FY18) first half results. Weakness in private hospitals, nurse
wage inflation (especially in the state of Victoria), and one-off disruptions due to brownfield
expansions at existing facilities were the key drivers for EBITDA contraction. However, these results
were in line with management’s expectations, and the company reaffirmed FY18 guidance.
However, the share price pulled back because the market seems to question the company’s ability
to meet these projections. Management has embarked on a cost efficiency drive, which, combined
with maturing brownfield sites, should enable Healthscope to deliver a meaningful pick up in
EBITDA growth in the second half of the year. Management is exploring strategic options for its
Asian pathology business, which could be sold at a value accretive price. Healthscope has a sizable
non-earning asset in Northern Beaches Hospital, which remains on-time and on-budget and should
start contributing to cash flows in FY19.
Speedcast (-6%), a leading global communications and IT service provider headquartered in Hong
Kong and listed in Australia, was a detractor in the quarter, after being the top contributor in Q4
2017. FY17 results were in line with our expectations, with revenue up 136% and EBITDA up 195%
(EBITDA margin up 500 basis points), driven primarily by acquisitions and return to moderate
organic growth. The dividend doubled this year, driven by 95% EBITDA to operating cash flow
conversion. Notably, the company correctly called the bottom in its Energy business (38% of total
revenues), and management expects growth to return in this segment by the second half of 2018,
which should generate high contribution margins. The Maritime segment (40% of total revenues)
continues to post solid growth driven by customer migration from narrowband to broadband
systems in the commercial shipping sector and increasing bandwidth requirement from cruise
lines. Speedcast was successful in extending its contract with Royal Caribbean, and we await an
announcement on its Carnival contract, which expires later this year. Enterprise & Emerging
Markets (19% of total revenues) is expected to post significant growth in 2018, driven by the

National Broadband Network (NBN) contract win in Australia. Owner-operator CEO, PJ Beyllier,
continues to focus on delivering organic growth in existing segments and value accretive M&A
opportunities.
Vocus Group (-8%), a full service telecommunications operator providing fixed network services to
Enterprise, Wholesale and Retail customers in Australia and New Zealand, which we initiated as a
new position in the quarter, was a moderate detractor. Today, its market share is approximately
4% in Australia and 7% in New Zealand. Vocus went on an acquisition spree in 2015-2016, acquiring
AMCOM (Western Australia focused enterprise and wholesale business), M2 (nationwide consumer
business without network ownership economics), and Nextgen (one of Australia’s largest
nationwide fibre backhaul network). All of these acquisitions came with their own systems,
processes, cultures and people. The company grew too fast, and integrating these acquisitions has
been a challenge for the company, leading to multiple earnings downgrades and personnel
turnover. The balance sheet is levered (by Australian standards) with net debt to EBITDA close to
3X. In addition, overall sentiment around the Australian telecom sector appears to be at its nadir,
given the ongoing rollout of the NBN in the fixed space and imminent entry of a fourth network
operator (TPG Telecom) in the mobile space. We believe that the impact of NBN and TPG Telecom
on Vocus will be marginal because over 75% of the company’s value comes from their Enterprise,
Wholesale and Government businesses. We were able to buy this asset rich business with close to
30,000 kilometres of fibre network below its replacement cost, offering us a substantial margin of
safety. Vocus is in the process of selling its New Zealand business, and upon completion, leverage
would decrease meaningfully. Like-minded investor John Ho (Janchor Partners) built up a significant
stake in the company and obtained a board seat. Execution has been the key challenge for Vocus
over the last two years. We believe that the presence of Janchor on the board and the recent
change in top management will accelerate the progress on this front and help Vocus maximize its
underlying earnings power.
CK Hutchison (-5%), a conglomerate of global ports, health & beauty, infrastructure, energy and
telecommunications, was also a detractor in the quarter. CK Hutchison reported strong results for
2017, with total revenue increasing 9%, EBITDA increasing 10% YOY and dividend per share
increasing 6% YOY. The Telecommunications segment was the key value driver last year, with 3
Group Europe achieving 28% EBITDA growth. Italy stands out after the merger with Wind closed in
November 2016, and attributable EBITDA in Italy doubled YOY in 2017. Ports delivered EBITDA
growth of 8% with throughput increasing 4%. The Energy segment reported revenues up 48% and
underlying EBITDA up 75% YOY, benefiting from higher oil prices and increased production. While
the retail health and beauty operations (A. S. Watson) expanded store numbers by 6% as planned,
segment EBITDA increased only by 2% with retail EBITDA from China down 6% in local currency.
On the other hand, the retail store payback in China continues to be under ten months, and there

are signs of promising improvements in the first two months of 2018. In March, Li Ka-shing
announced his upcoming retirement after the AGM in May. We do not expect this change to affect
operations and we are confident that Mr. Li’s son Victor, who has worked with his father at the
company for over 33 years and has been in control for over three years already, has already proven
himself as a skilled capital allocator and aligned owner-operator, ready to lead the company going
forward.
Portfolio Changes
During the quarter, we added one new investment, Vocus, discussed above, and exited Melco
Resorts & Entertainment, as we moved our investment up to holding company, Melco International,
to take advantage of the cheaper valuation and better alignment with Chairman Lawrence Ho’s
direct ownership in Melco International. We initiated three positions in the fourth quarter of 2017
that were undisclosed as of our last letter, namely AIN Holdings and Man Wah, both discussed
earlier, and Inchcape. We added to these positions in the first quarter as they became more
discounted.
Inchcape is a global automotive retailer and distributor incorporated in the United Kingdom (UK).
It is undervalued because it is listed in the UK and trades in sympathy with the shrinking UK auto
retailer industry, which has been negatively impacted by Brexit. In fact, the UK only accounts for
10% of Inchcape’s operating profit, and the auto dealership business, which does 2% operating
profit margins, only accounts for 20% of operating profits. Inchcape’s historical roots are in Asia,
where the company has large market share positions in Hong Kong, Singapore, and Australia.
Emerging markets account for 86% of total operating profits, of which Asia generates the bulk of
the profits and growth. Approximately 80% of operating profits are generated by the distribution
business, which generates 8% operating profit margins and very high returns on capital. Inchcape
trades at 11x free cash flow, and the cash is being intelligently allocated by CEO Stefan Bomhard
towards value accretive M&A in the distribution space within emerging markets, as well as towards
dividends and share buybacks.
Portfolio Outlook
Prospects of higher interest rates in the U.S. and parts of Asia are real, but we are confident that
we have already risk-weighted our appraisal values for this scenario. In the face of historic low
interest rates, we have stuck to the conservative discipline of using a 9% or higher (except in Japan,
where we use 7% for domestically focused businesses) discount rate in our appraisals, and we seek
to pay 60 cents on the dollar for new investments based on this conservative intrinsic value
estimate. In a world where private market buyers are competing to pay less than 2% capitalization
rates to acquire real estate buildings in gateway cities like Hong Kong, we use 5.5% or higher cap
rates in our real estate appraisals. Our owner-operator managers are actively monetizing assets at

these attractive valuations and buying back their own shares or paying dividends.

The

overwhelming majority of our investment holdings are either in a net cash position or carry low
levels of debt. They stand ready to capitalize on any temporary market disruptions resulting from
rising interest rates, thus potentially accelerating value growth. In a nutshell, we are confident that
our company values remain relatively insulated from rising interest rates.
Despite the strong performance in recent years, Asia remains ripe with opportunities for a
concentrated portfolio like ours to reallocate capital from businesses that have reached our
appraisal into businesses that offer an attractive margin of safety. Our price-to-value remains in the
low 70s%, and our cash balance remains low. Volatility in the last few weeks has created further
pockets of cheapness, which we are in the process of evaluating.
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Asia Pacific UCITS Fund Management Discussion
The Asia Pacific UCITS Fund delivered 37.94% in 2017, outperforming the MSCI AC Asia Pacific Index
by over 6%. The Fund gained 7.60% in the fourth quarter, slightly behind the index’s return, which
benefited more from currency movements than the Fund. Our longer-term trailing returns for all periods
have exceeded our absolute return objective, while also meaningfully outperforming the benchmark.
Portfolio Returns at 31/12/17 – Net of Fees
4Q 17

1 Year

2 Years
Annualized

3 Years
Annualized

APAC UCITS (Class I USD)
MSCI AC Asia Pacific Index
Relative Returns

7.60%
8.15%
-0.55%

37.94%
31.67%
+6.27%

24.50%
17.55%
+6.95%

14.64%
10.63%
+4.01%

Selected Indices
Hang Seng Index*
TOPIX Index (JPY)*
TOPIX Index (USD)*
MSCI Emerging Markets*

8.84%
8.67%
8.71%
7.44%

41.29%
21.84%
26.23%
37.28%

21.38%
10.36%
14.23%
23.53%

12.29%
10.82%
13.03%
9.10%

Since
Inception
2/12/14
Annualized
13.75%
9.85%
+3.90%

*Source: FactSet

The MSCI Asia Pacific Index continued its positive performance run for another quarter, resulting in the
index’s strongest annual performance since 2009. The Fund outperformed the index in a record year by a
meaningful margin, even with limited exposure to the dominant, few top drivers of the index.
Our outperformance was particularly notable in a period where growth stocks outperformed value stocks
by almost 16%. Information Technology (IT) was a large driver of growth’s performance, and the sector
was the largest contributor to the index in 2017. Primarily driven by the big four (Tencent, Alibaba,
Samsung, and Taiwan Semiconductor Manufacturing Co.), IT accounted for approximately 31% of index
returns in 2017, while Financials accounted for approximately 18% of returns. The Fund has no direct
exposure to Financials, and our exposure to IT is less than half of the benchmark’s weight, accounting for
only 11% of the Fund’s performance for the year. Superior stock selection and the ability to
opportunistically invest across countries, sectors, and market caps allowed us to outperform the index while
also adding meaningful value to the portfolio by investing in relatively “unloved” countries like Australia
and Singapore, which together accounted for approximately 30% of our annual returns.
As a bottom-up, concentrated, value-oriented investor, we are benchmark agnostic and invest
opportunistically based on long-term company fundamentals. As a result, our returns are driven by the
businesses we own and often look very different than the drivers of the index. In fact, one component of
the Fund’s top contributor for the year, Melco International, is not in the MSCI AC Asia Pacific Index,
while our top performer and second largest contributor, MinebeaMitsumi, represents only 0.07% of the
index.
Most investments positively contributed to our strong returns in 2017, and the majority had double-digit
performance. In 2017, the top five contributors drove 47% of fund performance. All five top contributors
were deeply undervalued and unpopular in 2016, then recovered strongly in 2017, as market concerns over
China (GLP), Macau gaming (Melco International and Melco Resorts), the iPhone cycle (MinebeaMitsumi),
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the energy sector (Speedcast), and Baidu’s search business growth concerns dissipated. Each of these
management teams created value in the market downturn that accelerated intrinsic value growth. GLP CEO
Ming Mei privatized the company at a value above our appraisal, Melco CEO Lawrence Ho acquired
Crown’s stake in Melco Resorts at a large discount to appraisal, Minebea CEO Kainuma repurchased shares
and achieved a remarkable turnaround of Mitsumi’s loss making business that they had acquired cheaply,
Speedcast CEO Beylier acquired providers of satellite communications to the energy sector cheaply, and
Baidu CEO Robin Li repurchased shares, divested their food delivery business, and concentrated their
capital and resources on their core search, artificial intelligence, and online video businesses. In the quarter,
the top five contributors drove 80% of fund performance, with the top 3 contributors –small and mid-cap
companies run by owner operators – driving almost 60% of performance.
2017 marked a year of higher than normal portfolio turnover, fueled by strong markets and high volatility
in Asia. We took advantage of this volatility by purchasing ten new businesses and selling twelve
companies in the year, as we re-allocated capital from top performers to more discounted opportunities with
a higher margin of safety and more potential upside.
Some Observations
Performance since Inception

The Fund celebrated its third anniversary in December, and the journey has been exciting. Volatility has
been our friend, and the results have exceeded our expectations. The market downturns in 2015 and 2016
allowed us to purchase world-class companies at extraordinary discounts to value. We have compounded
returns at double digit rates – meaningfully outperforming both our absolute return goal and the benchmark
‒ by investing in businesses that display sustainable competitive advantages, are run by managers who act
like owners, trade at a substantial discount to intrinsic value, and are within our circle of competence. We
seeded the strategy in 2014 because we saw a significant opportunity set that we wanted to take advantage
of ‒ Southeastern employees and related entities continue to represent the Fund’s largest investor. Just as
2

we take great comfort investing in companies where management teams have significant personal capital
at risk, Fund investors can take comfort knowing that a significant amount of our personal net worth is in
the Fund.
Over the last three years since inception, we have owned 53 companies, with all but six contributing
positively to returns. Ten investments accounted for 64% of total performance and share some key
characteristics:


All are led by owner-managers with significant equity capital at risk. For example, our largest since
inception contributor, MinebeaMitsumi, is run by 7% owner CEO Yoshihisa Kainuma. Kainuma-San
is a Harvard Law school graduate who repurchased shares when cheap and acquired Mitsumi at a
substantial discount to value, as evidenced by the company recording negative goodwill upon the
acquisition of Mitsumi. AIN Holdings, our second largest contributor, is run by founder Kiichi Otani,
who owns 9% of the company and has compounded book value per share at double-digit rates and
achieved double digit ROEs with a net cash balance sheet by cheaply consolidating the highly
fragmented Japanese drugstore industry. We strongly believe that companies that are led by owner
managers will produce superior returns on capital versus those that are led by managements who have
no equity at risk.



All have sustainable competitive advantages that have become stronger over time. Each of the top 10
contributors have dominant positions in their domestic industries ‒ Baidu is the dominant online search
business in China; JINS has the leading market share (by volume) of prescription glass sales in Japan;
Global Logistic Properties is the dominant modern warehouse operator in China; and Genting
Singapore is a duopoly casino operator in Singapore. Additionally, Iida Homes, JINS and AIN
Holdings have consolidated their respective fragmented industries, such that their competitive
advantage has increased through economies of scale.



All were severely undervalued when we initiated the position, most of them due to misplaced macro
fears and/or a narrow focus on short-term results. Our long-term time horizon allows us to look through
short-term stock price volatility to invest in high quality businesses that are temporarily trading at a
discount.



Eight out of ten top contributors were small-to-mid cap when we invested in them, and only Baidu and
Hyundai Mobis were over $12 billion market cap. When we began the Asia Pacific strategy, we
identified smaller capitalization stocks in Asia as a significant potential return opportunity. These
smaller businesses tend to be under-covered by the sell side, ignored by major indices, under-owned
by most investors, and therefore ‒ in many cases ‒ undervalued. In the past few years, investment
banks have downsized in Asia, and research coverage has dropped primarily among smaller cap stocks.
This trend is expected to continue at an increasing pace with MiFID II implementation.



Similarly, four of the top ten contributors have no representation in the MSCI Asia Pacific index, and
an additional four had less than 0.07% representation.



All of these investments were within our circle of competence, where we could underwrite the business
quality, the value, and the people, with a large margin of safety.
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Our Approach―Why has it been successful?


Value investing in a growth market is difficult, and long-term, bottom up value-oriented investors are
somewhat rare in Asia. However, our experience has proven that investing in a concentrated selection
of businesses that qualify from a strong business, good people, and deeply discounted price perspective
enable us to produce long-term returns that are superior to the index.



The only way to beat the index is to look materially different. With an active share of 96%, the portfolio
looks meaningfully different from the benchmark at any given time from a geographic, sector, and
market cap perspective. As discussed above, a number of our holdings are not even represented in the
index. Given our concentration and bottom-up, benchmark agnostic approach, we expect our returns
and the drivers of our performance to be consistently materially different from that of the index. In the
past three years, growth stocks within the MSCI AC Asia Pacific index have outperformed value by
56%, and in 2017, the outperformance of growth versus value was even stronger at 67%. In the same
three year period, the IT sector – a large component of growth stocks – has grown from 14% to 21% of
the index and drove 36% of MSCI AC Asia Pacific returns in the period. Our value investing discipline
doesn’t naturally lend itself to investing in the high growth technology or highly-leveraged financial
sectors, and we were significantly underweight both areas. Despite having limited exposure to the top
performing sectors, we meaningfully outperformed the market.



We only invest within our comfort zone and within our “circle of competence”. We agree with Seth
Klarman’s assertion in Margin of Safety that: “The hard part is discipline, patience, and judgment.
Investors need discipline to avoid the many unattractive pitches that are thrown, patience to wait for
the right pitch, and judgment to know when it is time to swing." We do not need to invest in every
opportunity that comes along, and we concentrate only in our best ideas where we have an edge in
understanding the business, the management, and what will drive future returns. We invest to maximize
total risk-adjusted returns, regardless of benchmark, sector, size, or geography. After almost three
decades of living and working in Asia, your portfolio managers – for better or worse – have developed
simple heuristics that guide us in everyday life and in making investment decisions. We recognize that
the region presents a fantastic investment opportunity. However, we often face increased foreign
exchange risk, legal and political uncertainty, lack of transparency, and simmering regional conflicts
that threaten market stability. Within this context, investing within our comfort zone and our “circle of
competence” has been critical to our success. While this means we may miss some “multi-baggers”, it
also means we can sleep easy at night, knowing that we are comfortable with the risks we are taking,
our management partners who allocate our capital, and our margin of safety.



The ability to access and engage with our global network of contacts built through over four decades
of global investing and two decades of investing in Asia is a significant competitive advantage that
cannot be easily replicated. Our network from 40+ years of global investing includes management
teams, boards, clients, and industry, regional, and legal experts has helped us increase our “circle of
competence” as we underwrite business valuations, evaluate competitive moats, and appraise company
leaders. With billions of dollars invested in Asian companies and in global companies with major Asian
businesses, we are often among the largest shareholders at businesses ‒ leading to exceptional access
to companies and people, giving us a tangible edge in this strategy.



Investing alongside good management partners with “skin in the game” has been important to our
success. Watching closely what insiders do with their own capital has often provided us with the
confidence to act with more conviction. Knowing that management is closely aligned with shareholders
and is highly incented to maximize value increases our margin of safety.
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Portfolio Update as of 31/12/17:
Q4 2017

YTD 2017
Contribution
to Portfolio
Return %

Total
Return
%

Melco*

+5.04

+103

+4.58

+129

+3.35
+2.80

+60
+45

+18

MinebeaMitsumi
Speedcast
International
Baidu
Global Logistic
Properties

+2.79

+59

-0.41
-0.40

-13
-8

Bottom Five
Adastria
Great Eagle

-0.54
-0.22

-14
-8

Baidu

-0.36

-4

Undisclosed

-0.18

-4

JINS

-0.34

-15

USHIO

-0.02

0

Contribution
to Portfolio
Return %

Total
Return
%

+1.68

+35

Vipshop

+1.66

+33

MinebeaMitsumi
Healthscope

+1.53
+0.90

+35
+24

Melco*

+0.81

Bottom Five
L’Occitane
Asaleo Care

Top Five
Speedcast
International

Top Five

Undisclosed
-0.12
-4
*Melco includes contributions from Melco Resorts and Entertainment Ltd. and Melco International Development Ltd.

Top Contributors
Speedcast International (+35%), a global satellite-based communication network service provider, was
the largest contributor in the quarter and a top contributor in the year. We initiated the investment in the
second quarter of 2017, when its price was significantly below our estimate of intrinsic value. Mr. Market
disliked the acquisition of Harris Caprock in late 2016 and gave little credit for potential synergies. As longterm investors, we appreciated the transformative value of this acquisition from a forced seller. This was
an opportunistic, yet contrarian purchase within the energy sector by Speedcast’s owner-operator
management. The company paid less than 6x trough EBITDA (post synergies), in an industry where
businesses typically transact at over 10x EBITDA. We increased our investment in Speedcast after the
company announced the Ultisat acquisition in July. Stock price was again impacted by concerns about
increased leverage, which we believed was manageable given that over 90% of revenues are recurring and
capex intensity is low in this business. Speedcast again paid less than 6x EBITDA post synergies for a
business that reported over 75% year-over-year (YOY) growth in revenues in 1H FY17. Speedcast’s market
value has undergone a sharp re-rating in recent months, as the energy market reached an inflection point
and maritime related revenues continue to post strong growth. Additionally, the company reconfirmed
FY2017 guidance and upgraded its cost synergy target from the Harris Caprock acquisition.
MinebeaMitsumi (+35%), the Japanese manufacturer of high precision equipment and components, was a
top contributor during the quarter and for the year. MinebeaMitsumi reported another strong quarterly result
and revised upwards its full year results estimate for the second time this year. While operating profit
expectations for the current financial year are 30% higher than initially forecasted, we believe that
management has made conservative assumptions for exchange rates and both iPhone and Nintendo sales.
Next year, the cash cow segment, precision ball bearings, is expected to remain strong with further benefits
from efficiency gains and margin expansion. The LED backlight segment has an improved outlook and
should have a longer life-cycle given the evolution in the iPhone. While the share price has risen with
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strong underlying results, we feel there is still additional upside. Given its meaningful intrinsic value
growth and positive outlook for almost all segments of its business, we added to our position.
Vipshop (+33%), a leading online discount retailer for brands in China, was a top contributor for the quarter,
after being a top detractor over the past two quarters. Third quarter topline growth of over 27% beat market
expectations, and average revenue per active customer increased 11% YOY. Operating income margin,
however, remained low as a result of accelerated spending on the logistics delivery team and a seasonally
weak quarter. Vipshop’s internet finance unit completed its second offering of asset-backed securities and
is actively under discussion to spin-off the internet finance business. In December, Tencent and JD.com
announced a joint cash investment in Vipshop of US$863 million at $13.08 per share. Upon closing of the
transaction, Tencent and JD.com will own 12.5% of Vipshop and have signaled their intention to further
increase the stake to 20% over the two year lock up period by acquiring more shares from the secondary
market. The Tencent & JD.com investment at a 55% premium to the previous closing price triggered the
share price recovery. We welcome the transaction because, not only does it validate our appraisal of the
business quality and moat of Vipshop, it will bring significant additional internet traffic to Vipshop, from
Tencent and JD.com, which we believe will accelerate its growth.
Healthscope (+24%), the second largest private hospital operator in Australia, was a top contributor in the
quarter. We presented our investment case in our Q3 2017 letter. At the company’s investor day in
November, Healthscope’s management reconfirmed FY18 guidance and indicated the key construction in
progress project “Northern Beaches Hospital” in Sydney remains on schedule and on budget. Furthermore,
the Australian Ministry of Health published its recommendations on Private Health Insurance reform, which
are generally beneficial for the private hospital industry. In particular, plans to discount hospital insurance
premiums for young people and changes to mental health coverage should benefit Healthscope. The share
price has recovered from recent lows, but still offers an attractive margin of safety in an industry benefiting
from the demographic tailwind of a rapidly aging population and associated higher medical expenses.
Macau casino operator Melco Resorts and holding company Melco International (+18% combined) were
top contributors for the year and for the quarter, as industry gross gaming revenues (GGR) accelerated in
the second half of 2017. Industry GGR growth of 19.1% in 2017 was substantially higher than the mid-tohigh single digit full year GGR growth expectation at the beginning of the year. Former concerns over
potential over-supply from significant capacity additions in Macau have turned into confidence that
additional hotel and gaming supply will be well absorbed by the market. Melco Resorts is on schedule to
open phase 3 (Morpheus) of City of Dreams (COD) in the first half of 2018, which will almost double the
number of five star hotel rooms at COD. Upon the completion of Morpheus, we would expect free cash
flow and distributions to shareholders to increase significantly with growth in industry GGR and the
completion of significant growth capex. In addition, the opening of the Hong Kong-Zhuhai-Macau Bridge
in 2018 could significantly boost visitation to Macau casinos.
Top Detractors
L’Occitane (-13%), the Hong Kong listed retailer of French organic cosmetics, was one of the top
detractors for the quarter. L’Occitane reported soft first half results with marginally negative same store
sales growth. While China and Brazil grew revenues at double-digit rates, this was more than offset by a
slowdown in the US and Western Europe and foreign exchange headwinds. The recent euro strength
relative to the US dollar and Japanese yen is a margin headwind, as L’Occitane is a euro based manufacturer.
Additionally, the continued investment in marketing and emerging brands is negatively impacting operating
margins and will continue to do so for the near-term. We believe these investments are necessary to drive
a step change in the company’s overall growth trajectory. The owner operator management executed
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opportunistic share buybacks as the stock price reached very attractive levels. We too opportunistically
added to our position at a deep discount.
Asaleo (-8%): During the quarter, we exited our investment in Asaleo, the leading manufacturer of sanitary
napkins and diapers in Australia and New Zealand. Despite strong brands and high market share, Asaleo
downgraded its 2017 guidance due to aggressive price-led competitive behavior by key market participants.
Asaleo management is responding to this by switching from “Everyday Pricing” to a “High-Low” pricing
strategy, which gives the company flexibility to price competitively. In addition, pulp prices (an important
raw material for Asaleo’s products) have increased substantially in recent months as a result of Chinese
import restrictions on recovered paper. Furthermore, electricity prices in Australia are expected to increase,
adding to meaningful cost headwinds for Asaleo in coming quarters. While we appreciate the cash
generative nature of this business and recognize that these cost headwinds could be temporary, we decided
to exit this investment and allocate to more attractive opportunities discussed within this letter.
JINS (-15%), the Japanese optical retailer with a scale advantage, was a detractor in the quarter. The latest
quarterly result fell below market expectation, and net store additions for the year was also below our
forecast. The Japanese operation is performing well, despite reduced advertisement spending, but JINS
faced some challenges overseas. Competition from new entrants has slowed China store expansions, and
losses in the US widened in the year. Management took actions to address the issues and remains confident
in the company’s ability to deliver overall profits overseas. We are following the company closely and
trimmed our investment in JINS ahead of the share price correction during the quarter.
Baidu (-4%), the dominant online search business in China, was a detractor in the quarter, but a positive
contributor for the year. The third quarter results were in-line with company guidance and demonstrated
further concrete evidence that the search business is recovering. The core online marketing services revenue
growth bounced back to approximately 22% YOY, with the number of active customers growing steadily
in the past few quarters. The newsfeed business, which started about a year ago, now produces
approximately US$1bn in annualized revenue. Total consolidated operating profits grew 69% YOY, as a
result of margin expansion from cutting online-to-offline (O2O) subsidies and disposing of the loss-making
food delivery business. However, the share price retreated due to disappointment with the company’s
overall fourth quarter sales forecast. We took advantage of this short-term share price volatility and added
to our position. The price recovered after management explained to the market that adjusted revenue on a
like-for-like basis is still expected to grow 25% to 35%.

Portfolio Changes
Everything we do is guided by how we would invest our own money. With a significant portion of our net
worth invested alongside client capital, we are laser focused on maximizing risk-adjusted returns for our
families and clients. This alignment of interest ensures we treat your investment as if it were our own.
In a recently published Q&A in Kellogg Insight, Lou Simpson said, "One thing a lot of investors do is they
cut their flowers and water their weeds. They sell their winners and keep their losers, hoping the losers will
come back even. Generally, it’s more effective to cut your weeds and water your flowers. Sell the things
that didn't work out, and let the things that are working out run." We have not hesitated to cut our losses if
our conviction fades or to add to investments where our conviction remains strong if share price had
declined. However, it is psychologically difficult as value investors to add to the winners, whose discount
to appraisal has shrunk, and to cut our weeds, as the discount to our appraisal has only increased, making it
even more attractive on a price-to-value metric. We are getting better at this. This year, we watered some
“flowers” (including Healthscope, New World Development, and MinebeaMitsumi), and they have
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blossomed. MinebeaMitsumi was a top contributor to returns since we initiated the position in 2016.
Although price appreciated, we increased our investment in late 2017, after seeing better than expected
earnings growth, more upside from extremely accretive acquisitions, share repurchases and intrinsic value
growth. In 2017, MinebeaMitsumi returned 129% and 35% in the fourth quarter. One of the truly difficult
skills as a value investor is to determine when a business whose stock price has behaved like a weed is an
under-appreciated flower. We’ve watered a number of these “hidden” flowers in 2017, as we believe the
market overly discounted them, yet our view of intrinsic value remained steady or grew. For example, we
added to our investments in L’Occitane (discussed earlier) and in Hyundai Mobis, which was severely
discounted due to geopolitical tensions between China and Korea. We also added to Vipshop, which was a
detractor in 2016 and in the last few quarters.
We made ten new investments and sold twelve in 2017. We made four new investments in Australia, two
in Japan, two in Europe with clear Asian growth drivers, one in Taiwan and one in China. In the fourth
quarter, we bought three new businesses and exited four. We sold Asaleo and Adastria because we
underestimated the intense competitive nature of the segments in which each company operates: the
personal hygiene industry in Australia in the case of Asaleo, and the Japanese retail fashion industry for
Adastria. We also exited our investment in Coca Cola Bottlers Japan as the market price reached our
appraisal and K. Wah International, as our view of their capital allocation turned more negative, given their
continued purchase of high priced land bank in Hong Kong. We redeployed the capital into three new
businesses, which remain undisclosed as we build out our position in each.

Portfolio Outlook
Sticking to our investment discipline has allowed us to successfully navigate one of the most volatile
periods in the Asian capital markets since the Global Financial Crisis in 2009, while demonstrating that
active, value investing can be successful in Asia, despite the strong market preference for growth over value
and persistent rise of the IT sector in the region.
Looking back on the strong performance of 2017, one might question the future relative opportunity set
within the portfolio from here. As a result of our opportunistically exiting fully valued businesses
throughout the year and redeploying capital into new, high-quality, discounted companies the portfolio
remains attractively discounted, ending the year with a price-to-value ratio in the mid-70s%. The volatility
and dispersion inherent in Asian capital markets have allowed us to find an adequate number of new
investment opportunities and build a relatively large pipeline of potential “on deck” investment ideas, even
in a bull market.
We do not expect the pipeline of potential investments to disappear as a result of the strong performance in
the last 12 months. However, you can expect turnover of the fund to remain elevated, as we redeploy capital
from winners to new opportunities. As always, our investments are driven by bottom up opportunity,
resulting in a portfolio that is highly differentiated from the index with significantly different potential
return drivers.
See following page for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf Partners UCITS Funds. No shares of the
Longleaf Partners Asia Pacific UCITS Fund (“Fund”) may be offered or sold in jurisdictions where such offer or sale is prohibited.
Any performance is for illustrative purposes only. Current data may differ from data quoted. Investment in the Fund may not be
suitable for all investors. Potential eligible investors in the Fund should read the prospectus and the Key Investor Information
Document (KIID) carefully, considering the investment objectives, risks, charges, and expenses of the product, before making any
investment decision. The value of investments, and the income from them, may fall or rise and investors may get back less than
they invested. Past performance is no guarantee of future performance. Investment in the Fund may not be suitable for all investors.
This document does not constitute investment advice – investors should ensure they understand the legal, regulatory and tax
consequences of an investment in the Fund.
Any subscription may only be made on the terms of the Prospectus and subject to completion of a subscription agreement.
P/V (“price to value”) is a calculation that compares the prices of the stocks in a portfolio to Southeastern’s appraisal of their
intrinsic values. The ratio represents a single data point about a Fund and should not be construed as something more. P/V does not
guarantee future results, and we caution investors not to give this calculation undue weight.
“Margin of Safety” is a reference to the difference between a stock’s market price and Southeastern’s calculated appraisal value.
It is not a guarantee of investment performance or returns.
Important information for investors in the United Kingdom:
In the United Kingdom, this document is being distributed only to and is directed at (a) persons who have professional
experience in matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2001 (as amended) (the “Order”) or (b) high net worth entities and other persons to whom it may be
otherwise lawfully be communicated, falling within Article 49(2) of the Order (all such persons being referred to as “relevant
persons”). This document must not be acted on or relied on by persons who are not relevant persons. Any investment activity to
which this document relates is available only to relevant persons and will be engaged in only with relevant persons. Any person
who is not a relevant person should not act or rely on this document or any of its contents.
Important information for Swiss investors:
This document is for informational purposes only and is not an offering of the Longleaf UCITS Funds. The jurisdiction of
origin for the Longleaf Partners UCITS Funds is Ireland. The representative for Switzerland is ACOLIN Fund
Services, Ltd., Stadelhoferstrasse 18, 8001 Zurich. The paying agent for Switzerland is NPB Neue Private Bank Ltd.,
Limmatquai 1, 8022 Zurich. The Prospectus, the KIID, the Trust Deed, as well as the annual and semi-annual reports may be
obtained free of charge from the representative in Switzerland. The current document is intended for informational purposes
only and shall not be used as an offer to buy and/or sell shares. The performance shown does not take account of any
commissions and costs charged when subscribing to and redeeming shares. Past performance may not be a reliable guide to
future performance.
Important information for Hong Kong investors:
The contents of this Confidential Memorandum have not been reviewed nor endorsed by any regulatory authority in Hong Kong.
Hong Kong residents are advised to exercise caution in relation to this offer. An investment in the Fund (“Fund”) may not
be suitable for everyone and involves risks. Offering documents should be read for further details including the risk factors. If you
are in any doubt about the contents of this Confidential Memorandum, you should consult your stockbroker, bank manager,
solicitor, accountant or other financial adviser for independent professional advice. The Fund is not authorized by the Securities
and Futures Commission (“SFC”) in Hong Kong pursuant to Section 104 of the Securities and Futures Ordinance (Cap 571,
Laws of Hong Kong) (“SFO”). This Confidential Memorandum
has not been approved by the SFC in Hong Kong, nor has a copy of it been registered with the Registrar of Companies in
Hong Kong and, must not, therefore, be issued, or possessed for the purpose of issue, to persons in Hong Kong other than (1)
professional investors within the meaning of the SFO (including professional investors as defined by the Securities and Futures
(Professional
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Investors) Rules); or (2) in circumstances which do not constitute an offer to the public for the purposes of the Companies Ordinance
(Cap 32, Laws of Hong Kong) or the SFO. Past performance is not indicative of future performance. This Confidential
Memorandum is distributed on a confidential basis and may not be reproduced in any form or transmitted to any person other than
the person to whom it is addressed. No shares in the Fund will be issued to any person other than the person to whom this
Confidential Memorandum has been addressed and no person other than such addressee may treat the same as constituting an
invitation for him to invest.
Important information for Japanese investors:
This Material is provided for information purposes only. This does not, and is not intended to constitute an invitation, solicitation,
marketing, or an offer of Southeastern Asset Management, Inc.’s (“Southeastern”) products and services in Japan, whether to
wholesale or retail investors, and accordingly should not be construed as such. By receiving this material, the person or entity to
whom it has been provided understands, acknowledges and agrees that: (i) this material has not been registered, considered,
authorized or approved by regulators in Japan; (ii) Southeastern Asset Management, Inc. nor persons representing Southeastern
Asset Management, Inc. are not authorized or licensed by Japan authorities to market or sell Southeastern’s products and services
in Japan; and (iii) this material may not be provided to any person other than the original recipient and is not for general circulation
in Japan.
Important information for Australian investors:
Southeastern Asset Management, Inc. (“Southeastern”) and Southeastern Asset Management, Inc. Australia Branch, ARBN
155383850, a US company (“Southeastern Australia Branch”), have authorized the issue of this material for use solely by wholesale
clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of any of its related bodies corporate. By accepting this
material, a wholesale client agrees not to reproduce or distribute any part of the material, nor make it available to any retail client,
without Southeastern’s prior written consent. Southeastern and Southeastern Australia Branch are exempt from the requirement to
hold an Australian financial services license (AFSL) under the Corporations Act 2001 (Cth) in respect of financial services, in
reliance on ASIC Class Order 03/1100, a copy of which may be obtained at the web site of the Australian Securities and Investments
Commission, http://www.asic.gov.au. The class order exempts bodies regulated by the US Securities and Exchange Commission
(SEC) from the requirement to hold an AFSL where they provide financial services to wholesale clients in Australia on certain
conditions. Financial services provided by Southeastern are regulated by the SEC, which are different from the laws applying in
Australia.
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October 2017
For Professional Investors Only

Asia Pacific UCITS Fund Management Discussion
The Fund gained 5.18% in the quarter ending September 2017, in line with the MSCI AC Asia Pacific Index’s total
return. For the first 9 months of 2017, the Asia Pacific UCITS Fund achieved net returns of 28.2%, outperforming
the index by over 6%. Our trailing one-year, two-year and annualized returns since inception have exceeded our
absolute return objective, while also meaningfully outperforming the benchmark.
Portfolio Returns at 30/09/17 – Net of Fees
3Q 17

YTD

1 Year

2 Years
Annualized

APAC UCITS (Class I USD)
MSCI AC Asia Pacific Index
Relative Returns

5.18%
5.17%
+0.01%

28.20%
21.75%
+6.45%

23.84%
18.07%
+5.77%

26.62%
16.86%
+9.76%

Selected Indices
Hang Seng Index*
TOPIX Index (JPY)*
TOPIX Index (USD)*
MSCI Emerging Markets

8.62%
4.62%
4.36%
7.89%

29.80%
12.32%
16.33%
27.78%

22.95%
29.12%
16.29%
22.46%

Since
Inception
2/12/14
Annualized
12.12%
7.75%
+4.37%

*Source: Bloomberg

Strong YTD performance across all Asian markets continued through the third quarter, driven by sustained strong
performance of the Information Technology sector. The MSCI AC Asia Pacific Infotech Index is up +46% YTD,
with Tencent, Alibaba, Samsung, and TSMC accounting for over half of the returns.
Hong Kong’s Hang Seng Index (HSI) returned +8.6% in the quarter and +29.8% YTD, boosted by strong
performance by businesses within the Hang Seng Commercial and Industrial Index (HSC). Chinese technology
giant Tencent accounts for a hefty 29% of the HSC Index and 10% of the HSI. We have delivered strong absolute
and relative returns YTD despite no exposure to the four top performance drivers in the Asian Information
Technology space.
The market environment in Asia is a disciplined stock picker’s paradise. This is especially the case for portfolio
managers like us, who manage a concentrated portfolio of 20-25 companies and only require a few new qualifying
investments per year, as we recycle capital from winners to new opportunities. Our edge does not lie in investing
in broadly discounted markets, but in finding the best bottom up, stock specific, often misunderstood, opportunities.
We are still finding these across the region. Despite strong performance in the MSCI AC Asia Pacific index last
quarter, 116 companies’ market prices fell by more than 10% and 19 companies’ prices fell more than 20%,
providing us with plenty of companies to evaluate for potential investment. We spend considerable time and effort
to understand what the market is missing and whether companies affected by negative market sentiment have
sustainable competitive moats, are led by capable capital allocators, and can compound value over the long-term.
After a period of strong index returns and even stronger Fund returns, one might ask if it is time to take money off
the table and/or buy some downside protection. Despite the strong upward march across the region, value
investment opportunities remain attractive, as index returns - and therefore investor focus – has been dominated by
only a handful of companies and sectors. The relatively wide dispersion of returns and valuations across different
markets, sectors, and market capitalizations in Asia continues to generate an attractive opportunity set for us.
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The top five contributors to the Fund’s performance accounted for more than half of our returns YTD. Our
companies with large exposure to China ─ Melco, Baidu, Global Logistic Properties (GLP), and Yum China ─ that
were deeply unpopular last year, were top contributors this year due to improved operating results. In the case of
GLP, the company was acquired at a premium to our appraisal. Fears over Apple switching completely from LCD
backlight to OLED backlight technology for their iPhone models that would have resulted in MinebeaMitsumi
losing most of their LCD backlight revenue – which represents less than 2% of our appraisal – proved to be
unfounded. LCD backlights continued to be used for the iPhone 7 last year and for both iPhone 8 models launched
last month. Additionally, only the more expensive iPhone X model shipping next month adopted OLED backlight
technology.
Our performance in the third quarter was driven by our companies in Hong Kong, Australia, and China. A
turnaround in Baidu’s performance (explained in more detail below) was a major contributor to returns. Continued
strength in the Hong Kong real estate and Macau gaming sectors, and Australian companies contributed to returns
in the quarter. Currency weakening detracted from returns in 2016, but the strengthening Japanese yen, Australian
dollar, and Euro has provided a tailwind for the index and has added 0.6% in the quarter and 3.7% YTD to the
Fund’s returns.
In the past year, we have made five new investments in Australia, with four investments in the last two quarters.
While the Australian market, as a whole, may not necessarily look attractive at first glance, we have found
interesting stock specific opportunities across the region, especially in the small cap space. Although each
investment is based on bottom-up fundamentals of the individual business, the Australian small cap market
generally provides a better relative opportunity as it has significantly underperformed the large cap space, creating
mispriced opportunities. Australian markets have displayed a wide dispersion of returns among sectors, with the
telecommunications space standing out as the weakest performing sector to date.
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The Australian telecom sector was hurt by news of a fourth entrant in the mobile operator space and the rollout of
the National Broadband Network by the government, which changes the competitive landscape of the fixed
broadband industry. Within this sector, we own Speedcast International, the global provider of satellite based
communication services. We initiated the investment in the second quarter, when price declined after two recent
acquisitions - Harris CapRock in late 2016 and Ultisat this year. We believe Speedcast acquired both Harris
CapRock and Ultisat at very attractive terms, at below 6x depressed EBITDA post synergies. Speedcast recently
upgraded their cost synergy forecast for Harris CapRock for 2018 from $24 million to $30 million, and the UltiSat
acquisition appears to be doing well, with revenue up 75% YOY in the first half of 2017.
During the third quarter, we found additional opportunity in Australia, as broadly weak June fiscal year-end results
created significant volatility. When market expectations adjust, domestic Australian investors tend to severely
punish smaller cap individual stocks.
We continue to reinvest capital away from investments approaching our intrinsic values to fund businesses that
offer a larger price margin of safety, business value growth, and a better risk/reward trade-off. Thus, the portfolio
price-to-value remains in the low 70s% range, and our cash levels are in the single digits, despite our strong YTD
performance.
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Portfolio Update as of 30/09/17:
Q3 2017
Top Five Contributors
Baidu

Contribution
to Portfolio
Return %
+2.22

New World Development

+0.61

Asaleo Care
G8 Education

+0.55
+0.48

Global Logistic Properties

+0.47

Bottom Five Detractors
Vipshop
Adastria

YTD 2017
Total
Return%
+39
+13

Top Five Contributors
Melco*
Baidu

Contribution
to Portfolio
Return %
+4.06
+3.52

Total
Return%
+72
+51

+10

Global Logistic Properties

+2.95

+59

+19
+16

MinebeaMitsumi
Yum China

+2.44
+2.31

+69
+52

Bottom Five Detractors

Hyundai Mobis

-0.19

-17
-19
-4

L’Occitane International

-0.13

-5

-1.15
-0.68

Vipshop
Adastria
Ardent Leisure

-1.72
-0.48
-0.23

-18
-12
-7

Great Eagle

-0.21

-9

-2
Pandora
-0.19
-4
MinebeaMitsumi
-0.09
*Melco includes contributions from Melco Resorts and Entertainment Limited and Melco International Development Limited.

Top Contributors
Baidu (+39%), the dominant online search business in China, was the top contributor in the quarter. Baidu reported
strong second quarter results, and its core online marketing services revenue growth turned positive (+5.6%) after
three consecutive quarters of decline. Last year, the search business was negatively impacted by stricter regulations
that required more careful vetting of online advertisers, and limitations were mandated on the amount of paid search
results that can appear on a web page. Baidu’s operating profits in the second quarter grew 46.9% year-over-year
with operating margins expanding to above 20%, a two year high, as Baidu reduced subsidies for its online-tooffline business. Management’s approximately 30% like-for-like revenue growth guidance for Q3 indicates their
confidence in Baidu’s core business recovery. News of a potential IPO of iQiyi, Baidu’s video content business
with over 30 million paying subscribers, at valuations above our appraisal are positive and will help reduce the
significant investment that Baidu is making in content going forward. In August, Baidu completed the disposal of
its margin dilutive food delivery business, following its plan to refocus on its core search business and artificial
intelligence initiatives. Much of these improvements reflect the good work by Dr. Qi Lu, Vice Chairman and Group
President of Baidu, since he joined the company in January 2017.
New World Development (NWD) (+13%), the Hong Kong based real estate developer, was a strong performer in
the quarter and YTD, as the market has begun to recognize the significant value of its non-earning asset, Victoria
Dockside, a three million square foot, mixed use office-retail-hotel-serviced apartment complex located in Kowloon,
facing the Hong Kong Harbor. The office tower is complete and 60% leased out with the anchor tenants moving
into the building next quarter and the Rosewood hotel soft opening by mid-2018. We believe that Victoria Dockside
is worth at least one-third of the market cap of NWD and will roughly double the company’s rental income from
Hong Kong, once the development is fully ramped up. The reluctance to pay for non-earning assets, even when
coming on line in the near term, is a common theme that has created opportunity for us in the region.
In Hong Kong, there has been an acceleration of farmland conversion into residential usage under the new
administration of Hong Kong Chief Executive Carrie Lam. Land supply shortage continues to be an issue for Hong
Kong, and typical means of land acquisition are getting more expensive. NWD will benefit from accelerated
farmland conversion as they have 17 million square feet of agricultural land, which can be converted into
approximately 52 million square feet of gross floor area (GFA), using a 3x plot ratio. NWD’s latest farmland
conversion in August was converted into residential use at a 5x plot ratio at a cost, which should comfortably
provide NWD with 20%+ gross margins. An incremental 52 million square feet of potential residential GFA from
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agricultural land conversion compared to NWD’s current Hong Kong land bank of 7 million square feet will add
meaningful value to NWD. In China, a new management team has disposed of non-core assets, focusing their land
bank efforts into five regions and 14 cities, and accelerating sales. As a result, the land bank shrunk from
approximately 10 years inventory to 5 years’ worth of inventory.
G8 Education (+19%), the largest pre-school child-care operator in Australia, was another strong performer.
During the quarter, G8 used its recent equity placement proceeds to redeem its existing high interest bonds early
and contracted to acquire 19 childcare centers at 3.75x EBIT. When G8 announced its first half results in August,
it revised down its future price increase projections. Industry supply is currently growing faster than demand, and
G8’s occupancy declined year-over-year. Although management sees early signs of stabilization, we became
concerned over the industry supply outlook and exited the position, as the share price rallied and approached our
appraisal.
Asaleo Care (+10%), the Australian personal care and hygiene products company, was also a top contributor this
quarter. The company announced first half results that met market expectations and confirmed 2017 annual
guidance, despite facing higher electricity and pulp prices. Amidst a highly competitive and promotions-driven
Australian retail market, the management team is advancing the business well by launching innovative new products
and cutting costs. Asaleo has a hidden gem of a business in Tork, a B2B professional sales business that represents
over 35% of total sales and close to 50% of earnings. Tork is growing at high single digit rates, and these sales
come with multi-year contracts and higher than average corporate margins. On the capital allocation front, CEO
Peter Diplaris has been disciplined in paying out the vast majority of free cash flow in share buybacks and dividends,
while maintaining a strong balance sheet.
Global Logistic Properties (GLP), (+16%), the Singapore headquartered warehouse operator, was among top
performers in the quarter and the year. We exited our GLP investment this quarter, as the market price exceeded
our value. GLP began 2017 at a nearly 10% weighting in the portfolio. In July, a bidding consortium, including
CEO Ming Mei, made an offer to privatize GLP at 3.38 SGD per share. This price represented a 30% premium to
its last disclosed NAV, an over 80% premium to the 12-month volume weighted average price per share prior to
strategic review announcement, and a 20% premium to our appraisal of the business. This successful investment
highlights the benefit of sticking to our long-term orientation and having the conviction to increase our exposure in
the face of the market acting against us, when our estimate of intrinsic value continues to grow. Additionally, GLP
reminds us of the importance of partnering with like-minded managers (CEO Ming Mei and Chairman Dr. Seek)
and shareholders who stand ready to go on offence and close the discount to NAV.
Top Detractors
Vipshop (-17%), a leading online discount retailer for brands in China and one of the top contributors in Q1, was
the largest detractor in Q2 and a top detractor in Q3. Vipshop delivered 30.3% year-over-year topline growth in
the second quarter, in line with its own prior guidance. The number of active customers increased by 22% and total
orders increased by 23% year-over-year in the second quarter. Its average revenue per active customer increased
by 6.7% year-over-year, after five consecutive quarters of decline. Operating profit margin, however, was lower
than usual, as Vipshop reinvested some profits amid intensified price competition among bigger all-category online
platforms in China. Approximately 25% of Vipshop products are standardized, such as electronics, baby nutrition
and cosmetics products, which have limited stock keeping units (SKUs) and are easy for any retailer to sell.
Standardized products are regularly subject to price competition. The remaining 75% of products on Vipshop are
mostly apparel, shoes and handbags, and the color, size and design of those products significantly increase retailing
complexity. Vipshop excels at non-standardized products and has significant merchandising advantages over its
Chinese peers. Based on our recent checks, Vipshop remains an important channel for apparel and cosmetics
merchants. While the company expects the current competitive landscape to last for a few more quarters, we believe
those concerns have been more than reflected in the share price. As Vipshop continues to grow in scale in the nonstandardized products, we expect its pricing power and competitive advantage to be further strengthened.
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Adastria (-19%), the Japanese apparel retailing company, was a top detractor for the quarter, reflecting negative
same store sales performance and deteriorating earnings. Adastria faced a challenging operating environment, where
demand in Japan is shrinking while competition is growing. The domestic business had weak summer sales, and
new products acceptance among customers were poor, leading to higher price discounts with increased cost ratio to
clear inventory. Overseas business in China and Hong Kong was worse than management’s initial expectation. At
12x depressed earnings, for a company earning double-digit return on equity, we believe that the current difficult
business conditions are more than fully reflected in the stock price.
Hyundai Mobis (-4%), auto parts maker and after-market parts provider for Hyundai Motor and Kia Motors, was
another detractor in the quarter. The near-term sentiment in China towards South Korea’s THAAD anti-missile
defense system deployment issues hurt Korean companies’ business in China, including Hyundai Mobis’s largest
customers, Hyundai and Kia Motor. Hyundai Mobis’s revenue declined 16%, and operating profit declined 37%
year-over-year in the second quarter. The share price was further affected by news of Hyundai Motors China Joint
Venture potentially switching parts suppliers away from Hyundai Mobis to local Chinese suppliers. At the end of
September, the companies reached an agreement to maintain the current supply arrangement and agreed not to place
further pressure on pricing. Hyundai Mobis remains attractive because, in addition to its low valuation, the company
has a very resilient and high margin after-market parts business. In the second quarter, the after-market business’s
operating profits grew 15% year-over-year, and its operating profit margin expanded further to 25% from 21.6% a
year ago.
L’Occitane (-5%), Hong Kong listed retailer of French organic beauty products, reported negative 0.6% same store
sales (SSS) growth for the second quarter. Negative SSS growth in France, UK, and the US offset solid same store
sales growth in China and Japan. We are encouraged by the improving momentum seen in China, Hong Kong, and
Japan. China in particular is showing strong performance with sales up 27% in the quarter and same store sales up
15%, driven by a successful marketing campaign and 250% growth on Alibaba’s Tmall platform. Online sales now
represent 13% of total retail sales for L’Occitane, and these online revenues come with higher margins than in store
sales. To the negative, L’Occitane is a Euro based manufacturer, and the recent euro strength relative to the US
dollar and Japanese yen could potentially have an impact on near term margins.
MinebeaMitsumi (-2%), a Japanese manufacturer of high precision equipment and components, was a minor
detractor during the quarter. Its underlying operations, however, remain solid. The ball bearings segment is on
track to grow earnings with capacity expansion being driven by productivity improvements. Its LED backlight
business, which supplies to Apple, performed better than initially forecast. The newly acquired Mitsumi business
delivered another quarter of profitable operations. Our appraisal of MinebeaMitsumi increased greatly, as their
acquisition of Mitsumi, which was loss making one year ago, delivered very strong results a few months after the
acquisition. Mitsumi supplies components for Nintendo’s hugely popular Switch game console, as well as camera
actuators for the iPhone, and is positioned to deliver strong operating profit growth this year. CEO Yoshihisa
Kainuma is confident of the company’s long-term prospects and recently initiated a company share buyback at
approximately1800 yen per share.
Portfolio Changes
During the quarter, we exited six businesses and bought three new investments, demonstrating higher activity than
we would expect over time. We sold Catcher Technologies, Global Logistic Properties, Yum China, G8 Education,
Japan Aviation, and Dali Foods as prices reached or exceeded our value. In some cases, we held names for much
shorter than we had initially expected, given rapid price recovery at Catcher Technologies and Yum China, which
we held for less than one year from purchase to sale. Catcher Technologies appreciated rapidly, returning 46% as
concerns about lack of metal casing for iPhones 8 and X evaporated. More information about the iPhone launch in
September leaked from the supply chain, and it became apparent that Catcher would benefit from supplying metal
casing for some of the iPhone models launched last month.
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We added to existing holdings MinebeaMitsumi, Asaleo, CK Hutchison, New World Development, Softbank, and
Speedcast, as market price discounts to our appraisals grew.
We also initiated three new investments in the quarter, Toyota Motors, Healthscope, and Great Eagle Holdings. We
bought Australian hospital operator Healthscope in the wake of multiple profit downgrades and forecast revisions
lower than market expectations in the last 12 months. Healthscope is the second largest private hospital operator in
Australia. It also runs pathology operations in New Zealand, Singapore, and Malaysia. Private health insurance
participation in Australia has dipped in recent quarters, and customers are downgrading their insurance coverage
through higher deductibles and more exclusions, driven by affordability issues. This could potentially drive patient
traffic from private hospitals to public hospitals. Hospital cost inflation (nursing wage growth) has outweighed price
increases, hurting margins. In addition, certain markets - especially Victoria where Healthscope has high exposure
- have seen an uptick in supply, impacting occupancy of existing hospitals. We like the long-term fundamentals of
this industry driven by an aging population, longer life expectancy, higher occurrence of chronic diseases, and
advancements in medical technology leading to better diagnosis and treatment. Even as insurance participation has
decreased, hospital treatment episodes continue to grow because patients aged 60 and higher (where insurance
participation is increasing) account for close to two thirds of hospital usage. Healthscope benefits from economies
of scale given its nationwide network of 45 hospitals and has a sizable ongoing expansion program. The company
has spent close to 25% of its market capitalization in these non-earning assets so far, which should start producing
cash flows in the next 12 to 18 months. In addition, –it owns two thirds of the hospitals, providing us with tangible
value, which could potentially be monetized at much lower cap rates than where Healthscope is currently trading.
Gordon Ballantyne has just joined as CEO this year and has launched a strategic review of the company’s portfolio
of assets.
We re-initiated an investment in Great Eagle, after having sold it earlier this year. We invested in Great Eagle at
a higher price than we exited earlier this year for two reasons. First, our total exposure to Asian real estate became
heavily overweight early in the year, with GLP alone being an almost 10% position, so we lowered our exposure to
the asset class by selling top performing Great Eagle. Despite being one of our best performing real estate
investments in the twelve months prior to our exit, it remained cheap relative to our appraisal of the business. After
fully exiting our investment in GLP in the third quarter, we were less concerned with our total Asian real estate
exposure. Second, we believe it is increasingly likely that Great Eagle’s large discount to our appraisal will shrink.
Infighting among the controlling Lo family is spilling into public view, raising questions over the future control
over the company. CEO Dr. Lo has a 26% direct stake in Great Eagle, which he has increased by reinvesting his
dividends into shares and by the company repurchasing shares. The Lo family’s discretionary trust holds 33%, of
which the children (including CEO Dr. Lo) of the Matriarch Lo To Lee Kwan are the beneficiaries. Madam Lo is
suing the trustee to take over control over the trust, as she also wants the trustee to reinvest dividends into purchasing
Great Eagle, which the trustee has refused to do, citing diversification reasons. We think minority shareholders will
benefit when there is competition for the company’s shares. In the past quarter, Great Eagle has declared a special
dividend and has announced the possible disposal of Langham Place Office tower. At the same time, Dr. Lo has
personally been acquiring shares.
We also initiated an investment in Toyota Motors during the quarter. The reasons for the de-rating of the
automotive original equipment manufacturer (OEM) industry are well known. The market is concerned about
potential disruptions to the industry by trends in ride sharing, autonomous driving, and electric vehicles. New
entrants like Tesla and Dyson, as well as technology firms like Google and Apple, are threatening to move into the
automotive market, leaving behind “old technology companies” like Toyota. There are fears that ride sharing and
autonomous driving will drastically reduce the number of personally owned vehicles in the future. On top of
technological disruption and new entrants, the market is worried about auto sales having reached its peak in the US
last year. However, Toyota’s exposure to the US market is much smaller than people assume. Some analysts
estimate that the US only accounts for 25% of Toyota’s earnings, while emerging markets will be approximately
half of earnings this fiscal year ended March 2018. The strengthening of the Japanese yen has also meant that
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Toyota is forecasting a decline in profits, as overseas profits are translated into less yen and depressing their earnings
outlook. We believe that all these fears are more than priced in, and Toyota’s strengths and balance sheet are
overlooked.
Toyota appears to trade at 10.8x forward earnings, at a premium to peers. However, Toyota trades at 5.4x earnings,
excluding cash in the automotive business, which accounts for half the market capitalization and at 4.4x free cash
flow, excluding the financial services business, which generates double digit operating profit margins. This is very
low for a company that generates mid-teens after tax return on invested capital, and is among the dominant
automotive OEMs in the world. Despite significant amounts of cash, Toyota Motors generates double digit ROE,
pays out a 3% dividend yield, and is one of the largest share repurchasers in Japan. In the last two years, Toyota
Motors repurchased about 7% of the company at deeply discounted prices, and we expect them to continue
repurchasing discounted shares with free cash flow.
Toyota is one of the largest global auto firms with about 10 million units of annual production. It has the scale,
efficiency, and returns associated with a large volume player in an industry where scale merit determines margins
and survival. Their used car values top the charts in the US, which speaks to the strength of the brand. Toyota’s
financial stability, significant resources, consistently high spending on R&D, and focus on quality, under the
leadership of CEO and owner operator Akio Toyoda, give us confidence in the company’s ability to thrive in a
challenged industry.
Toyota dominates the hybrid electric market and benefits from the regulatory trend towards clean emission and fuel
efficiency, heightened by the recent scandals in Europe associated with diesel. For the first half of 2017, Toyota’s
European sales volume grew 11%, of which 40% were hybrid. Diesel’s market share in Western Europe fell from
50.2% to 46.3% of new car registrations in the first half of 2017, and we expect this market share to continue losing
to gains in hybrid electric vehicle sales.
CEO Akio Toyoda is the grandson of the founder of Toyota and is the first western educated CEO of Toyota.
Besides his family name on the company, Akio has “skin in the game” with 4.7 million shares Toyota shares worth
over $260 million dollars, and he will likely inherit his father’s 11 million shares at some point. In the seven years
since he took over as CEO, book value per share compounded at 9% a year before dividends, and in the last few
years, he has aggressively repurchased shares.

Portfolio Outlook
While the portfolio posted strong performance in the first nine months of 2017, it remains attractively discounted,
with a price-to-value ratio in the low 70s% at quarter end. This is because we have actively recycled capital from
winners into new and more attractive opportunities.
Volatility and stock specific overreactions in the region allow us to exploit mispricing of assets caused by swings
in fear and greed. It has been an ongoing ally in generating excess returns for the Fund. Uncertainty and near-term
focus are creating opportunities for us to invest in companies that have been overly discounted relative to our
appraisals. We will continue to focus on owning companies with superior assets, strong balance sheets, and
defensible businesses run by management partners focused on growing intrinsic value per share throughout the
business cycle.
The same themes that underlined our desire to launch the Fund almost 3 years ago are still in place, and we expect
them to continue to create opportunities to achieve superior risk adjusted returns for the foreseeable future. Thank
you for your partnership.

See following page for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf Partners UCITS Funds. No shares of the Longleaf
Partners Asia Pacific UCITS Fund (“Fund”) may be offered or sold in jurisdictions where such offer or sale is prohibited. Any performance
is for illustrative purposes only. Current data may differ from data quoted. Investment in the Fund may not be suitable for all investors.
Potential eligible investors in the Fund should read the prospectus and the Key Investor Information Document (KIID) carefully, considering
the investment objectives, risks, charges, and expenses of the product, before making any investment decision. The value of investments, and
the income from them, may fall or rise and investors may get back less than they invested. Past performance is no guarantee of future
performance. Investment in the Fund may not be suitable for all investors. This document does not constitute investment advice – investors
should ensure they understand the legal, regulatory and tax consequences of an investment in the Fund.
Any subscription may only be made on the terms of the Prospectus and subject to completion of a subscription agreement.
P/V (“price to value”) is a calculation that compares the prices of the stocks in a portfolio to Southeastern’s appraisal of their intrinsic values.
The ratio represents a single data point about a Fund and should not be construed as something more. P/V does not guarantee future results,
and we caution investors not to give this calculation undue weight.
“Margin of Safety” is a reference to the difference between a stock’s market price and Southeastern’s calculated appraisal value. It is not a
guarantee of investment performance or returns.
Important information for investors in the United Kingdom:
In the United Kingdom, this document is being distributed only to and is directed at (a) persons who have professional experience in matters
relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 (as
amended) (the “Order”) or (b) high net worth entities and other persons to whom it may be otherwise lawfully be communicated, falling
within Article 49(2) of the Order (all such persons being referred to as “relevant persons”). This document must not be acted on or relied on
by persons who are not relevant persons. Any investment activity to which this document relates is available only to relevant persons and
will be engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this document or any of its
contents.
Important information for Swiss investors:
This document is for informational purposes only and is not an offering of the Longleaf UCITS Funds. The jurisdiction of origin for the
Longleaf Partners UCITS Funds is Ireland. The representative for Switzerland is ACOLIN Fund Services, Ltd., Stadelhoferstrasse 18, 8001
Zurich. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1, 8022 Zurich. The Prospectus, the KIID, the Trust
Deed, as well as the annual and semi-annual reports may be obtained free of charge from the representative in Switzerland. The current
document is intended for informational purposes only and shall not be used as an offer to buy and/or sell shares. The performance shown
does not take account of any commissions and costs charged when subscribing to and redeeming shares. Past performance may not be a
reliable guide to future performance.
Important information for Hong Kong investors:
The contents of this Confidential Memorandum have not been reviewed nor endorsed by any regulatory authority in Hong Kong. Hong Kong
residents are advised to exercise caution in relation to this offer. An investment in the Fund (“Fund”) may not be suitable for everyone and
involves risks. Offering documents should be read for further details including the risk factors. If you are in any doubt about the contents of
this Confidential Memorandum, you should consult your stockbroker, bank manager, solicitor, accountant or other financial adviser for
independent professional advice. The Fund is not authorized by the Securities and Futures Commission (“SFC”) in Hong Kong pursuant to
Section 104 of the Securities and Futures Ordinance (Cap 571, Laws of Hong Kong) (“SFO”). This Confidential Memorandum
has not been approved by the SFC in Hong Kong, nor has a copy of it been registered with the Registrar of Companies in Hong Kong and,
must not, therefore, be issued, or possessed for the purpose of issue, to persons in Hong Kong other than (1) professional investors within the
meaning of the SFO (including professional investors as defined by the Securities and Futures (Professional Investors) Rules); or (2) in
circumstances which do not constitute an offer to the public for the purposes of the Companies Ordinance (Cap 32, Laws of Hong Kong) or
the SFO. Past performance is not indicative of future performance. This Confidential Memorandum is distributed on a confidential basis and
may not be reproduced in any form or transmitted to any person other than the person to whom it is addressed. No shares in the Fund will be
issued to any person other than the person to whom this Confidential Memorandum has been addressed and no person other than such
addressee may treat the same as constituting an invitation for him to invest.
Important information for Japanese investors:
This Material is provided for information purposes only. This does not, and is not intended to constitute an invitation, solicitation, marketing,
or an offer of Southeastern Asset Management, Inc.’s (“Southeastern”) products and services in Japan, whether to wholesale or retail investors,
and accordingly should not be construed as such. By receiving this material, the person or entity to whom it has been provided understands,
acknowledges and agrees that: (i) this material has not been registered, considered, authorized or approved by regulators in Japan; (ii)
Southeastern Asset Management, Inc. nor persons representing Southeastern Asset Management, Inc. are not authorized or licensed by Japan
authorities to market or sell Southeastern’s products and services in Japan; and (iii) this material may not be provided to any person other
than the original recipient and is not for general circulation in Japan.
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Important information for Australian investors:
Southeastern Asset Management, Inc. (“Southeastern”) and Southeastern Asset Management, Inc. Australia Branch, ARBN 155383850, a
US company (“Southeastern Australia Branch”), have authorized the issue of this material for use solely by wholesale clients (as defined in
the Corporations Act 2001 (Cth)) of Southeastern or of any of its related bodies corporate. By accepting this material, a wholesale client
agrees not to reproduce or distribute any part of the material, nor make it available to any retail client, without Southeastern’s prior written
consent. Southeastern and Southeastern Australia Branch are exempt from the requirement to hold an Australian financial services license
(AFSL) under the Corporations Act 2001 (Cth) in respect of financial services, in reliance on ASIC Class Order 03/1100, a copy
of which may be obtained at the web site of the Australian Securities and Investments Commission, http://www.asic.gov.au. The class order
exempts bodies regulated by the US Securities and Exchange Commission (SEC) from the requirement to hold an AFSL where they provide
financial services to wholesale clients in Australia on certain conditions. Financial services provided by Southeastern are regulated by the
SEC, which are different from the laws applying in Australia.
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Longleaf Partners Asia Pacific
UCITS Fund Commentary

In the first half of 2017, Asia Pacific UCITS Fund achieved net returns of 21.89%, outperforming the index by over 600 basis points. The
Fund gained 5.71% in the second quarter, falling narrowly short of the MSCI AC Asia Pacific Index’s total return of 5.81%. Our trailing
one-year, two-year and inception-to-date annualized returns have exceeded our absolute return objectives, while meaningfully
outperforming the benchmark. The investment discretion to opportunistically allocate capital in an unconstrained manner has been
a key driver of our performance.

Portfolio Returns at 30/6/17 - Net of Fees
Since Inception
2/12/14

YTD		

1 Year		

2 Years
Annualized

5.71%

21.89%

34.91%

13.17%

11.19%

5.81

15.77

22.65

5.28

6.43

-0.10

+6.12

+12.26

+7.89

+4.76

Hang Seng Index*

8.50

19.50

27.75

TOPIX Index (JPY)*

6.67

7.33

32.17

TOPIX Index (USD)*		

5.68

11.43

21.39

Cumulative Returns		

2Q17

APAC UCITS (Class I USD)
MSCI AC Asia Pacific Index
Relative Returns

Annualized

Selected Asian Indices

*Source: Bloomberg

Unlike much of 2015 and 2016, the first half of 2017 was marked by lower volatility, as macro concerns receded, and emerging markets
performed strongly. The MSCI Emerging Markets index was up 6.27% in the quarter ended June and up 18.43% in the first half. In the
last 12 months, Asia performed very strongly; Japan’s TOPIX index returned 32%, Korea’s KOSPI index returned 24%, Hong Kong’s
Hang Seng index returned 28% and the MSCI AC Asia Pacific index returned 23%.
In the second quarter, the strong Asian markets returns were fueled heavily by the pricey Information Technology sector (particularly
in China) that propelled the index. The MSCI Information Technology sector, which represents 19% of the MSCI AC Asia Pacific Index,
accounted for 46% of the MSCI AC Asia Pacific index’ return. Three Chinese internet companies – Alibaba, Tencent, and JD.com –
comprise just 4% of the index, but accounted for 18% of the return in the quarter. We have minimal exposure to these three internet
giants, which are priced for fast near and long term growth, and in our opinion, offer little margin of safety, yet the Fund kept pace with
the index in the quarter and substantially outperformed YTD.
Even with the overall rising market, we have been able to find stock specific, discounted opportunities to invest capital, as valuation
dispersion is high across sectors and countries. We are finding attractive new investment opportunities in an overall buoyant market,
and we are reinvesting capital away from investments approaching our intrinsic values to fund businesses that offer a higher margin
of safety and greater potential upside. Thus, the portfolio price to value remains in the low 70s% range, even after particularly strong
performance in the last twelve months.
Our investment process is focused on disciplined allocation of capital to individual businesses with enduring competitive advantages,
purchased at material discounts to intrinsic value. The Asia Pacific investment mandate allows us to allocate capital to the best
opportunity, regardless of market capitalization, benchmark, country, or sector constraints, and we have taken advantage of price
volatility to actively reposition the portfolio to the best bottom-up opportunities. This unconstrained flexibility to actively allocate
capital is a core, long-term competitive advantage and has contributed to the Fund’s significant outperformance of the index (4.8%
annualized) since inception.
Average Annual Total Returns (30/6/17): Since Inception (2/12/14): 11.19%, One Year: 34.91%
This document is for informational purposes only and is not an offering of the Longleaf Partners Asia Pacific UCITS Fund and does not constitute legal or investment advice. Any
performance information is for illustrative purposes only. Current data may differ from data quoted.No shares of the Longleaf Partners Asia Pacific UCITS Funds may be
offered or sold in jurisdictions where such offer or sale is prohibited. Investment in the UCITS Funds may not be suitable for all investors. Prospective investors should
review the Key Investor Information Document (KIID), Annual and Semi-Annual Reports, Prospectus, including the risk factors in the Prospectus, before making a decision
to invest. Past performance is no guarantee of future performance, the value of investments, and the income from them, may fall or rise and investors may get back less
than they invested. Any subscription may only be made on the terms of the Prospectus and subject to completion of a subscription agreement.Each index is unmanaged
and the returns include the reinvestment of all dividends, but do not reflect the payment of transaction costs, fees or expenses that are associated with an investment in a
fund. An index’s performance is not illustrative of a fund’s performance. You cannot invest in the index.Please note that the information herein represents the opinion of the
portfolio managers and these opinions may change at any time from time to time.
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Our high conviction holdings in companies and sectors that were hated last year were the largest contributors to our returns in the first
half of 2017. Similarly, our ownership of companies and sectors that were deeply unpopular two years ago contributed significantly
to outperformance last year; namely, companies with exposure to commodities and Hong Kong real estate. Our investments in
Macau gaming, Hong Kong real estate, and Japan – all of which were deeply discounted 12 months ago – drove our outperformance
YTD. Additionally, Global Logistic Properties (GLP) and Yum China were top performers in the first half and in the second quarter,
respectively, for stock-specific reasons discussed further below.
During the second quarter, we actively recycled capital from more fully valued investments to a number of new qualifying investments,
which we believe represent the highest and best use of our capital today. We continuously strive to maximize risk adjusted returns for
the future for us and our investment partners.
As the largest investor group across the funds advised by Southeastern, we invest to maximize risk adjusted returns for our families
and for our investment partners in an unconstrained, highly concentrated strategy of investing in good businesses run by managers
who are good stewards of capital, and acquiring them with a large margin of safety relative to our appraisal of the businesses. As of
quarter end, we are fully invested with 2.7% cash, which is a reflection of the significant company specific investment opportunity set
in Asia, even after strong performance this year to date in the indexes.
Portfolio Update

*Melco International includes contributions from Melco Resorts and Entertainment Limited and Melco International Development Limited.

Top Contributors
Yum China (+44%), the operator of KFC and Pizza Hut restaurants in China, was the largest contributor to Fund performance in the
quarter. The company reported its first full quarter as a newly spun off independent company, and significantly exceeded analysts’
expectations for operating margins. In addition to helping current results, this margin strength has ramifications for the present value
of future restaurants to be developed. Both the reported results and YUM China’s acquisition of online food delivery service Daojia
signified that the enormous amount of meal delivery in China could end up being a strategic advantage instead of a competitive threat
for the company’s store base. Given the stock’s large gains, we reduced YUM China’s portfolio weight significantly. YUM China is a
good example of the kind of investment opportunity that volatility creates in the Asian capital markets. Yum China received a weak
reception when it was spun off in November last year at $24.51 per share in the wake of the election of U.S. president Trump, which
rocked Asian capital markets. Yet, seven months later, YUM China ended the quarter at $39.43 per share, very close to our appraisal
of the business.
Melco International & Melco Resorts (+25%), the Asian casino operator, was a primary contributor to performance, as investors were
encouraged by the accelerating recovery of industry gross gaming revenue (GGR) in Macau. GGR rose 17% in the first six months with
May rising 24% and June 26%. Melco International’s substantial holding company discount (to the market value of its 51% stake in
Melco Resorts, which operates the casinos) shrank considerably this year, as Melco International consolidated its control over Melco
Resorts. The consolidation is an example of the solid stewardship of our management partner, CEO Lawrence Ho. Melco Resorts
remains discounted, but we exited our stake in Melco International as the holding company discount shrank to its smallest level in
many years. We continue to maintain a normal portfolio weight in Melco Resorts as it continues to trade at a material discount to our
appraisal. We expect dividends at Melco Resorts to increase as free cash flow expands given improved business conditions, and capital
expenditure declines upon completion of the Morpheus Hotel at the City of Dreams in the first half of 2018.
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Cheung Kong Property (CKP) (+19%), the Hong Kong and China real estate company, was another notable contributor. The company
achieved strong volumes of residential property sales in both countries. In the first half of 2017, CKP sold the highest volume of
residential property in Hong Kong. In addition, the value of CKP’s Hong Kong office properties was highlighted with the Hong Kong
government sale of the Murray Road car park across the road from CKP's Hutchison House. The transaction achieved a land premium
that implied a price of HK$50,000 per square foot (psf) on a gross floor area (GFA) basis and a cap rate of less than 3%. Our appraisal of
Hutchison House is approximately HK$16,000 psf, which reflects the 5% cap rate we use to appraise CKP’s office properties in Central,
Hong Kong. Fear in the public markets allows us to own Hong Kong real estate via CKP at an approximately 50% discount to private
market transactions. CKP will soon begin redevelopment of Hutchison House, which will allow the company to substantially increase
the plot ratio from the current 22 storey building to 38 floors. Managing Director Victor Li is building value on two fronts by selling
residential properties into a high price/high demand market and reinvesting the gains by aggressively buying back CKP’s undervalued
stock and acquiring high quality assets at a discount. In the first half of 2017, CKP paid HK$6.9 billion to repurchase approximately
3.3% of outstanding shares at a substantial discount to our appraisal. In May, the company closed its acquisition of gas pipeline and
electric distribution company DUET in Australia. In the same month, CKP took advantage of the low interest rate environment and
issued US$1.5 billion of 4.6% senior perpetual capital securities, which are being used to repurchase additional shares. The repurchase
of shares by CKP represents a landmark capital management transition for the family dominated firm and confirms our generational
change thesis impacting Asia. As discussed in previous letters, a number of our Asian family owned companies are transitioning
leadership from the owner-founder generation to a western educated generation of leaders who are better versed in efficient capital
allocation.
Top Detractors
Vipshop, a leading online discount retailer for brands in China and one of the top contributors in Q1, was the largest detractor in Q2.
The company began the quarter with strong performance after announcing solid Q1 results in May, with sales above initial guidance
range and growing at 31% year over year. Customers count and total orders were up 32% and 23% respectively and non GAAP operating
profit margin was steady. In fact, we trimmed our position on the back of strong price performance early in the quarter.
The share price retreated when rumors of a takeover offer from JD.com surfaced but did not materialize, and a sell side broker
downgraded the company with a view that Vipshop has to cut margin further in order to sustain growth. However, we believe the
margin concern underestimates Vipshop’s second-to-none ability in handling non-standardized apparel product. The company is
growing revenues more than 20% this year, has net cash, and is producing return on equity (ROE) above 30%, and yet, is trading at
a deeply discounted 9x EBITDA or 11-12x adjusted FCF. In May, the company announced a potential spin-off of its internet finance
division and created a new entity to offer its logistics services to third parties. We view these initiatives favorably, and we are closely
monitoring their progress. Given that the risk reward equation skewed to the upside, we have taken advantage of the short-term market
worry and added to our position recently.
New purchase Pandora A/S, one of the world’s largest mass-market jewelers, was a top detractor for the quarter. Pandora sells
more than 120 million pieces of jewelry across its approximately 7,900 points of sales worldwide. Pandora is a fully integrated mass
market jeweler: it designs, manufactures, wholesales and retails its hand-finished, contemporary jewelry. Pandora creates seven
collections per year, similar to fast fashion apparel retailers, helping to maintain customer interest in its collection of high quality, yet
affordable jewelry. Although Pandora is listed in Denmark, more than half its 21 thousand employees are located in Thailand, where it
manufactures almost all its products. The United States is currently its largest market, accounting for 25% of revenues, and the share
price declined in the quarter amid increased worries over a slowdown in this market. Sentiment towards Pandora was particularly
negatively impacted by poor results from Signet Jewelers, a large U.S. retailer of mass market jewelry that posted -11.5% same store
sales (SSS) for the first quarter. We believe that Pandora’s -3% US first quarter SSS figures is just a reflection of the poor state of retail in
the United States, rather than a Pandora-specific problem. Pandora has outperformed its competitors in a tough US retail environment.
Asia Pacific accounts for 25% of revenues and is Pandora’s fastest growing region (+44% in Q1 2017 vs. +9% for the whole company).
Asia Pacific accounted for 15% of revenues less than two years ago and is now 25% of revenues, with China accounting for 8% of
revenues, growing 125% in the last quarter.
Pandora is an extremely profitable business. It achieves better than 70% gross profit margins, higher than 35% EBITDA margins and
80-90% ROE. They achieve cash payback for their own retail store in 7-8 months. The stock became attractive when worries about the
decline of its reported like-for-like (LFL) growth rates to single digits weighed on the stock price. However, total company sales are still
growing at a healthy high-teens rate with very attractive returns. The reality is that the standard LFL measures fail to reflect the unique
channel mix shift happening at Pandora (from wholesale to own retail) and ignore the material contribution of new stores on Pandora’s
topline. In Q4 2016, Pandora’s revenue grew 16%, but 45% of the incremental revenue was from network expansion which was not
reflected in the +3% reported LFL. In April, Pandora revised its reporting structure and provided more operating details: instead of a
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blended +3% LFL for Q4 2016, Pandora’s own retail LFL was actually +15% and represents 38% of the entire business.
We think Pandora still has room for growth. The company guided towards 13-18% growth for 2017, yet it trades at only 10x earnings and
pays a 5% dividend yield. In April, Pandora entered India, the second largest jewelry market in the world with its first concept store. In
China, the largest jewelry market in the world, Pandora has less than 120 stores, and sales in the last quarter grew greater than 120%
year on year. In July, Pandora expanded cooperation with Disney to Europe, Middle East and Africa, in addition to Americas and Asia
Pacific.
G8 Education, Australian listed childcare center operator, was also a meaningful detractor in the quarter. The company issued A$100
million dollars of shares at A$3.2 per share in May to raise capital to refinance debt and to fund approximately A$200 million worth of
committed, value accretive child care center acquisitions at 4-5x EBIT over the next 2.5 years. The share price weakened temporarily as
the China First Capital Group, significantly reduced its total investment from A$212 to A$96 million, leaving G8 to raise A$100 million
in the public markets. Completion of the recently announced capital raising reduced gearing (Net Debt/EBITDA) from 2.2 times to 1.1
times, providing strong flexibility to enable G8 to pursue its accretive roll up strategy. CFO Gary Carroll was appointed as CEO and
Managing Director of the Group in January 2017, taking over from founder, Chris Scott.
Portfolio Changes
In the quarter, we made four new investments. In addition to Pandora A/S discussed above, we added three new investments in
Australia - Speedcast, Ardent Leisure and Automotive Holdings Group– and also increased our weighting in two investments –
Hyundai Mobis and Asaleo Care– as substantial price declines increased their attractiveness. Geo-political uncertainty in the Korean
Peninsula allowed us to significantly increase our investment in Hyundai Mobis at a large margin of safety relative to our appraisal of
the business.
As discussed, we exited our investment in Melco International after price rallied strongly, but we remain investors at the subsidiary
Melco Resorts, which we believe remains discounted and will grow earnings strongly and increase dividend payments. We also exited
our investment in Genting Singapore as price approached value and bought more of the holding company Genting Berhad, which
remains discounted. Furthermore, we trimmed recent winners like YUM China, Global Logistic Properties, JINS, MinebeaMitsumi,
and K. Wah International.
Australian listed Ardent Leisure is the owner and operator of premium leisure assets in Australia and the United States. Approximately
65% of company EBITDA comes from Main Event, a family entertainment business in the US, and the rest from their theme park
(Dreamworld) and bowling and gaming assets in Australia. Dreamworld had a tragic accident which resulted in the death of four
people at one of their rides in October 2016 resulting in a sharp decline in visitation and earnings. In addition, their Main Event
business has experienced a drop in same store sales in recent months, which led to operating de-leverage and a sharp decline in
margins. We believe the breakneck pace of new center additions and under-investment in legacy centers are the key reasons behind
divergence in performance between Main Event and its closest competitor, Dave & Buster’s. The confluence of the Dreamworld tragedy
and Main Event under-performance led to a sharp disconnect between Ardent’s market valuation and our assessment of its intrinsic
value. Simon Kelly, who we have partnered with in the past at Nine Entertainment was recently named CEO, and we expect he will
address these issues in the near future. Dreamworld, is an irreplaceable asset, and we believe that visitation will recover with time. It
also has excess land in an attractive neighborhood in Coomera, Queensland, which can be put to a higher and better use. Interestingly,
an activist group led by Gary Weiss – with whom we have partnered with in the past when he was CEO of Guinness Peat Group – has
recently taken a sizable position in Ardent and could potentially accelerate our realization of value.
Australia listed Speedcast is a satellite-based communication network service provider to customers in remote areas, such as off-shore
and on-shore oil rigs, cargo ships, cruise lines etc. It designs and develops mission-critical communications networks, and provides
active network operation, monitoring and 24/7 technical support and maintenance globally. In a transformative deal in late 2016,
Speedcast acquired Harris Caprock at very attractive terms. In an industry where most M&A transactions occur at 9-10x EBITDA,
Speedcast paid 5x (post synergies). This EBITDA is currently depressed due to its high exposure to the energy industry. The Caprock
transaction effectively doubled Speedcast’s scale, making it the largest player in the satellite-based remote communication space,
which is critical in getting lower rates on bandwidth costs from satellite owners. Speedcast now has a global network of teleports,
engineers and operating centers to support its customers worldwide. The recent downturn in the energy sector, which accounts for
approximately 45% of Speedcast revenues, and the lack of credit given for Harris Caprock merger synergies resulted in an attractive
price. We are partnering with owner-operator CEO Pierre-Jean Beylier, who owns 3.5% of the company and has a successful track
record of consolidating this fragmented industry over the last 17 years.
Automotive Holdings Group (AHG) is the largest automotive dealership in Australia with approximately 6% market share. It has a
disproportionate exposure to Western Australia (40% of its dealerships), which has been strongly impacted by the mining downturn
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in recent years. Auto finance availability has tightened up recently due to increased scrutiny on lending rules and an ASIC review of
dealer financing commissions impacting new car sales. AHG also has a refrigerated logistics and cold storage business, which has
been under-performing despite increased capital investment in recent years. All these factors combined led to a sharp drop in AHG’s
share price in recent months, bringing it down to less than 10X earnings. In a mature but highly fragmented market, we believe AHG
has a long runway for growth, as it continues to consolidate mom and pop dealerships at value accretive multiples (4-5x pre-tax profits).
The refrigerated logistics business has been restructured and is on a cusp of turnaround, and we believe that it will be divested. After
more than 17 years as CEO, Bronte Howson retired from AHG in 2016, and John McConnell (ex CFO of Inchcape) has taken over as CEO
in January 2017. Rival auto dealership AP Eagers has a 23% stake in AHG, which they have been increasing over the past few years,
potentially paving the way for an accretive merger of the two largest players in the industry.
Portfolio Outlook
While the portfolio posted strong performance in the first half of 2017, it remains attractively discounted, with a price-to-value ratio in
the low 70s% at quarter end. This is because we have actively recycled capital from winners into new and more attractive opportunities.
Volatility and stock specific overreactions in the region allow us to exploit mispricing of assets caused by swings in fear and greed; it
has been an ongoing ally in generating excess returns for the Fund. Uncertainty and near term focus are creating opportunities for us
to invest in companies that have been overly discounted relative to our appraisals. We will continue to focus on owning companies
with superior assets, strong balance sheets, and defensible businesses run by management partners focused on growing intrinsic
value per share throughout the business cycle.
The same themes that underlined our desire to launch the Fund two and a half years ago are still in place, and we expect them to
continue to create opportunities to achieve superior risk adjusted returns for the foreseeable future.

Please see following pages for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf Partners UCITS Funds. Any performance is
for illustrative purposes only. Current data may differ from data quoted.
No shares of the Longleaf Partners Asia Pacific UCITS Fund (“Fund”) may be offered or sold in jurisdictions where such offer or sale is
prohibited. Investment in the Fund may not be suitable for all investors. Potential eligible investors in the Fund should read the prospectus
and the Key Investor Information Document (KIID) carefully, considering the investment objectives, risks, charges, and expenses of the
product, before making any investment decision. The value of investments, and the income from them, may fall or rise and investors may
get back less than they invested. Past performance is no guarantee of future performance. Investment in the Fund may not be suitable for
all investors. This document does not constitute investment advice – investors should ensure they understand the legal, regulatory and tax
consequences of an investment in the Fund. Any subscription may only be made on the terms of the Prospectus and subject to completion
of a subscription agreement.
P/V (“price to value”) is a calculation that compares the prices of the stocks in a portfolio to Southeastern’s appraisal of their intrinsic
values. The ratio represents a single data point about a Fund and should not be construed as something more. P/V does not guarantee future
results, and we caution investors not to give this calculation undue weight.
“Margin of Safety” is a reference to the difference between a stock’s market price and Southeastern’s calculated appraisal value. It is not a
guarantee of investment performance or returns.
Important information for Australian investors:
Southeastern Asset Management, Inc. (“Southeastern”) and Southeastern Asset Management, Inc. Australia Branch, ARBN 155383850, a
US company (“Southeastern Australia Branch”), have authorised the issue of this material for use solely by wholesale clients (as defined
in the Corporations Act 2001 (Cth)) of Southeastern or of any of its related bodies corporate. By accepting this material, a wholesale
client agrees not to reproduce or distribute any part of the material, nor make it available to any retail client, without Southeastern’s
prior written consent. Southeastern and Southeastern Australia Branch are exempt from the requirement to hold an Australian financial
services licence (AFSL) under the Corporations Act 2001 (Cth) in respect of financial services, in reliance on ASIC Class Order 03/1100,
a copy of which may be obtained at the web site of the Australian Securities and Investments Commission, http://www.asic.gov.au. The
class order exempts bodies regulated by the US Securities and Exchange Commission (SEC) from the requirement to hold an AFSL where
they provide financial services to wholesale clients in Australia on certain conditions. Financial services provided by Southeastern are
regulated by the SEC, which are different from the laws applying in Australia.
Important information for Japanese investors:
This Material is provided for information purposes only. This does not, and is not intended to constitute an invitation, solicitation,
marketing, or an offer of Southeastern Asset Management, Inc.’s (“Southeastern”) products and services in Japan, whether to wholesale
or retail investors, and accordingly should not be construed as such. By receiving this material, the person or entity to whom it has been
provided understands, acknowledges and agrees that: (i) this material has not been registered, considered, authorized or approved by
regulators in Japan; (ii) Southeastern Asset Management, Inc. nor persons representing Southeastern Asset Management, Inc. are not
authorized or licensed by Japan authorities to market or sell Southeastern’s products and services in Japan; and (iii) this material may not
be provided to any person other than the original recipient and is not for general circulation in Japan.
Important information for Swiss investors:
This document is for informational purposes only and is not an offering of the Longleaf UCITS Funds. The jurisdiction of origin for the
Longleaf Partners UCITS Funds is Ireland. The representative for Switzerland is ACOLIN Fund Services, Ltd., Stadelhoferstrasse 18, 8001
Zurich. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1, 8022 Zurich. The Prospectus, the KIID, the Trust
Deed, as well as the annual and semi-annual reports may be obtained free of charge from the representative in Switzerland. The current
document is intended for informational purposes only and shall not be used as an offer to buy and/or sell shares. The performance shown
does not take account of any commissions and costs charged when subscribing to and redeeming shares. Past performance may not be a
reliable guide to future performance.
For Korean Residents Only:
Southeastern Asset Management, Inc. (“Southeastern”) makes no representation with respect to the eligibility of any recipients of this
Material to acquire Southeastern’s services and products under the Laws of Korea, including, without limitation, the Foreign Exchange
Transaction Law and regulations thereunder. Southeastern has not been registered with the Financial Services Commission of Korea (the
“FSC”) in Korea under the Financial Investment Services and Capital Markets Act of Korea, and Southeastern’s services and products
may not be offered, sold or delivered, or offered or sold to any person for reoffering or resale, directly or indirectly, in Korea or to any
resident of Korea except pursuant to applicable laws and regulations of Korea. Furthermore, Southeastern’s products may not be resold to
Korean residents unless the purchaser of the interests complies with all applicable regulatory requirements (including, without limitation,
governmental approval requirements under the Foreign Exchange Transaction Law and its subordinate decrees and regulations).
Important information for Belgian investors:
This document and the information contained herein are private and confidential and are for the use on a confidential basis only by the
persons to whom such material is addressed. This document does not constitute and may not be construed as the provision of investment
advice, an offer to sell, or an invitation to purchase, securities in any jurisdiction where such offer or invitation is unauthorized. The
Longleaf Partners UCITS Fund has not been and will not be registered with the Belgian Financial Services and Markets Authority (Autoriteit voor financiële diensten en markten/Autorité des services et marchés financiers) as a foreign collective investment undertaking under
Article 127 of the Belgian Law of 20 July 2004 on certain forms of collective management of investment portfolios. The offer in Belgium has
not been and will not be notified to the Financial Services and Markets Authority, nor has this document been nor will it be approved by
the Belgian Financial Services and Markets Authority. The shares issued by the Fund shall, whether directly or indirectly, only be offered,
sold, transferred or delivered in Belgium to individuals or legal entities who are Institutional or Professional Investors” in the sense of
Article 5§3 of the Belgian Law of 20 July 2004 on certain forms of collective management of investment portfolios (as amended from time
to time), acting for their own account and the offer requires a minimum consideration of €250,000 per investor and per offer. Prospective
investors are urged to consult their own legal, financial and tax advisers as to the consequences that may arise from an investment in the
Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE REGISTERED WITH ANY SECURITIES EXCHANGE
COMMISSION OR OTHER SIMILAR AUTHORITY IN BRAZIL, INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE COMMISSION
(COMISSÃO DE VALORES MOBILIÁRIOS - “CVM”). SUCH PRODUCTS WILL NOT BE DIRECTLY OR INDIRECTLY OFFERED OR SOLD
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WITHIN BRAZIL THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY BRAZILIAN LAW AND BY THE RULES ISSUED BY CVM,
INCLUDING LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME TO TIME, OR ANY OTHER
LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE.
ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN LAWS AND REGULATIONS AND BY THE RULES
ISSUED BY THE CVM, INCLUDING LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME
TO TIME, OR ANY OTHER LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE, MUST NOT BE PERFORMED WITHOUT SUCH
PRIOR REGISTRATION. PERSONS WISHING TO ACQUIRE THE PRODUCTS OFFERED HEREUNDER IN BRAZIL SHOULD CONSULT WITH
THEIR OWN COUNSEL AS TO THE APPLICABILITY OF THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION THEREFROM.
[WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND SOLICITATION IS LIMITED TO QUALIFIED INVESTORS AS DEFINED BY CVM
RULE NO. 409 (AUG. 18, 2004), AS AMENDED FROM TIME TO TIME OR AS DEFINED BY ANY OTHER RULE THAT MY REPLACE IT IN
THE FUTURE. THIS DOCUMENT IS CONFIDENTIAL AND INTENDED SOLELY FOR THE USE OF THE ADDRESSEE AND CANNOT BE
DELIVERED OR DISCLOSED IN ANY MANNER WHATSOEVER TO ANY PERSON OR ENTITY OTHER THAN THE ADDRESSEE.
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a solicitation for investments from members of
the public in terms of CISCA and do not constitute an offer to the public as contemplated in section 99 of the Companies Act. The addressee acknowledges that it has received this Document and any of its Supplement(s) in the context of a reverse solicitation by it and that this
Document and any of its Supplement(s) have not been registered with any South African regulatory body or authority. A potential investor
will be capable of investing in only upon conclusion of the appropriate investment agreements. This document is provided to you for
informational purposes only. For more information, including a prospectus and simplified prospectus, potential eligible investors should
call Gwin Myerberg at 44 (0)20 7479 4212 or gmyerberg@SEasset.com. Ms. Myerberg is a Representative employed by Southeastern Asset
Management, which accepts responsibility for her actions within the scope of her employment. Potential eligible investors should read the
prospectus and simplified prospectus carefully, considering the investment objectives, risks, charges, and expenses of the product, before
making any investment decision. Past performance is no guarantee of future performance. The value of investments, and the income from
them, may fall or rise and investors may get back less than they invested. Southeastern Asset Management is an authorized financial
services provider with FSP No. 42725.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated investors: (a) upon their request and confirmation that they understand that neither Southeastern Asset Management, Inc. nor the Longleaf Partners Global UCITS Fund have been
approved or licensed by or registered with the United Arab Emirates Central Bank (“UAE Central Bank”), the Securities and Commodities
Authority (“SCA”), the Dubai Financial Services Authority (“DFSA”) or any other relevant licensing authorities or governmental agencies in
the United Arab Emirates (including the DIFC),nor has the placement agent, if any, received authorization or licensing from the UAE
Central Bank, SCA, the DFSA or any other relevant licensing authorities or governmental agencies in the United Arab Emirates (including
the DIFC); (b) on the condition that it will not be provided to any person other than the original recipient, is not for general circulation in
the United Arab Emirates (including the DIFC) and may not be reproduced or used for any other purpose; and (c) on the condition that no
sale of securities or other investment products in relation to or in connection with either Southeastern Asset Management, Inc. or the
Longleaf Partners Global UCITS Fund is intended to be consummated within the United Arab Emirates (including in the DIFC). Neither the
UAE Central Bank, SCA nor the DFSA have approved this document or any associated documents, and have no responsibility for them. The
shares in the Longleaf Partners Global UCITS Fund are not offered or intended to be sold directly or indirectly to retail investors or the
public in the United Arab Emirates (including the DIFC). No agreement relating to the sale of the shares is intended to be consummated in
the United Arab Emirates (including the DIFC). The shares to which this document may relate may be illiquid and/or subject to restrictions
on their resale. Prospective investors should conduct their own due diligence on the shares. If you do not understand the contents of this
document you should consult an authorized financial advisor.
Important information for UK investors:The KIID and Full Prospectus (including any supplements) for this fund are available from
Southeastern Asset Management International (UK) Limited which is authorized and regulated by the Financial Conduct Authority in the
United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a) persons who have professional experience in
matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 (as amended) (the “Order”) or (b) high net worth entities and other persons to whom it may be otherwise lawfully be communicated,
falling within Article 49(2) of the Order (all such persons being referred to as “relevant persons”). This document must not be acted on
or relied on by persons who are not relevant persons. Any investment activity to which this document relates is available only to relevant
persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this document
or any of its contents.
Important information for Hong Kong investors:The contents of this Confidential Memorandum have not been reviewed nor endorsed
by any regulatory authority in Hong Kong. Hong Kong residents are advised to exercise caution in relation to this offer. An investment in
the Fund (“Fund”) may not be suitable for everyone and involves risks. Offering documents should be read for further details including
the risk factors. If you are in any doubt about the contents of this Confidential Memorandum, you should consult your stockbroker, bank
manager, solicitor, accountant or other financial adviser for independent professional advice. The Fund is not authorized by the Securities
and Futures Commission (“SFC”) in Hong Kong pursuant to Section 104 of the Securities and Futures Ordinance (Cap 571, Laws of Hong
Kong) (“SFO”). This Confidential Memorandum has not been approved by the SFC in Hong Kong, nor has a copy of it been registered with
the Registrar of Companies in Hong Kong and, must not, therefore, be issued, or possessed for the purpose of issue, to persons in Hong
Kong other than (1) professional investors within the meaning of the SFO (including professional investors as defined by the Securities
and Futures (Professional Investors) Rules); or (2) in circumstances which do not constitute an offer to the public for the purposes of the
Companies Ordinance (Cap 32, Laws of Hong Kong) or the SFO. Past performance is not indicative of future performance. This Confidential
Memorandum is distributed on a confidential basis and may not be reproduced in any form or transmitted to any person other than
the person to whom it is addressed. No shares in the Fund will be issued to any person other than the person to whom this Confidential
Memorandum has been addressed and no person other than such addressee may treat the same as constituting an invitation for him to
invest.
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The Asia Pacific UCITS Fund gained 15.31% for the quarter ended March 2017, outperforming the MSCI AC Asia Pacific Index, which
returned 9.41%. Your portfolio has delivered attractive absolute and relative returns year to date and since inception. We continue
to implement our disciplined process of buying strong businesses with wide moats at a discount, providing a large margin of
safety, and partnering with managers who act like owners. The high level of volatility in Asia gives us numerous opportunities to
invest in quality businesses with owner operators who share our discipline and allocate capital opportunistically to our benefit.
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APAC UCITS (Class I USD)

15.31%

11.38%		

25.43

11.16%

9.80
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2.68

4.57

+5.90
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+8.48

+5.23

Relative Returns

Annualized

Asian markets generally started off 2017 with strong performance. High levels of volatility in the Asian equity markets continued
during the first quarter and may prove to be a longer term secular theme defining the region. While the Hang Seng Index lost 5.28%
in Q4 2016, it gained 10.14% this quarter, and the Hang Seng Properties Index gained 15.54%. President Trump’s November victory
propelled gains in U.S. equities and the U.S. dollar, but negatively impacted long-dated U.S. treasuries. Conversely, emerging
markets broadly sold off in response to Trump’s victory, negatively impacting Chinese equities, Asian exporters, and Chinese and
Hong Kong real estate companies. This negative post-election market reaction in Asia allowed us to add to existing investments
on price weakness and gave us an opportunity to buy strong businesses trading at large discounts to our appraisal. Recent
purchases included Dali Foods Group, Yum China, and Asian exporter Catcher Technology, all purchased at attractive valuations.
Contrary to expectations going into 2017, the MSCI Emerging Markets Index rallied 11.44% year-to-date in dollars (7.76% local
currency) aided by strengthening currencies, despite higher U.S. interest rates. The much feared U.S. interest rate hikes are seemingly
being taken in stride, and a number of our Asian real estate holdings performed very strongly in the quarter, aided by record levels
of residential sales in Hong Kong and China, M&A activity, and low mortgage rates in Hong Kong. Strengthening Asian currencies
boosted returns for the index, with currency appreciation accounting for an approximate 4%+ contribution to the MSCI AC Asia
Pacific Index U.S. dollar return of 9.41%, accounting for over 40% of the index’s total return. Currency appreciation was a much
lower contributor to our returns in the same period, given the Fund’s higher weighting in U.S. dollar pegged Hong Kong. Currency
appreciation contributed about 2% to the Fund’s 15.31% return for the quarter, accounting for only about 13% of our total return. Thus,
our returns when measured in local currency were significantly better relative to the 5.9% outperformance shown in U.S. dollars.
We have written extensively about Asian equities being the most attractive investment opportunity globally—this remains
the case today. Hong Kong, in particular, stands out for its absolute and relative historic cheapness. This is even after the
Hong Kong market returned 10.14%, one of its best performances since 2009, and our Hong Kong investments gained 17.79%
in the quarter. The southbound Stock Connect between mainland China and Hong Kong, coupled with easing regulations,
are bringing new capital to the Hong Kong market, narrowing the wide gap between A-share and H-share valuations.
Importantly, we are seeing renewed signs of shareholder friendly initiatives being undertaken by Hong Kong conglomerates.
We continue to maintain a significant allocation to Hong Kong real estate (via Cheung Kong Property, New World Development and K.
Wah International) and the Macau gaming sector (via Melco International / Melco Crown Entertainment and K. Wah International),
two areas which were particularly discounted in 2016. These companies delivered strong returns in the first quarter of 2017.

Average Annual Total Returns (31/3/17): Since Inception (2/12/14): 9.80%, One Year: 25.43%
This document is for informational purposes only and is not an offering of the Longleaf Partners Asia Pacific UCITS Fund and does not constitute legal or investment advice. Any
performance information is for illustrative purposes only. Current data may differ from data quoted.No shares of the Longleaf Partners Asia Pacific UCITS Funds may be
offered or sold in jurisdictions where such offer or sale is prohibited. Investment in the UCITS Funds may not be suitable for all investors. Prospective investors should
review the Key Investor Information Document (KIID), Annual and Semi-Annual Reports, Prospectus, including the risk factors in the Prospectus, before making a decision
to invest. Past performance is no guarantee of future performance, the value of investments, and the income from them, may fall or rise and investors may get back less
than they invested. Any subscription may only be made on the terms of the Prospectus and subject to completion of a subscription agreement.Each index is unmanaged
and the returns include the reinvestment of all dividends, but do not reflect the payment of transaction costs, fees or expenses that are associated with an investment in a
fund. An index’s performance is not illustrative of a fund’s performance. You cannot invest in the index.Please note that the information herein represents the opinion of the
portfolio managers and these opinions may change at any time from time to time.
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Hong Kong Real Estate: The Hang Seng Properties index was up 15.54% during the quarter, and our Hong Kong real estate holdings
gained 20.22%. We attribute this strong performance to the following:
•

Corporate Restructuring: Cheung Kong Property was the harbinger of corporate restructurings in Hong Kong, when management
merged Cheung Kong with Hutchison Whampoa in 2015 and spun off the property assets into a separate listed company. This
transaction benefitted all stakeholders, and it laid the foundation for others in the sector to emulate. Last year, New World Development
privatized its listed China real estate business, New World China Land, at a significant discount to our appraisal. Recently, Wharf,
which we do not own, announced that they may spin off their investment property business. All three cases share common traits:
1) all trade at significant discounts to our appraisals of their businesses;
2) all are led by second or third generation, Western-educated owner managers, who are keenly focused on shareholder
value;
3) all are taking advantage of the large arbitrage that exists between their stock prices and the intrinsic value of their 		
companies

•

Capital Allocation: Chinese developers have become the dominant purchasers of land bank in Hong Kong in recent months, buying
land at record high prices, and squeezing out Hong Kong developers. In the face of, at times, irrational competition, Hong Kong real
estate companies (especially our management partners) are choosing to monetize their assets at record high prices and using the
proceeds to repurchase shares, increase dividends, or engage in attractive take-private transactions. For example, Cheung Kong
Property sold its Century Link building in Shanghai for $3 billion dollars last year at an implied cap rate of less than 3% and bought
back its own shares trading at an over 12% cap rate. We love this arbitrage opportunity and applaud such initiatives to close the gap
between price and net asset value per share that is prevalent in asset heavy Hong Kong conglomerates. Our companies have strong
balance sheets, and their land banks are relatively small, protecting their book value from any significant downward movement in
land prices. They are run by owner-operators, who are focused on growing value per share. If there is a correction in the market, they
are well positioned to capitalize on opportunities and emerge stronger on the other side to the benefit of our investment partners.

•

Record low mortgage rates: Rising interest rates are widely expected to be a headwind for Hong Kong real estate, but Hong Kong
mortgage rates have continued to march lower even in the face of recent hikes in U.S. interest rates. Excess liquidity and Hong
Kong’s safe haven status have driven HIBOR (which is used as the base rate for mortgage loans in Hong Kong) more than 20 basis
points below LIBOR. This, combined with fierce competition between lenders, has led to minimal increases in mortgage payments
for borrowers despite two rate hikes in the U.S. and significant increases in the 10-year fixed rate yield. Residential prices in Hong
Kong have held up despite strict regulations to curtail price increases.

•

Hong Kong as a safe haven destination: Given the depreciating RMB and the restrictions placed by the Chinese government on
capital outflows, Hong Kong’s attraction as a safe haven investment destination with a U.S. dollar-linked currency has increased.

•

New Chief Executive of Hong Kong: Carrie Lam was selected this month as Chief Executive of Hong Kong by the 1,200 strong Legislative
Committee, a committee of Hong Kong’s political and economic elite. Ms. Lam was supported by the majority of Hong Kong developers,
and she is seen as being more supportive of developers than the previous Chief Executive, CY Leung. We will be closely monitoring
to see if Ms. Lam’s administration will move more aggressively to convert agricultural land bank for residential use to alleviate the
chronic undersupply of housing in Hong Kong. New World Development and Cheung Kong Property would be prime beneficiaries
of any such move. New World in particular stands to benefit as their agricultural land bank is approximately 17.6 million square feet
compared to 5 million square feet of residential land bank in Hong Kong. In the last six months, New World Development successfully
converted two pieces of farmland and paid a sufficiently low land premium that generates healthy profits at current residential land
prices. Ms. Lam has recently made positive comments about accelerating the conversion of agricultural land for residential usage.

Macau Gaming: Melco International (Melco) and Melco Crown Entertainment (MPEL), two of our highest conviction holdings, returned
29.86% and 27.21% respectively during the quarter. Investor sentiment towards Macau has continued to improve since August 2016,
when industry gross gaming revenues (GGR) posted their first year over year (YOY) growth in 26 months. In the last two months,
growth of the GGR accelerated above consensus estimates to about 18% YOY.
With a 30% increase in hotel room supply since 2014, room affordability has improved in Macau, attracting more overnight visitors. While
overall visitation was essentially flat in 2016, overnight visitations grew 10%. Overnight visitors tend to be higher value customers relative
to day trippers. The higher margin mass business grew around 10% YOY in Q3 2016, 12% in Q4 2016, and 11% in Jan-Feb 2017. Surprisingly,
and not accounted for in our appraisal assumptions, even the VIP business seems to be staging a comeback, supported by junket
consolidation and increasing credit availability. The increase in demand has helped absorb new supply (Las Vegas Sands Parisian and
Wynn Palace) with minimal impact on existing properties. Infrastructure development continues, and we expect the new ferry terminal
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to open this year, which will bring mass tourists directly to Cotai, where our flagship property, City of Dreams, is located. Competition
remains rational, and all participants are focused on maintaining and improving margins rather than reducing prices to gain market share.
Melco’s newest property, Studio City, continues to ramp up with its Q4 2016 luck adjusted EBITDA growing over 160% from Q2 levels.
Importantly, Melco re-financed $1.4 billion in Studio City secured credit facilities (with restrictive maintenance covenants) at attractive
rates in late 2016, thereby removing an overhang on the stock price. City of Dreams has maintained its market share even in the face
of new supply and the opening of the $4 billion Wynn Palace across the street. Our management partner, Lawrence Ho, and his team
have proven themselves to be strong operators and astute capital allocators. Consider this:
•

In 2016, MPEL returned almost $1.2 billion of capital to shareholders in the form of special dividends and buybacks
(approximately 10% of the company) at value accretive prices.

•

In January 2017, MPEL declared another $1.3 per share of special dividends (implying over 8% yield).

•

In late 2016, Melco bought a 13.5% incremental stake in MPEL from Crown Resorts for $1.2 billion at a value accretive price,
increasing its ownership to 51% and taking control of the company.

Relative Valuation Opportunity in Asia
Even after strong performance in the first quarter, the relative valuation differential between U.S. and Asian equities remains stark. The
US market is trading at over 18x forward earnings compared to 12x for the Hong Kong market. On a tangible book measure, U.S. companies
trade at close to 9x (MSCI U.S.) and European companies at 3-4x (MSCI UK-Germany) vs. Hong Kong at just 1.5x and Japan at just 1.6x. Asia
continues to be the cheapest market globally and offers superior growth prospects and a rich set of investment opportunities for our process.

Regional Valuation Indicators at 31/3/17
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Percentage of Stocks Trading Below Book Value

Unconstrained Investing In Asia
An unconstrained strategy with the ability and agility to go wherever the best bottom up opportunities reside, regardless of index
composition, market capitalization and geography within Asia has helped us successfully take advantage of the extreme volatility
in regional markets. This ability to capture opportunities in an unconstrained manner has resulted in significant shifts in capital
allocation across geographies and segments since we initiated this strategy. Below is an illustration of how our capital has shifted
across geographies over the past two years, as we allocated capital to the best investment opportunity at any one point in time.
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We pay no attention to the index, and we focus entirely on where we think we can get the best risk adjusted returns on our capital.
Illustrative examples:
Global Logistic Properties (GLP) was the largest contributor for the quarter. GLP is a Singapore-listed developer, owner, operator,
and fund manager of modern warehouses, with dominant positions in China, Japan, Brazil and the U.S. We initiated our investment
in GLP in 2015 amidst panic selling in Asian equities post the China A-Share market collapse and an unexpected RMB devaluation.
We materially increased our investment in GLP in 2016, when it was priced at a significant discount to NAV due to a second bout
of negative sentiment towards China, interest rate hike fears, and over-supply concerns in some of GLP’s tier 2 markets in China.
Fueled by this large gap in price and value, GIC (Singapore’s sovereign wealth fund and the largest shareholder of GLP) requested
that the board conduct a strategic review of options available to enhance shareholder value in 2016. Since then, GLP has engaged
an investment bank and is currently in discussions with multiple parties over the possible sale of the company. We are pleased
to see the discount to value narrow as a result of shareholder friendly initiatives of our shareholder partner. At today’s price, GLP
remains cheap considering the $39 billion asset management business, which is not reflected in their stated book value, and relative
to valuation multiples of its peers, Prologis and Goodman. We trimmed our GLP position in the quarter after strong price appreciation.
Dali Foods Group is the second largest domestic manufacturer of snack foods and non-alcoholic beverages in China. As
investor sentiment towards China declined after the U.S. presidential election, Dali’s share price fell to 30% below its IPO
price a year earlier. We took advantage of the opportunity to invest in this strong consumer business with over 25% ROE
at 11x free cash flow. Dali has since increased its dividend by almost 50% and is on track to launch a new product category
(soy milk) in China over the coming months. Shares have appreciated meaningfully but are still attractive at current prices.
Portfolio Updates

*Melco International includes contributions from Melco Crown Entertainment Limited and Melco International Development Limited.
MinebeaMitsumi, a Japanese manufacturer of high precision equipment and components, changed its name after completing its merger
with Mitsumi Electric in late January. The market rewarded Mitsumi’s unexpected turnaround, and share price appreciated strongly
post its December 2016 results announcement. Mitsumi’s adjusted operating profit margin increased to 6.3% from -3.4% in the previous
quarter or -5% from a year ago. The company also provided market guidance of 5.6% operating margin for Mitsumi operations in the
fourth quarter. The ball bearings business, a core element of our initial investment case, remains strong. External demand for high-end,
small ball bearings continues to grow, and the company had record high monthly shipment volume of 179mm units per month for the
December quarter. Internal sales of ball bearings recovered more than expected and further pushed its market share from 75% to 80%.
K. Wah International’s significant contribution in the quarter was driven by its three primary business lines – Hong Kong real estate,
Mainland China real estate, and its 3.8% stake in Macau casino operator Galaxy Entertainment – all performing strongly. Book value
grew 16%, and the dividend grew 8% YOY. In 2016, the company sustained residential sales at high levels and achieved high margins for
a second year in a row. 2016 attributable contracted sales were HK$13 billion compared to only HK$3.3 billion in 2014. In China, K. Wah
achieved EBITDA margins above 50% on real estate sales given the low cost land bank and strong price growth in tier 1 cities, where
most of its land bank is located. In Hong Kong, K. Wah achieved very strong pre-sales of their K-City residential project at the former Kai
Tak airport for prices almost double what it will cost to complete. During the quarter, its 3.8% stake in Galaxy Entertainment appreciated
by 25.9%, as sentiment towards Macau improved significantly, driven by resumption of industry GGR growth, as discussed above.
Vipshop, a leading online discount retailer for brands in China, reported strong Q4 2016 results and was a top contributor in the first
quarter. Net revenue for Q4 was up 36.5% YOY, with 39% YOY growth in active customers and 26% YOY growth in total orders for the
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quarter. Margins were stable with non-GAAP operating profits at 6.1%, on par with Q3 2016. Vipshop provided market guidance for Q1
2017 growth of 26% to 30%, which was higher than market expectations. Management is confident in the 2017 prospects for the company.
In January 2017, Vipshop also completed its first tranche of Renminbi-denominated asset-backed securities ("ABS") of RMB300 million
and is preparing for future follow-on ABS offerings in China. This alleviates concerns about Vipshop’s internet financing business, which
was using an increasing amount of capital. It also demonstrates Vipshop’s ability to tap external funding sources. Achieving investmentgrade ratings from all three global rating agencies, Vipshop secured contingent financing for the potential put right that its convertible
bond holders had in March 2017. This further removed capital structure uncertainty and ensures stable financing for the next few years.
We initiated a position in Catcher Technology, part of the Apple supply chain in Taiwan specializing in making metal casing for
smartphones and computers, in the first quarter. Nearly 60% of company revenue is from smartphones, and their largest client, by far,
is Apple (~80% of revenue). Catcher also produces casing for Dell and HP in notebooks and HTC and Sony in smartphones. Catcher is one
of the three main suppliers to Apple for casing, with about 20% market share, and achieves 40-45% gross margins, 30-35% operating
profit margins, and ~38% after tax cash flow return on invested capital. Catcher has a competitive advantage in the manufacturing of
metal cases and produces product with a high manufacturing yield.
Catcher Technology’s share price sharply declined when management provided guidance that 2016 revenue would be flat after
having delivered a few years of strong topline growth, as iPhone 7 sales were below expectations. Investors further panicked when
rumors emerged that the iPhone 8 (to be launched in Q4 2017) would not have a metal back, instead incorporating an all glass body.
Although the final design has not yet been disclosed, there is a misunderstanding that less metal in the phone would mean lower
average sales price (ASP) and revenue for Catcher. In fact, the more complex the design of the iPhone, the greater the production
processing time and complexity required to make the casing, implying higher revenues for Catcher. Even if the actual metal amount
used as raw material reduces, ASP may well turn out to be stable, if not rising for Catcher. In addition, Catcher could grow revenues
by increasing its market share in iPhone products. For example, Catcher began producing cases for the iPhone 5.5 inch in 2016 with
only about 4% market share currently vs. its market share in 4.7 inch iPhone of about 29%. Management is confident of its business
outlook and in January, announced a new US$100 million investment in China to build a new plant to begin production in 2018.
Continuing positive momentum, in March, Catcher surprised the market with its strong 2016 Q4 result: gross profit margin of 50% (+5.1
percentage points YOY) and operating profit margin of 40.9% (+6.6 percentage points YOY) were well above sell side analyst forecasts.
Coca-Cola East Japan (CCEJ), the largest Coca-Cola bottler in Japan, was another strong performer this quarter. 2017 marks a watershed
year in the Japan bottling industry. Our investment in CCEJ was premised on the theme of domestic consolidation in a fragmented
industry. In a matter of two years, CEO Calin Dragan and his team at CCEJ have delivered on this theme with the acquisition of
Sendai Coca-Cola Bottling in 2015 and the merger with 2nd biggest bottler in Japan, Coca-Cola West this quarter. The merged entity,
Coca-Cola Bottlers Japan, will represent over 90% of Coca-Cola’s volumes in Japan and will be the 3rd largest bottler in the CocaCola system globally. As shown below, we have come a long way from 17 bottlers in late 90s to five bottlers today (of which one has
the lion’s share). Such domestic consolidation comes at value accretive prices and offers sizable synergies in sourcing, procurement,
production, distribution and overhead. The initial cost synergies estimate is 20 billion yen, which is more than 50% of the combined
operating profit of the two merging entities. We have trimmed our investment in CCEJ as the stock price approached our value.
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During the quarter, we exited our positions in USHIO and Great Eagle as we re-allocated capital to more compelling opportunities.
Outlook
The price-to-value ratio of your portfolio is about 70%, and we are confident that our bottom-up, concentrated, long-term and value
oriented investment discipline will continue to deliver excess returns, especially as near term market volatility persists. Market volatility
is likely to be a recurring dynamic in Asia, and 2017 may be another year of large market swings. The global market has rallied on high
expectations, hopes, and promises, but the policy and geopolitical environment is still highly uncertain. Protectionist rhetoric and
border adjustment taxes have taken a back stage lately, but could come to the forefront and impact near term sentiment in Asian markets.
Policy changes could get delayed, curtailed, or not delivered at all, which could upset the market. We have seen over the years that global
events have a disproportionate impact on local Asian financial markets. The results from various elections in Europe could potentially
pave the way for more volatility in the region. Geopolitical tensions are on the rise between China and South Korea over the deployment
of U.S. anti-ballistic missiles in Korea. Interest rates are increasing, and currency volatility remains high. Most of these events have
no long-term impact on our appraisals of Asian franchises, but this does not prevent the market from overreacting in the short-term.
Our investment process exploits panicky behavior, as short-term price dislocations give us an opportunity to own strong businesses
at deeply discounted prices. We have a list of on-deck companies that we have pre-qualified for investment, and we commit to stay the
course of our time tested process that has delivered strong since inception results. Thank you for your patience and partnership, as we
have navigated the high volatility of the last two and half years.

Please see following pages for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf Partners UCITS Funds. Any performance is
for illustrative purposes only. Current data may differ from data quoted.
No shares of the Longleaf Partners Asia Pacific UCITS Fund (“Fund”) may be offered or sold in jurisdictions where such offer or sale is
prohibited. Investment in the Fund may not be suitable for all investors. Potential eligible investors in the Fund should read the prospectus
and the Key Investor Information Document (KIID) carefully, considering the investment objectives, risks, charges, and expenses of the
product, before making any investment decision. The value of investments, and the income from them, may fall or rise and investors may
get back less than they invested. Past performance is no guarantee of future performance. Investment in the Fund may not be suitable for
all investors. This document does not constitute investment advice – investors should ensure they understand the legal, regulatory and tax
consequences of an investment in the Fund. Any subscription may only be made on the terms of the Prospectus and subject to completion
of a subscription agreement.
P/V (“price to value”) is a calculation that compares the prices of the stocks in a portfolio to Southeastern’s appraisal of their intrinsic
values. The ratio represents a single data point about a Fund and should not be construed as something more. P/V does not guarantee future
results, and we caution investors not to give this calculation undue weight.
“Margin of Safety” is a reference to the difference between a stock’s market price and Southeastern’s calculated appraisal value. It is not a
guarantee of investment performance or returns.
Important information for Australian investors:
Southeastern Asset Management, Inc. (“Southeastern”) and Southeastern Asset Management, Inc. Australia Branch, ARBN 155383850, a
US company (“Southeastern Australia Branch”), have authorised the issue of this material for use solely by wholesale clients (as defined
in the Corporations Act 2001 (Cth)) of Southeastern or of any of its related bodies corporate. By accepting this material, a wholesale
client agrees not to reproduce or distribute any part of the material, nor make it available to any retail client, without Southeastern’s
prior written consent. Southeastern and Southeastern Australia Branch are exempt from the requirement to hold an Australian financial
services licence (AFSL) under the Corporations Act 2001 (Cth) in respect of financial services, in reliance on ASIC Class Order 03/1100,
a copy of which may be obtained at the web site of the Australian Securities and Investments Commission, http://www.asic.gov.au. The
class order exempts bodies regulated by the US Securities and Exchange Commission (SEC) from the requirement to hold an AFSL where
they provide financial services to wholesale clients in Australia on certain conditions. Financial services provided by Southeastern are
regulated by the SEC, which are different from the laws applying in Australia.
Important information for Japanese investors:
This Material is provided for information purposes only. This does not, and is not intended to constitute an invitation, solicitation,
marketing, or an offer of Southeastern Asset Management, Inc.’s (“Southeastern”) products and services in Japan, whether to wholesale
or retail investors, and accordingly should not be construed as such. By receiving this material, the person or entity to whom it has been
provided understands, acknowledges and agrees that: (i) this material has not been registered, considered, authorized or approved by
regulators in Japan; (ii) Southeastern Asset Management, Inc. nor persons representing Southeastern Asset Management, Inc. are not
authorized or licensed by Japan authorities to market or sell Southeastern’s products and services in Japan; and (iii) this material may not
be provided to any person other than the original recipient and is not for general circulation in Japan.
Important information for Swiss investors:
This document is for informational purposes only and is not an offering of the Longleaf UCITS Funds. The jurisdiction of origin for the
Longleaf Partners UCITS Funds is Ireland. The representative for Switzerland is ACOLIN Fund Services, Ltd., Stadelhoferstrasse 18, 8001
Zurich. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1, 8022 Zurich. The Prospectus, the KIID, the Trust
Deed, as well as the annual and semi-annual reports may be obtained free of charge from the representative in Switzerland. The current
document is intended for informational purposes only and shall not be used as an offer to buy and/or sell shares. The performance shown
does not take account of any commissions and costs charged when subscribing to and redeeming shares. Past performance may not be a
reliable guide to future performance.
For Korean Residents Only:
Southeastern Asset Management, Inc. (“Southeastern”) makes no representation with respect to the eligibility of any recipients of this
Material to acquire Southeastern’s services and products under the Laws of Korea, including, without limitation, the Foreign Exchange
Transaction Law and regulations thereunder. Southeastern has not been registered with the Financial Services Commission of Korea (the
“FSC”) in Korea under the Financial Investment Services and Capital Markets Act of Korea, and Southeastern’s services and products
may not be offered, sold or delivered, or offered or sold to any person for reoffering or resale, directly or indirectly, in Korea or to any
resident of Korea except pursuant to applicable laws and regulations of Korea. Furthermore, Southeastern’s products may not be resold to
Korean residents unless the purchaser of the interests complies with all applicable regulatory requirements (including, without limitation,
governmental approval requirements under the Foreign Exchange Transaction Law and its subordinate decrees and regulations).
Important information for Belgian investors:
This document and the information contained herein are private and confidential and are for the use on a confidential basis only by the
persons to whom such material is addressed. This document does not constitute and may not be construed as the provision of investment
advice, an offer to sell, or an invitation to purchase, securities in any jurisdiction where such offer or invitation is unauthorized. The
Longleaf Partners UCITS Fund has not been and will not be registered with the Belgian Financial Services and Markets Authority (Autoriteit voor financiële diensten en markten/Autorité des services et marchés financiers) as a foreign collective investment undertaking under
Article 127 of the Belgian Law of 20 July 2004 on certain forms of collective management of investment portfolios. The offer in Belgium has
not been and will not be notified to the Financial Services and Markets Authority, nor has this document been nor will it be approved by
the Belgian Financial Services and Markets Authority. The shares issued by the Fund shall, whether directly or indirectly, only be offered,
sold, transferred or delivered in Belgium to individuals or legal entities who are Institutional or Professional Investors” in the sense of
Article 5§3 of the Belgian Law of 20 July 2004 on certain forms of collective management of investment portfolios (as amended from time
to time), acting for their own account and the offer requires a minimum consideration of €250,000 per investor and per offer. Prospective
investors are urged to consult their own legal, financial and tax advisers as to the consequences that may arise from an investment in the
Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE REGISTERED WITH ANY SECURITIES EXCHANGE
COMMISSION OR OTHER SIMILAR AUTHORITY IN BRAZIL, INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE COMMISSION
(COMISSÃO DE VALORES MOBILIÁRIOS - “CVM”). SUCH PRODUCTS WILL NOT BE DIRECTLY OR INDIRECTLY OFFERED OR SOLD
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WITHIN BRAZIL THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY BRAZILIAN LAW AND BY THE RULES ISSUED BY CVM,
INCLUDING LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME TO TIME, OR ANY OTHER
LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE.
ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN LAWS AND REGULATIONS AND BY THE RULES
ISSUED BY THE CVM, INCLUDING LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME
TO TIME, OR ANY OTHER LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE, MUST NOT BE PERFORMED WITHOUT SUCH
PRIOR REGISTRATION. PERSONS WISHING TO ACQUIRE THE PRODUCTS OFFERED HEREUNDER IN BRAZIL SHOULD CONSULT WITH
THEIR OWN COUNSEL AS TO THE APPLICABILITY OF THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION THEREFROM.
[WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND SOLICITATION IS LIMITED TO QUALIFIED INVESTORS AS DEFINED BY CVM
RULE NO. 409 (AUG. 18, 2004), AS AMENDED FROM TIME TO TIME OR AS DEFINED BY ANY OTHER RULE THAT MY REPLACE IT IN
THE FUTURE. THIS DOCUMENT IS CONFIDENTIAL AND INTENDED SOLELY FOR THE USE OF THE ADDRESSEE AND CANNOT BE
DELIVERED OR DISCLOSED IN ANY MANNER WHATSOEVER TO ANY PERSON OR ENTITY OTHER THAN THE ADDRESSEE.
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a solicitation for investments from members of
the public in terms of CISCA and do not constitute an offer to the public as contemplated in section 99 of the Companies Act. The addressee acknowledges that it has received this Document and any of its Supplement(s) in the context of a reverse solicitation by it and that this
Document and any of its Supplement(s) have not been registered with any South African regulatory body or authority. A potential investor
will be capable of investing in only upon conclusion of the appropriate investment agreements. This document is provided to you for
informational purposes only. For more information, including a prospectus and simplified prospectus, potential eligible investors should
call Gwin Myerberg at 44 (0)20 7479 4212 or gmyerberg@SEasset.com. Ms. Myerberg is a Representative employed by Southeastern Asset
Management, which accepts responsibility for her actions within the scope of her employment. Potential eligible investors should read the
prospectus and simplified prospectus carefully, considering the investment objectives, risks, charges, and expenses of the product, before
making any investment decision. Past performance is no guarantee of future performance. The value of investments, and the income from
them, may fall or rise and investors may get back less than they invested. Southeastern Asset Management is an authorized financial
services provider with FSP No. 42725.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated investors: (a) upon their request and confirmation that they understand that neither Southeastern Asset Management, Inc. nor the Longleaf Partners Global UCITS Fund have been
approved or licensed by or registered with the United Arab Emirates Central Bank (“UAE Central Bank”), the Securities and Commodities
Authority (“SCA”), the Dubai Financial Services Authority (“DFSA”) or any other relevant licensing authorities or governmental agencies in
the United Arab Emirates (including the DIFC),nor has the placement agent, if any, received authorization or licensing from the UAE
Central Bank, SCA, the DFSA or any other relevant licensing authorities or governmental agencies in the United Arab Emirates (including
the DIFC); (b) on the condition that it will not be provided to any person other than the original recipient, is not for general circulation in
the United Arab Emirates (including the DIFC) and may not be reproduced or used for any other purpose; and (c) on the condition that no
sale of securities or other investment products in relation to or in connection with either Southeastern Asset Management, Inc. or the
Longleaf Partners Global UCITS Fund is intended to be consummated within the United Arab Emirates (including in the DIFC). Neither the
UAE Central Bank, SCA nor the DFSA have approved this document or any associated documents, and have no responsibility for them. The
shares in the Longleaf Partners Global UCITS Fund are not offered or intended to be sold directly or indirectly to retail investors or the
public in the United Arab Emirates (including the DIFC). No agreement relating to the sale of the shares is intended to be consummated in
the United Arab Emirates (including the DIFC). The shares to which this document may relate may be illiquid and/or subject to restrictions
on their resale. Prospective investors should conduct their own due diligence on the shares. If you do not understand the contents of this
document you should consult an authorized financial advisor.
Important information for UK investors:The KIID and Full Prospectus (including any supplements) for this fund are available from
Southeastern Asset Management International (UK) Limited which is authorized and regulated by the Financial Conduct Authority in the
United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a) persons who have professional experience in
matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 (as amended) (the “Order”) or (b) high net worth entities and other persons to whom it may be otherwise lawfully be communicated,
falling within Article 49(2) of the Order (all such persons being referred to as “relevant persons”). This document must not be acted on
or relied on by persons who are not relevant persons. Any investment activity to which this document relates is available only to relevant
persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this document
or any of its contents.
Important information for Hong Kong investors:The contents of this Confidential Memorandum have not been reviewed nor endorsed
by any regulatory authority in Hong Kong. Hong Kong residents are advised to exercise caution in relation to this offer. An investment in
the Fund (“Fund”) may not be suitable for everyone and involves risks. Offering documents should be read for further details including
the risk factors. If you are in any doubt about the contents of this Confidential Memorandum, you should consult your stockbroker, bank
manager, solicitor, accountant or other financial adviser for independent professional advice. The Fund is not authorized by the Securities
and Futures Commission (“SFC”) in Hong Kong pursuant to Section 104 of the Securities and Futures Ordinance (Cap 571, Laws of Hong
Kong) (“SFO”). This Confidential Memorandum has not been approved by the SFC in Hong Kong, nor has a copy of it been registered with
the Registrar of Companies in Hong Kong and, must not, therefore, be issued, or possessed for the purpose of issue, to persons in Hong
Kong other than (1) professional investors within the meaning of the SFO (including professional investors as defined by the Securities
and Futures (Professional Investors) Rules); or (2) in circumstances which do not constitute an offer to the public for the purposes of the
Companies Ordinance (Cap 32, Laws of Hong Kong) or the SFO. Past performance is not indicative of future performance. This Confidential
Memorandum is distributed on a confidential basis and may not be reproduced in any form or transmitted to any person other than
the person to whom it is addressed. No shares in the Fund will be issued to any person other than the person to whom this Confidential
Memorandum has been addressed and no person other than such addressee may treat the same as constituting an invitation for him to
invest.
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The Asia Pacific UCITS Fund gained 12.29% for the year ended December 2016, versus the MSCI AC Asia Pacific Index’s total return of
4.89%. In the fourth quarter, the Fund lost -3.41%, compared to a decline of -3.03% for the index. Negative sentiment towards China,
caused by fear of potential changes in U.S. Asia policy under a Trump administration, weighed on regional returns in the period.
Additionally, an increasing interest rate environment post the U.S. presidential election and further punitive real estate transaction
taxes imposed by the Hong Kong government negatively affected our Hong Kong real estate investments.

Portfolio Returns at 12/31/16 - Net of Fees
		

Cumulative Returns		

4Q16

3Q16		

2Q16

1Q16

APAC UCITS (Class I USD)

-3.41%

14.58%

-1.72%

3.23%

MSCI AC Asia Pacific Index

-3.03

9.25

0.70

-1.68

Relative Returns

-0.38

+5.33

-2.42

+4.91

1 Year
12.29%

2 Years
Annualized

Since Inception
2/12/14

Annualized

4.51%		

3.68%

4.89

1.41

0.67

+7.40

+3.10

+3.01

Selected Asian Indices
Hang Seng Index*

-5.28

12.86

2.39

-4.74

4.28

TOPIX Index (JPY)*

14.95

7.11

-7.39

-12.04

0.30

TOPIX Index (USD)*		

-0.04

8.97

0.97

-5.70

3.71

*Source: Bloomberg

Much like the previous year, 2016 was marked by high volatility, as macro concerns and events – some seemingly unrelated to
Asia, such as Brexit – resulted in extreme fluctuations in Asian capital markets. Although volatility can temporarily depress
returns, we view it as an opportunity to invest in strong businesses, managed by great people, trading at deeply discounted prices.
Disciplined allocation of capital to businesses with enduring competitive advantages that can be purchased at material discounts
to intrinsic value, is a key component of our investment process. Our investment discipline requires us to allocate capital to the best
opportunity, regardless of market capitalization, benchmark, geography, or sector constraints. Throughout the year, we trimmed
or sold top performers and reallocated to the most discounted and highest quality companies during periods of market pessimism.
The flexibility to trade around price volatility has been a factor in the Fund’s outperformance of the index by over 7% in 2016 and 3%
(annualized) since inception. We view this flexibility as a core long-term competitive advantage.
While the MSCI AC Asia Pacific Index returned a seemingly mundane +4.9% in U.S. dollars (USD) for the year, this annual return
hides the significant volatility experienced between quarters across Asia Pacific markets and sectors. Price fluctuations in many
regions were further amplified by currency movements. For example, the TOPIX index returned 0.3% in local currency for the year,
but that masks the -12.0% return in the first quarter and the +14.9% return in the fourth quarter. The Japanese market performed
poorly in the first half, as the Japanese yen strengthened and global macro fears spiked, but improved in the second half, as the yen
weakened and interest rates increased in the fourth quarter. Measuring TOPIX returns in USD, however, muted the volatility. The
-12% yen return in the first quarter translated to a -5.7% USD return, as the yen strengthened during the quarter, and the +14.9%
yen return in fourth quarter translated to a 0% USD return, as the yen weakened in the fourth quarter. In Hong Kong, the Hang
Seng Index returned 4.3% in 2016, but this annual return masks the -4.7% return in the first quarter, the +12.9% return in the third
quarter, and the -5.3% return in fourth quarter, as China macro fears negatively impacted the local markets in the first and fourth
quarters, and fears of higher U.S. interest rates following the U.S. election amplified the impact late in the year. As mentioned, these
market swings provided us with numerous opportunities to build positions in great businesses at heavily discounted prices.
Average Annual Total Returns (31/12/16): Since Inception (2/12/14): 3.68%, One Year: 12.29%
This document is for informational purposes only and is not an offering of the Longleaf Partners Asia Pacific UCITS Fund and does not constitute legal or investment advice. Any
performance information is for illustrative purposes only. Current data may differ from data quoted.No shares of the Longleaf Partners Asia Pacific UCITS Funds may be
offered or sold in jurisdictions where such offer or sale is prohibited. Investment in the UCITS Funds may not be suitable for all investors. Prospective investors should
review the Key Investor Information Document (KIID), Annual and Semi-Annual Reports, Prospectus, including the risk factors in the Prospectus, before making a decision
to invest. Past performance is no guarantee of future performance, the value of investments, and the income from them, may fall or rise and investors may get back less
than they invested. Any subscription may only be made on the terms of the Prospectus and subject to completion of a subscription agreement.Each index is unmanaged
and the returns include the reinvestment of all dividends, but do not reflect the payment of transaction costs, fees or expenses that are associated with an investment in a
fund. An index’s performance is not illustrative of a fund’s performance. You cannot invest in the index.Please note that the information herein represents the opinion of the
portfolio managers and these opinions may change at any time from time to time.
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Portfolio Update

*Melco International includes contributions from Melco Crown Entertainment Limited and Melco International Development Limited.

Annual Review
Top Contributors
Our top three contributors to 2016 returns – Mineral Resources, Seven Group, and Great Eagle –contributed approximately half of the
annual returns. These three top contributors share some common characteristics.
•

They are not constituents of the MSCI AC Asia Pacific Index. The only way to beat the index is to be different from the index.
We believe that investing in a concentrated selection of businesses that qualify from a strong business, good people, and deeply
discounted price perspective enables us to produce long-term returns that are superior to the index. Given our concentration,
we expect our returns, and the drivers of our performance, to be materially different from that of the index. In Asia, a significant
number of constituents in the index are largely unattractive to us. Financials, which constitute 22% of the index, generally rank
poorly when compared to other opportunities, given their highly levered capital structures, opaque balance sheets, and lack
of owner-managers, which make it difficult to determine business values with a degree of certainty that would give us comfort.
Similarly, information technology stocks, which represent 17% of the index, tend not to qualify, as they trade at high multiples
that more fully reflect their high growth rates. State Owned Enterprises (SOE) also are prevalent in the index because of their
size, but they generally do not meet our investment criteria. SOE’s lack an ownership culture that closely aligns management
incentives with minority shareholders, and they tend to be less focused on return on capital than owner-operated companies led
by capital allocators who have significant equity at risk.

•

They are small-midcap stocks. When we started the Fund, we identified smaller capitalization stocks in Asia as a significant
return opportunity. They tend to be under-covered by the sell side, ignored by the major indices, under-owned, and therefore, in
many cases, under-valued. In the past few years, investment banks have retreated from Asia and research coverage has dropped
primarily among smaller cap stocks. These three companies each have only five sell side analysts covering them, with reduced
research coverage by global bulge bracket banks.

•

They are in hated industries with high volatility. The first half of the year was driven by global macro fears, and investors
put a premium on high yielding and low volatility stocks. In this type of environment, companies with high volatility were
generally hated and very cheap. In 2016, mining and Hong Kong real estate were among the most disliked industries globally.
Mineral Resources and Seven Group, two mining services companies in Western Australia exposed to the iron ore sector in the
Pilbara, and Great Eagle, a Hong Kong real estate conglomerate, were among the cheapest companies in our portfolio at the start
of the year. Our mining services holdings were misunderstood by the market, given the economics of these businesses were
driven primarily by production volume rather than price of the underlying commodity. These businesses experienced elevated
levels of short interest in the first half of the year. We remained confident in our positions, given the high quality of the assets
and capable management partners that drove above average value recognition. Late in the first half, iron ore prices started to
rebound, benefitting both Mineral Resources and Seven Group. We sold both businesses, as they approached our appraisal.
Despite the headwinds that Hong Kong real estate businesses faced during the year, Great Eagle was a top Fund contributor in
2016 with a 59% annual return. Great Eagle announced a HK$2 per share special dividend in the second quarter after monetizing
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commercial real estate in San Francisco at a sub 4% net operating income multiple, greatly increasing the dividend yield of the
company, and allowing it to easily surpass the return of the Hang Seng Property Index, which was 0.6% in 2016.
•

They are led by owner-managers with significant equity capital at risk. Great Eagle Chairman and CEO Dr. Lo Ka Shui owns
59% of the company and has been buying shares personally this year. He has also actively repurchased shares at the company
level and opportunistically bought deeply discounted listed subsidiaries. Dr. Lo has an exceptional record of savvy acquisitions,
divestitures, and business value growth. Similarly, founder CEO Chris Ellison at Mineral Resources owns 13% of the company,
personally bought shares when cheap, and repurchased deeply discounted shares at the company level. Seven Group CEO Ryan
Stokes, whose family controls 74% of the company, actively repurchased shares for the past three years as the mining services
company was discounted by investors. We strongly believe that companies that are led by owner-managers willproduce superior
returns on capital versus those that are led by managements who have no equity at risk.

In 2016, seven investments accounted for almost 100% of our returns for the year. Six are small-mid cap stocks. Four are not included
in the index, and another two are only small index constituents. They were all acquired during periods when the market shunned
these companies. All seven are led by owner-operators with significant shareholdings.
In the fourth quarter, Singapore listed Global Logistic Properties (GLP) and Genting Singapore were the top contributors. GLP’s
positive developments are described further below. Genting Singapore rose during the quarter, as credit loss provisions bottomed
out, the Japanese parliament approved a bill to legalize casino gambling, a first interim dividend was declared in addition to
indications of a final dividend, and the company announced the sale of their stake in a joint venture casino in Jeju, Korea at a gain.
The recently approved casino legislation in Japan will be modeled after Singapore’s Integrated Resorts model and hence, Genting
Singapore is in a strong position to win any potential Japanese business.
Australian child care center operator G8 Education was the third largest contributor in the quarter. The company pre-announced full
year EBIT estimates, which were above consensus estimates, indicating an improvement in performance compared to a weaker first
half.
Top Detractors
Chinese technology company Baidu and online discount retailer Vipshop were the two largest detractors to returns for the year
and were among the top three detractors for the fourth quarter, as China fears rose with higher U.S. interest rates, uncertainty from
a Trump presidency, and more weakness in the Chinese yuan. Baidu’s core online search business was affected by new, stricter
regulations imposed by regulators that require more careful vetting of online advertisers and limitations on the amount of paid
search results that can appear on each web page. The new regulations affected the healthcare advertising segment heavily in the
second and third quarters, as Baidu temporarily suspended some sponsored healthcare ads, which are among their top five search
segments. Baidu’s online search revenue, which grew 27% in 2015, stalled in the third quarter, as the new regulations became
effective at the beginning of September. It is projected to decline further in the fourth quarter, as Baidu completes the refinement of
its advertising customer base. We expect their core search business growth to resume this year after the rebasing in 2016.
Vipshop, despite growing revenues by over 30% this year, similarly suffered a share price decline in the fourth quarter in the face
of increasing China macro fears and currency weakness. The market reacted negatively to third quarter results, partly due to the
sequential quarterly shrinkage in total active customers. In the second quarter, Vipshop had strong, 62% year-over-year growth
in total active customers, when younger customers, who typically have lower spending budgets, boosted the metric. In the third
quarter, Vipshop’s total active customers shrank sequentially as the company adjusted their mix of new customers to strike a balance
between growth and quality of new customers. Despite the negative quarterly sequential growth in total active customers, year-overyear growth was still over 40% in the third quarter.
CK Hutchison, a global conglomerate comprised of five core businesses (retail, telecommunications, infrastructure, ports, and
energy), was the other primary detractor for the year and fell 11% in the fourth quarter. The stock declined in the first half in the
wake of the rejection of its acquisition of U.K. telecom company O2 by European regulators, in addition to Brexit, which created
concerns about the impact on the company’s sizable operations across Europe. Following a strong third quarter where the company’s
merger creating the largest Italian mobile operator was approved by regulators, the stock lost ground in the fourth quarter after the
U.S. election. A stronger USD and expectations of tougher trade weighed on Hong Kong stocks in general and on the HK dollar’s
relationship to the British pound and euro, where over half of the company’s earnings before interest and taxes (EBIT) originate. Our
owner-operator partners, Victor Li and his father Li Ka-shing, continued to focus the company on its core competencies by selling its
aircraft leasing business during the quarter. In recognition of the steep discount at which CK Hutchison trades to its intrinsic value,
the company initiated its first ever share repurchase in the fourth quarter.
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During the quarter, Hong Kong real estate conglomerate New World Development, as well as Cheung Kong Property and K. Wah
International, were among the detractors to performance. The real estate businesses’ share prices were impacted by the imposition
of higher stamp duties on real estate transactions and poor sentiment towards the real estate sector, as interest rates increased
significantly after the U.S. presidential election. We believe that Hong Kong real estate conglomerates trade at wide discounts to
intrinsic value, even when fully reflecting a higher interest rate environment, as detailed in our third quarter 2016 letter.
Portfolio Changes
In 2016, we made ten new investments – four in Japan, three in China, two in Australia, and one in Malaysia.
The portfolio allocation to Japan rose from a low of 16.5% in first quarter to 25.5% at the end of the year. The pivot towards Japan was
driven by the significant decline in share prices in Japan during the first half of the year, which created a great opportunity to invest
in world class businesses at meaningful discounts to our appraised values. At the same time, we are more optimistic about Japan
than we were a few years ago, given improvements in corporate governance and capital efficiency. The Japanese government has
been instrumental in pushing for better capital efficiency and corporate governance, as the government, through the Government
Pension Investment Fund and the Bank of Japan, is now the largest investor in the Japanese equity capital markets. Minority
shareholders are more aligned with the Japanese government as fellow shareholders than at any time in the past. We are seeing
record levels of share repurchases in Japan, and recently, the dividend yield of the TOPIX has surpassed that of the S&P 500, as
dividends per share has grown in past years and share prices have retreated.
In 2016, unique bottom-up opportunities increasingly surfaced within a macro obsessed market. Minebea, the largest supplier of LCD
backlights to Apple, became deeply discounted due to slow sales of the iPhone 6S that affected the Apple supply chain in the first
half, fears of technological obsolescence as smartphones move from LCD technology to OLED screen technology, and general macro
fears that resulted in Japanese stock prices broadly declining. The yen strengthening in the first half resulted in Minebea’s mostly
foreign denominated profits being translated into fewer yen, forcing Minebea to adjust their annual profit forecast downwards. As
we wrote in the second quarter, we feel the market missed a highly attractive portion of Minebea’s business that manufactures high
precision equipment and components, such as ball bearing, motors, and sensors. Most of Minebea’s value is driven by its machine
components business, which generates 25% operating income margins and is the company’s cash cow. This segment includes the
small ball bearings business, which has 60% global market share, and the pivot assembly business, which has 80% global market
share.
The volatility resulting from macro events and the rapid appreciation of the yen also allowed us to buy Japanese optical retailer JIN
Co. and fashion retailer Adastria at attractive prices in the third quarter. Both companies’ share prices declined significantly, despite
being beneficiaries of a stronger yen, as they procure the bulk of their merchandise from Asia, in currencies that depreciated relative
to the yen.
Adastria is the third largest apparel retailer in Japan after Fast Retailing (Uniqlo) and Shimamura. CEO Michio Fukuda owns
approximately 35% of the company. Adastria forecasts to achieve 21% ROE (18% in 2016), 12% EBITDA margins, and positive same
store sales growth this fiscal year ended February 2017. We were able to buy Adastria at less than 4x EBITDA and at a double digit
FCF yield amongst the macro worries and slowdown in same store sales that affected the company in the third quarter. Adastria has
doubled revenues in the last six years through strong organic growth and smart M&A. As the company grows, the benefits of scale
and backward integration from that of a pure retailer to capturing margin associated with logistics, production management, and
design should help drive future growth in profits. The company has been able to increase backward integration such that 45% of
products are private label. The margin accretive online business is growing rapidly at a more than 30% annual pace, and the online
business has grown from around 6% of sales in 2012 to 15% of sales in the last quarter. Management is reinvesting gains from scale
and the more profitable online business to develop new brands and to expand overseas in Asia, which is still at a nascent stage. In
the last quarter, Adastria repurchased 2.4% of the company at these discounted prices.
In China, we bought three new consumption-oriented companies that are discounted because of macro worries, but continued to
grow. We bought online discounted apparel retailer Vipshop in the first half and added to it in the fourth quarter, as prices weakened
and our appraisal grew. We also purchased Hong Kong listed Chinese snack and beverage maker Dali Foods Group, as well as Yum
China in the fourth quarter.
Dali Group is the second largest domestic manufacturer of snack foods and non-alcoholic beverages in China. We were attracted to
Dali’s strong brands, leading market share across six product categories (including bread, cakes, pastries, biscuits, chips, energy
drinks, herbal teas, and plant based dairy beverages), proven innovation track record, and entrenched distribution network covering
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approximately 2.5 million points of sale. The company went public in November 2015 at HK$5.25 per share, and its share price fell
close to HK$3.7 per share last quarter during a period of high China macro fears and low appetite for Chinese holdings. Dali Group
was trading at around 11x free cash flow, which is very cheap for a consumer business that does over 25% ROE and is expected to
continue to compound at a high single digit growth rate. It has a net cash balance sheet and pays over a 3% dividend yield, which we
expect to increase in the near future. We are partnered with Chairman and CEO Xu Shihui, who owns 85% of the company.
In November, Yum China was spun out of Yum! Brands, a company our team has known well for many years. Yum China has
exclusive rights to KFC, China’s leading quick-service restaurant concept, Pizza Hut, a leading casual dining brand, and Taco Bell.
Yum China is the largest quick service restaurant in China with over 7,300 restaurants and more than 400,000 employees in 1,100+
cities. Yum China’s brands and scale are unique advantages and fit the aspirations of a rapidly growing middle class, where eating
outside the home is becoming more commonplace. New KFC stores achieve cash payback in three years and the company believes
they can triple their store count in the long-term. Yum China has a net cash balance sheet and is in a strong position to return money
to shareholders through share buybacks and dividends.
In Australia, we initiated a position in Asaleo Care, an Australian personal care and hygiene products company operating in
Australia, New Zealand, and Fiji. Asaleo Care manufactures, markets, distributes, and sells essential, everyday consumer products
across the Feminine Care, Incontinence Care, Baby Care, Consumer Tissue, and Professional Hygiene product categories. Asaleo Care
holds the No. 1 or 2 market share position across its brands and is supported in new product development and technology by SCA,
the Swedish global hygiene and forest products company that recently increased its stake in Asaleo Care to 36%. We took advantage
of the steep price decline after the company revised down its profit forecast, following increased discounting by competitors, higher
input costs from a weaker Australian dollar, and one off costs associated with the Every Day Pricing strategy with retailers. Asaleo
Care has continued to repurchase shares in recognition of the deeply discounted price and strong free cash flow generation of the
business.
In the fourth quarter, we added meaningfully to our position in Singapore listed Global Logistic Properties (GLP), such that it is now
our largest position in the Fund, at roughly 9% as of the second week of January. Early in the fourth quarter, GLP was priced below
its IPO price of S$1.96 per share, which was before the company had a $39 billion dollar fund management business, and traded at a
steep 30% discount to stated book value. Partially fueled by the large gap between price and intrinsic value, press reports of a bid for
the business by Chinese shareholders and a Chinese sovereign wealth fund spread in the fourth quarter. GIC, Singapore’s sovereign
wealth fund, is the largest shareholder in GLP with 37% ownership. Following a request from GIC in December, GLP announced
that they are undertaking a strategic review of options available for its business to enhance shareholder value and appointed an
investment bank as their sell side advisor. In January, GLP further announced that they are in discussions with various parties
in connection with a possible sale of the company. Even today, we believe that GLP is undervalued, trading at just below book,
compared to almost 1.6x book for its peers Prologis and Goodman. GLP’s book value is understated because it does not reflect the
value of the fund management business.
During the quarter, we exited small initial positions in Japanese watch maker Casio and Australian television broadcaster Nine
Entertainment, as our level of conviction changed, and we felt that other opportunities offered more compelling risk adjusted
returns. In addition to Casio and Nine Entertainment, we exited five investments in 2016 (Mineral Resources, Seven Group, WH
Group, Iida, HIROSE Electric), as we reallocated capital towards more discounted businesses described above.
Portfolio Outlook
While the portfolio posted strong performance in 2016, it remains quite discounted, with a price-to-value ratio in the high-60s
at year-end. As we look across the globe for potential investments, we believe Asia continues to provide one of the greatest
opportunities to invest in high-quality businesses, led by aligned management teams with capital allocation prowess. Hong Kong,
Japan, and other Asian markets remain cheap on an absolute and relative basis, as shown below. In Hong Kong, the market is still
trading at just over book value, and the earnings yield (1/PE) is 5x the 10-year sovereign bond yield. The Japanese market is trading
below historical averages at 1.3x book, and the earnings yield is 6.6% vs. 0.04% yield for Japanese 10-year sovereign bonds. We are
almost fully invested with about 6% cash at the end of 2016, and we have a number of opportunities under evaluation. (See chart on
next page)
We are currently in a period of high uncertainty with bond yields reversing years of shrinking yields, Asian currencies weakening
relative to the USD, and political and trade policies left in question after the U.S. election. Increased rhetoric by President-elect
Trump over China and trade protectionism has increased risks in Asia, which we have incorporated into our assessment of our
current and prospective investments.
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Valuation Indicators
30-Dec-16
Countries

LTM
P/B

NTM
P/FE

NTM
EY

LTM
DY

Bond 		
Yield
Spread P/Sales

HKG		

1.02

9.69

10.3%

2.18%

1.85%

0.34%

Korea		

1.03

10.16

9.8%

1.46%

2.09%

-0.63% 0.63

Singapore

1.11

12.73

7.9%

3.76%

2.55%

1.21%

1.51

Japan		

1.26

15.09

6.6%

2.09%

0.04%

2.06%

0.73

Germany

1.73

13.95

7.2%

2.51%

0.20%

2.31%

0.75

UK		

1.86

14.48

6.9%

3.24%

1.09%

2.15%

1.31

Australia

1.77

15.76

6.3%

4.10%

2.76%

1.34%

1.70

US		

2.66

17.75

5.6%

1.95%

2.44%

-0.50% 1.75

China		

2.61

18.31

5.5%

0.98%

3.07%

-2.09%

1.01

1.96

Source: FactSet

Volatility allows us to exploit mispricing of assets caused by swings in fear and greed; it has been an ongoing ally in generating
excess returns for the Fund. This current uncertainty is creating opportunity for us to invest in companies that have been overly
discounted relative to our appraisals. We will continue to focus on owning companies with superior assets, strong balance sheets,
and defensible businesses run by management partners focused on growing intrinsic value per share throughout the business cycle.
In 2016, our total returns were marginally affected by adverse moves in exchange rates by about 0.5% for the year. We have
continued to leave our foreign currency exposures unhedged, as we do not believe they are materially overvalued, as measured
through purchasing power parity. The devaluation of the Chinese Yuan in the last year posed a headwind for our returns on
Chinese investments, which we hope to compensate for by investing in Chinese companies that are compounding value faster when
translated into USD.
The same themes that underlined our desire to launch the Fund two years ago are still in place, and we expect them to continue to
create opportunities to achieve superior risk adjusted returns.

See following pages for important disclosures.

7

This document is for informational purposes only and is not an offering of the Longleaf Partners UCITS Funds. Any performance is
for illustrative purposes only. Current data may differ from data quoted.
No shares of the Longleaf Partners Asia Pacific UCITS Fund (“Fund”) may be offered or sold in jurisdictions where such offer or sale is
prohibited. Investment in the Fund may not be suitable for all investors. Potential eligible investors in the Fund should read the prospectus
and the Key Investor Information Document (KIID) carefully, considering the investment objectives, risks, charges, and expenses of the
product, before making any investment decision. The value of investments, and the income from them, may fall or rise and investors may
get back less than they invested. Past performance is no guarantee of future performance. Investment in the Fund may not be suitable for
all investors. This document does not constitute investment advice – investors should ensure they understand the legal, regulatory and tax
consequences of an investment in the Fund. Any subscription may only be made on the terms of the Prospectus and subject to completion
of a subscription agreement.
Important information for Australian investors:
Southeastern Asset Management, Inc. (“Southeastern”) and Southeastern Asset Management, Inc. Australia Branch, ARBN 155383850, a
US company (“Southeastern Australia Branch”), have authorised the issue of this material for use solely by wholesale clients (as defined
in the Corporations Act 2001 (Cth)) of Southeastern or of any of its related bodies corporate. By accepting this material, a wholesale
client agrees not to reproduce or distribute any part of the material, nor make it available to any retail client, without Southeastern’s
prior written consent. Southeastern and Southeastern Australia Branch are exempt from the requirement to hold an Australian financial
services licence (AFSL) under the Corporations Act 2001 (Cth) in respect of financial services, in reliance on ASIC Class Order 03/1100,
a copy of which may be obtained at the web site of the Australian Securities and Investments Commission, http://www.asic.gov.au. The
class order exempts bodies regulated by the US Securities and Exchange Commission (SEC) from the requirement to hold an AFSL where
they provide financial services to wholesale clients in Australia on certain conditions. Financial services provided by Southeastern are
regulated by the SEC, which are different from the laws applying in Australia.
Important information for Japanese investors:
This Material is provided for information purposes only. This does not, and is not intended to constitute an invitation, solicitation,
marketing, or an offer of Southeastern Asset Management, Inc.’s (“Southeastern”) products and services in Japan, whether to wholesale
or retail investors, and accordingly should not be construed as such. By receiving this material, the person or entity to whom it has been
provided understands, acknowledges and agrees that: (i) this material has not been registered, considered, authorized or approved by
regulators in Japan; (ii) Southeastern Asset Management, Inc. nor persons representing Southeastern Asset Management, Inc. are not
authorized or licensed by Japan authorities to market or sell Southeastern’s products and services in Japan; and (iii) this material may not
be provided to any person other than the original recipient and is not for general circulation in Japan.
Important information for Swiss investors:
This document is for informational purposes only and is not an offering of the Longleaf UCITS Funds. The jurisdiction of origin for the
Longleaf Partners UCITS Funds is Ireland. The representative for Switzerland is ACOLIN Fund Services, Ltd., Stadelhoferstrasse 18, 8001
Zurich. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1, 8022 Zurich. The Prospectus, the KIID, the Trust
Deed, as well as the annual and semi-annual reports may be obtained free of charge from the representative in Switzerland. The current
document is intended for informational purposes only and shall not be used as an offer to buy and/or sell shares. The performance shown
does not take account of any commissions and costs charged when subscribing to and redeeming shares. Past performance may not be a
reliable guide to future performance.
For Korean Residents Only:
Southeastern Asset Management, Inc. (“Southeastern”) makes no representation with respect to the eligibility of any recipients of this
Material to acquire Southeastern’s services and products under the Laws of Korea, including, without limitation, the Foreign Exchange
Transaction Law and regulations thereunder. Southeastern has not been registered with the Financial Services Commission of Korea (the
“FSC”) in Korea under the Financial Investment Services and Capital Markets Act of Korea, and Southeastern’s services and products
may not be offered, sold or delivered, or offered or sold to any person for reoffering or resale, directly or indirectly, in Korea or to any
resident of Korea except pursuant to applicable laws and regulations of Korea. Furthermore, Southeastern’s products may not be resold to
Korean residents unless the purchaser of the interests complies with all applicable regulatory requirements (including, without limitation,
governmental approval requirements under the Foreign Exchange Transaction Law and its subordinate decrees and regulations).
Important information for Belgian investors:
This document and the information contained herein are private and confidential and are for the use on a confidential basis only by the
persons to whom such material is addressed. This document does not constitute and may not be construed as the provision of investment
advice, an offer to sell, or an invitation to purchase, securities in any jurisdiction where such offer or invitation is unauthorized. The
Longleaf Partners UCITS Fund has not been and will not be registered with the Belgian Financial Services and Markets Authority (Autoriteit voor financiële diensten en markten/Autorité des services et marchés financiers) as a foreign collective investment undertaking under
Article 127 of the Belgian Law of 20 July 2004 on certain forms of collective management of investment portfolios. The offer in Belgium has
not been and will not be notified to the Financial Services and Markets Authority, nor has this document been nor will it be approved by
the Belgian Financial Services and Markets Authority. The shares issued by the Fund shall, whether directly or indirectly, only be offered,
sold, transferred or delivered in Belgium to individuals or legal entities who are Institutional or Professional Investors” in the sense of
Article 5§3 of the Belgian Law of 20 July 2004 on certain forms of collective management of investment portfolios (as amended from time
to time), acting for their own account and the offer requires a minimum consideration of €250,000 per investor and per offer. Prospective
investors are urged to consult their own legal, financial and tax advisers as to the consequences that may arise from an investment in the
Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE REGISTERED WITH ANY SECURITIES EXCHANGE
COMMISSION OR OTHER SIMILAR AUTHORITY IN BRAZIL, INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE COMMISSION
(COMISSÃO DE VALORES MOBILIÁRIOS - “CVM”). SUCH PRODUCTS WILL NOT BE DIRECTLY OR INDIRECTLY OFFERED OR SOLD
WITHIN BRAZIL THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY BRAZILIAN LAW AND BY THE RULES ISSUED BY CVM,
INCLUDING LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME TO TIME, OR ANY OTHER
LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE.
ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN LAWS AND REGULATIONS AND BY THE RULES
ISSUED BY THE CVM, INCLUDING LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME
TO TIME, OR ANY OTHER LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE, MUST NOT BE PERFORMED WITHOUT SUCH
PRIOR REGISTRATION. PERSONS WISHING TO ACQUIRE THE PRODUCTS OFFERED HEREUNDER IN BRAZIL SHOULD CONSULT WITH
THEIR OWN COUNSEL AS TO THE APPLICABILITY OF THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION THEREFROM.
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[WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND SOLICITATION IS LIMITED TO QUALIFIED INVESTORS AS DEFINED BY CVM
RULE NO. 409 (AUG. 18, 2004), AS AMENDED FROM TIME TO TIME OR AS DEFINED BY ANY OTHER RULE THAT MY REPLACE IT IN
THE FUTURE. THIS DOCUMENT IS CONFIDENTIAL AND INTENDED SOLELY FOR THE USE OF THE ADDRESSEE AND CANNOT BE
DELIVERED OR DISCLOSED IN ANY MANNER WHATSOEVER TO ANY PERSON OR ENTITY OTHER THAN THE ADDRESSEE.
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a solicitation for investments from members of
the public in terms of CISCA and do not constitute an offer to the public as contemplated in section 99 of the Companies Act. The addressee acknowledges that it has received this Document and any of its Supplement(s) in the context of a reverse solicitation by it and that this
Document and any of its Supplement(s) have not been registered with any South African regulatory body or authority. A potential investor
will be capable of investing in only upon conclusion of the appropriate investment agreements. This document is provided to you for
informational purposes only. For more information, including a prospectus and simplified prospectus, potential eligible investors should
call Gwin Myerberg at 44 (0)20 7479 4212 or gmyerberg@SEasset.com. Ms. Myerberg is a Representative employed by Southeastern Asset
Management, which accepts responsibility for her actions within the scope of her employment. Potential eligible investors should read the
prospectus and simplified prospectus carefully, considering the investment objectives, risks, charges, and expenses of the product, before
making any investment decision. Past performance is no guarantee of future performance. The value of investments, and the income from
them, may fall or rise and investors may get back less than they invested. Southeastern Asset Management is an authorized financial
services provider with FSP No. 42725.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated investors: (a) upon their request and confirmation that they understand that neither Southeastern Asset Management, Inc. nor the Longleaf Partners Global UCITS Fund have been
approved or licensed by or registered with the United Arab Emirates Central Bank (“UAE Central Bank”), the Securities and Commodities
Authority (“SCA”), the Dubai Financial Services Authority (“DFSA”) or any other relevant licensing authorities or governmental agencies in
the United Arab Emirates (including the DIFC),nor has the placement agent, if any, received authorization or licensing from the UAE
Central Bank, SCA, the DFSA or any other relevant licensing authorities or governmental agencies in the United Arab Emirates (including
the DIFC); (b) on the condition that it will not be provided to any person other than the original recipient, is not for general circulation in
the United Arab Emirates (including the DIFC) and may not be reproduced or used for any other purpose; and (c) on the condition that no
sale of securities or other investment products in relation to or in connection with either Southeastern Asset Management, Inc. or the
Longleaf Partners Global UCITS Fund is intended to be consummated within the United Arab Emirates (including in the DIFC). Neither the
UAE Central Bank, SCA nor the DFSA have approved this document or any associated documents, and have no responsibility for them. The
shares in the Longleaf Partners Global UCITS Fund are not offered or intended to be sold directly or indirectly to retail investors or the
public in the United Arab Emirates (including the DIFC). No agreement relating to the sale of the shares is intended to be consummated in
the United Arab Emirates (including the DIFC). The shares to which this document may relate may be illiquid and/or subject to restrictions
on their resale. Prospective investors should conduct their own due diligence on the shares. If you do not understand the contents of this
document you should consult an authorized financial advisor.
Important information for UK investors:The KIID and Full Prospectus (including any supplements) for this fund are available from
Southeastern Asset Management International (UK) Limited which is authorized and regulated by the Financial Conduct Authority in the
United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a) persons who have professional experience in
matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 (as amended) (the “Order”) or (b) high net worth entities and other persons to whom it may be otherwise lawfully be communicated,
falling within Article 49(2) of the Order (all such persons being referred to as “relevant persons”). This document must not be acted on
or relied on by persons who are not relevant persons. Any investment activity to which this document relates is available only to relevant
persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this document
or any of its contents.
Important information for Hong Kong investors:The contents of this Confidential Memorandum have not been reviewed nor endorsed
by any regulatory authority in Hong Kong. Hong Kong residents are advised to exercise caution in relation to this offer. An investment in
the Fund (“Fund”) may not be suitable for everyone and involves risks. Offering documents should be read for further details including
the risk factors. If you are in any doubt about the contents of this Confidential Memorandum, you should consult your stockbroker, bank
manager, solicitor, accountant or other financial adviser for independent professional advice. The Fund is not authorized by the Securities
and Futures Commission (“SFC”) in Hong Kong pursuant to Section 104 of the Securities and Futures Ordinance (Cap 571, Laws of Hong
Kong) (“SFO”). This Confidential Memorandum has not been approved by the SFC in Hong Kong, nor has a copy of it been registered with
the Registrar of Companies in Hong Kong and, must not, therefore, be issued, or possessed for the purpose of issue, to persons in Hong
Kong other than (1) professional investors within the meaning of the SFO (including professional investors as defined by the Securities
and Futures (Professional Investors) Rules); or (2) in circumstances which do not constitute an offer to the public for the purposes of the
Companies Ordinance (Cap 32, Laws of Hong Kong) or the SFO. Past performance is not indicative of future performance. This Confidential
Memorandum is distributed on a confidential basis and may not be reproduced in any form or transmitted to any person other than
the person to whom it is addressed. No shares in the Fund will be issued to any person other than the person to whom this Confidential
Memorandum has been addressed and no person other than such addressee may treat the same as constituting an invitation for him to
invest.
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The Asia Pacific UCITS Fund gained 14.58% (net of fees) for the quarter ended September 2016, compared to a return of 9.25% for
the MSCI AC Asia Pacific Index. The year-to-date (YTD) return through September 2016 is 16.25%, roughly double the index’s 8.17%.
During the quarter, a number of our investments rebounded from lows reached in the past year, including our Macau gaming, Hong
Kong real estate, and some Japanese companies.

Portfolio Returns at 9/30/16 - Net of Fees
		

Cumulative Returns					 YTD
APAC UCITS (Class I USD)		+16.25%

3Q16

One Year

+14.58%

+29.47%

Annualized

Since Inception

Since 30/6/15
+6.94%		

2/12/14
+6.19%

MSCI AC Asia Pacific Index

+8.17

+9.25

+15.67

-1.01

+2.48

Relative Returns

+8.08

+5.33

+13.80

+7.95

+3.71

The five quarters since June 2015 have been marked by a period of high volatility in Asia, primarily caused by concerns over the
Chinese economy, a collapse in commodity prices, currency volatility, and an unwind of quantitative easing. Below is a chart of our
journey through the turbulence in Asian capital markets since we started the Fund in December 2014. With a significant portion of
our net worth invested in the Fund, every capital allocation decision has a meaningful impact on us personally. While the ride has
been bumpy, we took advantage of the volatility to allocate capital to businesses with the highest prospective risk adjusted returns.
By trimming or selling top performers and reallocating to the most discounted and highest quality companies, particularly during
periods of market pessimism, we were able to outperform.

Average Annual Total Returns (30/9/16): Since Inception (2/12/14): 6.19%, One Year: 29.47%
This document is for informational purposes only and is not an offering of the Longleaf Partners Asia Pacific UCITS Fund and does not constitute legal or investment advice. Any
performance information is for illustrative purposes only. Current data may differ from data quoted.No shares of the Longleaf Partners Asia Pacific UCITS Funds may be
offered or sold in jurisdictions where such offer or sale is prohibited. Investment in the UCITS Funds may not be suitable for all investors. Prospective investors should
review the Key Investor Information Document (KIID), Annual and Semi-Annual Reports, Prospectus, including the risk factors in the Prospectus, before making a decision
to invest. Past performance is no guarantee of future performance, the value of investments, and the income from them, may fall or rise and investors may get back less
than they invested. Any subscription may only be made on the terms of the Prospectus and subject to completion of a subscription agreement.Each index is unmanaged
and the returns include the reinvestment of all dividends, but do not reflect the payment of transaction costs, fees or expenses that are associated with an investment in a
fund. An index’s performance is not illustrative of a fund’s performance. You cannot invest in the index.Please note that the information herein represents the opinion of the
portfolio managers and these opinions may change at any time from time to time.
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Last quarter, we wrote that actively managed Asian equities were among the most compelling investment opportunities globally. In
particular, Hong Kong equities stood out for their absolute and relative cheapness. The Hong Kong stock market was trading below
book value and was almost 30% cheaper than its previous low during the depths of the financial crisis in March 2009, and real estate
and Macau gaming sectors were particularly discounted. During the third quarter, we began to see some initial signs of a rebound.
The Hong Kong stock market had its best three month performance since 2009, with the Hang Seng Index rising 12%, while our Hong
Kong holdings gained 18%. Despite this strong performance, however, Hong Kong, Japan, and other Asian markets remain cheap on
an absolute and relative basis, as shown below. In Hong Kong, the market is still trading at just over book value, and the earnings
yield (1/PE) is 10x the 10-year sovereign bond yield. The Japanese market is trading below historical averages at 1.3x book, and the
earnings yield is 7% vs. a negative 0.1% yield for Japanese 10-year sovereign bonds.

Hong Kong Real Estate Opportunity
Among the compelling opportunities we see in Asia are Hong Kong publicly listed property companies. Prices are elevated in
Hong Kong REITS and individual property transactions, but publicly listed property companies remain heavily discounted. High
valuations among REITS are being caused by record low bond yields, which have driven fixed income investors and “low volatility”
ETF funds to buy “bond-like” equities – i.e., stocks with low betas and high dividend yields, such as REITS. According to Nomura
Securities, the percentage of equities held by global income and credit funds has almost doubled in the last year – from 7.1% of AUM
in November 2015 to 12.6% of AUM in September 2016.
In contrast to high REIT valuations, we have been able to invest in Hong Kong publicly listed property companies at heavily
discounted valuations. Our companies develop and own commercial and residential properties, but unlike REITS, which must return
most of their free cash flow through dividends, publicly listed property company dividends are determined by management’s view on
the best use of capital. Because their dividends are not fixed, they trade at higher betas and lower earnings multiples. For example,
we own Cheung Kong Property Holdings (CK Property), one of the largest developers in Hong Kong, with an extensive portfolio in
Hong Kong, mainland China and other countries. The company has a dividend yield of 2.5%, a beta of 1.1, and a P/E of 11.7x. By
contrast, LINK, the largest REIT in Asia, has a 3.6% dividend yield, a beta of 0.5, and a P/E of 25.2x.
Historic low interest rates also have resulted in record high prices of real estate transactions in Hong Kong. Unlike in other markets,
however, Hong Kong property companies trade at massive discounts to their underlying NAV. The arbitrage between prices implied
in the capital markets and the prices at which physical real estate transacts in Hong Kong has never been wider, as can be seen in the
chart on the following page.
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In addition to historic low interest rates, a factor causing Hong Kong office buildings to be sold in record volumes at record prices
is an increasing number of mainland Chinese buyers. These firms are willing to pay a premium to establish a presence in Asia’s
premiere financial capital and invest in the perceived safety of Hong Kong, where currency is pegged to the U.S. dollar, to avoid
currency devaluation risk and capital controls. The volume of Hong Kong transactions has grown as the Renminbi has depreciated.
Also, the expansion of permitted investments by the Chinese Insurance Regulatory Commission to include overseas real estate adds
further demand for Hong Kong commercial real estate – which is often the first overseas investment made by mainland insurance
companies.
Properties are trading at gross rental yields below 3%, and in some cases, below 2%. The press has reported that CK Property has
received offers for its “The Center” office building in Central, Hong Kong for $4.8 billion dollars, or $3,800 per square foot. This
represents 17% of CK Property’s total market capitalization and a gross rental yield of 2.45%. We conservatively appraise the Center
at $1,700 per square foot, using a 5% gross cap rate. As the table below indicates, multiple properties have traded at similar levels,
with the most recent being Henderson Land’s Golden Centre at a 2% gross yield. Even larger transactions are in the pipeline at
similarly high valuations.

4

The companies we own are exploiting the arbitrage between the record low cap rates in the physical markets and the high cap rates
at which high beta property developers currently trade in the stock market. Our largest Hong Kong real estate investment is New
World Development (NWD), which trades at 0.5x book value with a beta of 1.1. NWD’s stock valuation, with an approximately 7.3%
EBITDA yield (excluding construction in progress in New World Centre, worth almost 40% of the market cap) is a bargain compared
to buildings being sold for sub-2% EBITDA yield.
In August, NWD successfully completed the privatization of listed subsidiary New World China Land at 0.7x the independently
appraised NAV. The company funded this privatization by selling physical real estate in China at 1.7x book value, a premium to our
appraisal. Management subsequently invested in U.S. dollar perpetual bonds of a listed Chinese real estate developer that pays
yields of 9%, 10%, and 12% respectively over the next three years. Last year, NWD sold half of its Hong Kong hotels to ADIA, a Middle
Eastern sovereign wealth fund, at 32x earnings and $1.34mm/key, multiples which were higher than what could have been achieved
in the public capital markets.
Opportunistic Hong Kong landlords, including our management partners, are selling record amounts of commercial real estate at
high prices. We would expect managements to return capital to shareholders and increase value per share primarily by reinvesting
sales proceeds into repurchases of companies’ higher yielding, deeply discounted stock. This is already occurring, as we have seen
increased share buyback activity by HK property companies this year as shown in the chart below.
Japanese domestic consolidation
One investment theme we have discussed in prior letters and taken advantage of in the portfolio is the consolidation of fragmented
industries in Japan by dominant small-to-mid cap players through either M&A or organic market share gains. Dominant players
are growing market share at the expense of smaller operators, and this process tends to accelerate during tough economic times.
Although an industry segment may not grow, emerging dominant players are capable of achieving multi-year growth through
consolidation and market share gains. By contrast, large cap Japanese companies tend to already dominate their domestic markets
and are forced to go overseas in search of growth, which often fails to achieve a satisfactory return on invested capital.
As an example of this consolidation trend, our portfolio holding Coca Cola East Japan announced its planned merger with Coca Cola
West Japan this month, highlighting the growth and consolidation still available in fragmented industries. This merger marks the
consolidation of Coca Cola bottlers in Japan from seventeen at the turn of the century to five today. The merged entity will deliver
86% of the volume sold by the Coca Cola system in Japan, serving 110 million consumers and making it the world’s third largest
Coca-Cola bottler in terms of revenue. Earnings growth will be bolstered by significant synergies and continued consolidation of the
non-alcoholic beverage industry in Japan.
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We are attracted to these dominant small-to-mid cap players in fragmented industries, run by entrepreneurial owner managers
focused on returns, and prefer companies that are under-followed by sell side broker research. Three of our recent investments in
Japan – JIN Co., Minebea, and an undisclosed new position – are examples of these market consolidators run by strong partners.
JIN, the optical retailer that has an overwhelming advantage from economies of scale, is steadily increasing market share in Japan at
very attractive incremental margins at the expense of smaller operators.
Last December, Minebea announced the purchase of electronic parts maker Mitsumi Electric at very accretive multiples. We believe
Minebea will recognize negative goodwill in this transaction, as it is paying less than fair market value for the business. In midSeptember, Minebea entered into a capital alliance with Iwasaki Electric and purchased 3.8% of the company to become the largest
shareholder at an attractive 0.14x EBITDA, or a 0.1x sales multiple. Minebea’s strong market position and financial resources allow it
to make acquisitions and gain technical competencies cheaply, while also improving market dominance and competitive positioning.
Portfolio Update

*Melco International includes contributions from Melco Crown Entertainment Limited and Melco
International Development Limited.

Melco, Minebea, and New World Development were our top contributors in the third quarter, while top detractors included Australian
childcare center operator G8 Education, skin care company L’Occitane International, and Malaysian gaming operator Genting
Berhad. We exited WH Group and Seven Group as their prices approached our values and we identified more attractive opportunities.
We added two new undisclosed investments in Japan and one in Australia. We will discuss these in more detail in the future. We
took advantage of the short-lived market panic post-Brexit by adding to CK Hutchison, whose price fell as a result of its significant
operations in the United Kingdom. We also increased exposure to L’Occitane on price weakness. We trimmed our exposure to
SoftBank, Vipshop, and Minebea to take advantage of price gains. Our allocation to companies domiciled in Japan increased over
the quarter, as we were able to identify more good companies that were caught in the market sell-off. The price-to-value ratio of our
portfolio is in the low 60% range, and our cash level is low.
Melco International (+42%) and Melco Crown (+28%) together were the top contributors during the quarter as sentiment towards
Macau improved, driven by positive gross gaming revenue growth for the market in the quarter. In fact, August was the first month
with positive YOY revenue growth since May 2014. Two new properties, Wynn Palace and the Parisian (Sands China) opened during
the quarter, helping to grow the market. The higher margin mass segment increased 5% in the quarter, as the average length of stay
of Chinese customers improved with increased hotel capacity in the market.
At Melco Crown, we have begun to see improvements in Studio City’s performance since the end of the second quarter. CEO Lawrence
Ho said on the last conference call, “Following the implementation of a range of marketing and other initiatives, together with the
impact of the Cotai Connection (shuttle bus), we have seen some meaningful improvement in operating and financial metrics in July
at Studio City. In July, daily property visitation has increased over 40% and mass table yields have expanded almost 30%, when
compared to the second quarter of 2016. Whilst some of these initiatives which were implemented during the second quarter of 2016
came with some associated costs, we're now seeing the positive impact on profitability, as our customer base expands and yields
improve.”
Melco International consolidated Melco Crown for the first time in Q3 2016, which resulted in a sizable one-time accounting
revaluation gain and helped narrow the “holding company discount” from previous elevated levels. We believe this is just the
beginning of the mass market-led turnaround in Macau, which will be further aided by meaningful improvements in infrastructure
throughout the Pearl River Delta region.
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Minebea (+40%) was the second largest contributor to returns in the quarter. Minebea rapidly rebounded in the quarter, as currency
and Brexit fear headwinds eased, and pessimism surrounding its smartphone backlight business subsided. Quarterly earnings beat
expectations, and the company highlighted the strength of its cash cow ball bearings business, which accounts for the majority
of cash flow and of our appraisal value. Initial reports of strong iPhone 7 sales also generally improved sentiment towards Apple
component makers like Minebea. Minebea’s proposed merger with Mitsumi received all regulatory approvals, and the merger
appears to be on schedule to close by March 2017. In the meantime, Minebea and Mitsumi have already started collaborating to
generate synergies as soon as possible.
New World Development (+28%), was the third largest contributor to returns in the quarter. The Hang Seng Property Index gained
15.5% in the quarter as Hong Kong property prices rose, recovering from a slump that began in the fourth quarter of 2015. Three
mortgage rate cuts by local banks between April and August helped stimulate the real estate market, offsetting concerns about U.S.
interest rate hikes, and residential transaction volume recovered strongly. The successful privatization of New World China Land
in August at a discount to intrinsic value, strong China property sales, as well as news of pre-leasing a large part of New World
Centre’s office tower to be completed in mid-2017 to global financial institutions increased positive sentiment towards New World
Development.
Australian child care center operator G8 Education (-16%) was the largest detractor in the quarter. While revenues grew 16% in
the first half, EBIT growth of 8.5% disappointed due to unexpected growth in expenses. We believe that it is no coincidence that
expenses grew out of line with revenues while G8 was in the midst of a transition of their CFO. The previous CFO, Chris Sacre,
resigned in February, and the new CFO Gary Carroll joined in July. G8 was missing a full time CFO for much of the first half of 2016.
We will be monitoring G8 to see if they are able to control their future expense growth in line with revenue growth, as they have done
successfully for many years.
L’Occitane International (-3%) was another top detractor, as the company had weak sales. Sales in key European markets were
impacted by the terrorist attacks in Europe. In addition, foreign exchange translation negatively impacted reported numbers. The
fiscal first quarter is typically the weakest for the company due to seasonality. We continue to have confidence in L’Occitane given
its strong brands and shareholder oriented management. Margins are currently depressed due to elevated spending in brand
advertising and emerging brands. Management maintained full year guidance and re-initiated a share repurchase at discounted
prices.
Genting (-5%) missed earnings expectations, after listed subsidiaries Genting Singapore and Genting Plantations announced
weak earnings. Gaming company Genting Singapore had very poor win rates (1.74% vs. theoretical 2.85% win rate), and Genting
Plantations, which owns plantations and real estate developments, saw its palm oil output fall 19% year over year. In addition,
Alzheimer startup TauRX, in which Genting has a 20% stake, reported its Phase III clinical results, which were a disappointment to
the market. We do not ascribe any value to Genting’s TauRx investment and consider this a free option.
Summary
Our strong third quarter return helped drive meaningful absolute and relative YTD and one-year results. High levels of volatility
in Asia over the past twelve months have enabled us to take advantage of each major market swing to improve the quality and
attractiveness of the portfolio. While our returns have been large, our portfolio holdings remain compelling, and we are finding
additional prospective opportunity as the Brexit vote and subsequent movements in interest rates and currencies have negatively
impacted share prices of a number of companies in Asia.
See following page for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf Partners UCITS Funds. Any performance is
for illustrative purposes only. Current data may differ from data quoted.
No shares of the Longleaf Partners Asia Pacific UCITS Fund (“Fund”) may be offered or sold in jurisdictions where such offer or sale is
prohibited. Investment in the Fund may not be suitable for all investors. Potential eligible investors in the Fund should read the prospectus
and the Key Investor Information Document (KIID) carefully, considering the investment objectives, risks, charges, and expenses of the
product, before making any investment decision. The value of investments, and the income from them, may fall or rise and investors may
get back less than they invested. Past performance is no guarantee of future performance. Investment in the Fund may not be suitable for
all investors. This document does not constitute investment advice – investors should ensure they understand the legal, regulatory and tax
consequences of an investment in the Fund. Any subscription may only be made on the terms of the Prospectus and subject to completion
of a subscription agreement.
Important information for Australian investors:
Southeastern Asset Management, Inc. (“Southeastern”) and Southeastern Asset Management, Inc. Australia Branch, ARBN 155383850, a
US company (“Southeastern Australia Branch”), have authorised the issue of this material for use solely by wholesale clients (as defined
in the Corporations Act 2001 (Cth)) of Southeastern or of any of its related bodies corporate. By accepting this material, a wholesale
client agrees not to reproduce or distribute any part of the material, nor make it available to any retail client, without Southeastern’s
prior written consent. Southeastern and Southeastern Australia Branch are exempt from the requirement to hold an Australian financial
services licence (AFSL) under the Corporations Act 2001 (Cth) in respect of financial services, in reliance on ASIC Class Order 03/1100,
a copy of which may be obtained at the web site of the Australian Securities and Investments Commission, http://www.asic.gov.au. The
class order exempts bodies regulated by the US Securities and Exchange Commission (SEC) from the requirement to hold an AFSL where
they provide financial services to wholesale clients in Australia on certain conditions. Financial services provided by Southeastern are
regulated by the SEC, which are different from the laws applying in Australia.
Important information for Japanese investors:
This Material is provided for information purposes only. This does not, and is not intended to constitute an invitation, solicitation,
marketing, or an offer of Southeastern Asset Management, Inc.’s (“Southeastern”) products and services in Japan, whether to wholesale
or retail investors, and accordingly should not be construed as such. By receiving this material, the person or entity to whom it has been
provided understands, acknowledges and agrees that: (i) this material has not been registered, considered, authorized or approved by
regulators in Japan; (ii) Southeastern Asset Management, Inc. nor persons representing Southeastern Asset Management, Inc. are not
authorized or licensed by Japan authorities to market or sell Southeastern’s products and services in Japan; and (iii) this material may not
be provided to any person other than the original recipient and is not for general circulation in Japan.
Important information for Swiss investors:
This document is for informational purposes only and is not an offering of the Longleaf UCITS Funds. The jurisdiction of origin for the
Longleaf Partners UCITS Funds is Ireland. The representative for Switzerland is ACOLIN Fund Services, Ltd., Stadelhoferstrasse 18, 8001
Zurich. The paying agent for Switzerland is NPB Neue Private Bank Ltd., Limmatquai 1, 8022 Zurich. The Prospectus, the KIID, the Trust
Deed, as well as the annual and semi-annual reports may be obtained free of charge from the representative in Switzerland. The current
document is intended for informational purposes only and shall not be used as an offer to buy and/or sell shares. The performance shown
does not take account of any commissions and costs charged when subscribing to and redeeming shares. Past performance may not be a
reliable guide to future performance.
For Korean Residents Only:
Southeastern Asset Management, Inc. (“Southeastern”) makes no representation with respect to the eligibility of any recipients of this
Material to acquire Southeastern’s services and products under the Laws of Korea, including, without limitation, the Foreign Exchange
Transaction Law and regulations thereunder. Southeastern has not been registered with the Financial Services Commission of Korea (the
“FSC”) in Korea under the Financial Investment Services and Capital Markets Act of Korea, and Southeastern’s services and products
may not be offered, sold or delivered, or offered or sold to any person for reoffering or resale, directly or indirectly, in Korea or to any
resident of Korea except pursuant to applicable laws and regulations of Korea. Furthermore, Southeastern’s products may not be resold to
Korean residents unless the purchaser of the interests complies with all applicable regulatory requirements (including, without limitation,
governmental approval requirements under the Foreign Exchange Transaction Law and its subordinate decrees and regulations).
Important information for Belgian investors:
This document and the information contained herein are private and confidential and are for the use on a confidential basis only by the
persons to whom such material is addressed. This document does not constitute and may not be construed as the provision of investment
advice, an offer to sell, or an invitation to purchase, securities in any jurisdiction where such offer or invitation is unauthorized. The
Longleaf Partners UCITS Fund has not been and will not be registered with the Belgian Financial Services and Markets Authority (Autoriteit voor financiële diensten en markten/Autorité des services et marchés financiers) as a foreign collective investment undertaking under
Article 127 of the Belgian Law of 20 July 2004 on certain forms of collective management of investment portfolios. The offer in Belgium has
not been and will not be notified to the Financial Services and Markets Authority, nor has this document been nor will it be approved by
the Belgian Financial Services and Markets Authority. The shares issued by the Fund shall, whether directly or indirectly, only be offered,
sold, transferred or delivered in Belgium to individuals or legal entities who are Institutional or Professional Investors” in the sense of
Article 5§3 of the Belgian Law of 20 July 2004 on certain forms of collective management of investment portfolios (as amended from time
to time), acting for their own account and the offer requires a minimum consideration of €250,000 per investor and per offer. Prospective
investors are urged to consult their own legal, financial and tax advisers as to the consequences that may arise from an investment in the
Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE REGISTERED WITH ANY SECURITIES EXCHANGE
COMMISSION OR OTHER SIMILAR AUTHORITY IN BRAZIL, INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE COMMISSION
(COMISSÃO DE VALORES MOBILIÁRIOS - “CVM”). SUCH PRODUCTS WILL NOT BE DIRECTLY OR INDIRECTLY OFFERED OR SOLD
WITHIN BRAZIL THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY BRAZILIAN LAW AND BY THE RULES ISSUED BY CVM,
INCLUDING LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME TO TIME, OR ANY OTHER
LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE.
ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN LAWS AND REGULATIONS AND BY THE RULES
ISSUED BY THE CVM, INCLUDING LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME
TO TIME, OR ANY OTHER LAW OR RULES THAT MAY REPLACE THEM IN THE FUTURE, MUST NOT BE PERFORMED WITHOUT SUCH
PRIOR REGISTRATION. PERSONS WISHING TO ACQUIRE THE PRODUCTS OFFERED HEREUNDER IN BRAZIL SHOULD CONSULT WITH
THEIR OWN COUNSEL AS TO THE APPLICABILITY OF THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION THEREFROM.
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[WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND SOLICITATION IS LIMITED TO QUALIFIED INVESTORS AS DEFINED BY CVM
RULE NO. 409 (AUG. 18, 2004), AS AMENDED FROM TIME TO TIME OR AS DEFINED BY ANY OTHER RULE THAT MY REPLACE IT IN
THE FUTURE. THIS DOCUMENT IS CONFIDENTIAL AND INTENDED SOLELY FOR THE USE OF THE ADDRESSEE AND CANNOT BE
DELIVERED OR DISCLOSED IN ANY MANNER WHATSOEVER TO ANY PERSON OR ENTITY OTHER THAN THE ADDRESSEE.
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a solicitation for investments from members of
the public in terms of CISCA and do not constitute an offer to the public as contemplated in section 99 of the Companies Act. The addressee acknowledges that it has received this Document and any of its Supplement(s) in the context of a reverse solicitation by it and that this
Document and any of its Supplement(s) have not been registered with any South African regulatory body or authority. A potential investor
will be capable of investing in only upon conclusion of the appropriate investment agreements. This document is provided to you for
informational purposes only. For more information, including a prospectus and simplified prospectus, potential eligible investors should
call Gwin Myerberg at 44 (0)20 7479 4212 or gmyerberg@SEasset.com. Ms. Myerberg is a Representative employed by Southeastern Asset
Management, which accepts responsibility for her actions within the scope of her employment. Potential eligible investors should read the
prospectus and simplified prospectus carefully, considering the investment objectives, risks, charges, and expenses of the product, before
making any investment decision. Past performance is no guarantee of future performance. The value of investments, and the income from
them, may fall or rise and investors may get back less than they invested. Southeastern Asset Management is an authorized financial
services provider with FSP No. 42725.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated investors: (a) upon their request and confirmation that they understand that neither Southeastern Asset Management, Inc. nor the Longleaf Partners Global UCITS Fund have been
approved or licensed by or registered with the United Arab Emirates Central Bank (“UAE Central Bank”), the Securities and Commodities
Authority (“SCA”), the Dubai Financial Services Authority (“DFSA”) or any other relevant licensing authorities or governmental agencies in
the United Arab Emirates (including the DIFC),nor has the placement agent, if any, received authorization or licensing from the UAE
Central Bank, SCA, the DFSA or any other relevant licensing authorities or governmental agencies in the United Arab Emirates (including
the DIFC); (b) on the condition that it will not be provided to any person other than the original recipient, is not for general circulation in
the United Arab Emirates (including the DIFC) and may not be reproduced or used for any other purpose; and (c) on the condition that no
sale of securities or other investment products in relation to or in connection with either Southeastern Asset Management, Inc. or the
Longleaf Partners Global UCITS Fund is intended to be consummated within the United Arab Emirates (including in the DIFC). Neither the
UAE Central Bank, SCA nor the DFSA have approved this document or any associated documents, and have no responsibility for them. The
shares in the Longleaf Partners Global UCITS Fund are not offered or intended to be sold directly or indirectly to retail investors or the
public in the United Arab Emirates (including the DIFC). No agreement relating to the sale of the shares is intended to be consummated in
the United Arab Emirates (including the DIFC). The shares to which this document may relate may be illiquid and/or subject to restrictions
on their resale. Prospective investors should conduct their own due diligence on the shares. If you do not understand the contents of this
document you should consult an authorized financial advisor.
Important information for UK investors:The KIID and Full Prospectus (including any supplements) for this fund are available from
Southeastern Asset Management International (UK) Limited which is authorized and regulated by the Financial Conduct Authority in the
United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a) persons who have professional experience in
matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001 (as amended) (the “Order”) or (b) high net worth entities and other persons to whom it may be otherwise lawfully be communicated,
falling within Article 49(2) of the Order (all such persons being referred to as “relevant persons”). This document must not be acted on
or relied on by persons who are not relevant persons. Any investment activity to which this document relates is available only to relevant
persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this document
or any of its contents.
Important information for Hong Kong investors:The contents of this Confidential Memorandum have not been reviewed nor endorsed
by any regulatory authority in Hong Kong. Hong Kong residents are advised to exercise caution in relation to this offer. An investment in
the Fund (“Fund”) may not be suitable for everyone and involves risks. Offering documents should be read for further details including
the risk factors. If you are in any doubt about the contents of this Confidential Memorandum, you should consult your stockbroker, bank
manager, solicitor, accountant or other financial adviser for independent professional advice. The Fund is not authorized by the Securities
and Futures Commission (“SFC”) in Hong Kong pursuant to Section 104 of the Securities and Futures Ordinance (Cap 571, Laws of Hong
Kong) (“SFO”). This Confidential Memorandum has not been approved by the SFC in Hong Kong, nor has a copy of it been registered with
the Registrar of Companies in Hong Kong and, must not, therefore, be issued, or possessed for the purpose of issue, to persons in Hong
Kong other than (1) professional investors within the meaning of the SFO (including professional investors as defined by the Securities
and Futures (Professional Investors) Rules); or (2) in circumstances which do not constitute an offer to the public for the purposes of the
Companies Ordinance (Cap 32, Laws of Hong Kong) or the SFO. Past performance is not indicative of future performance. This Confidential
Memorandum is distributed on a confidential basis and may not be reproduced in any form or transmitted to any person other than
the person to whom it is addressed. No shares in the Fund will be issued to any person other than the person to whom this Confidential
Memorandum has been addressed and no person other than such addressee may treat the same as constituting an invitation for him to
invest.
Important information for Singapore investors: Current performance may be lower or higher than the performance quoted. Past
performance is no guarantee of future results, fund prices fluctuate, and the value of an investment at redemption may be worth more
or less than the purchase price. Before investing, please read the Prospectus and Summary Prospectus carefully to learn more about
the investment objectives, risks, charges and expenses of the Funds. This document is addressed solely to and is for the exclusive use of
INSERT NAME (Control No. S-01-16). Any offer or invitation in respect of the Fund is capable of acceptance only by the above named entity
and is not transferrable. This document may not be distributed or given to any person other than the above named entity and should be
returned if the above named entity decides not to purchase any shares. This document should not be reproduced, in whole or in part. This
is made in reliance on the exemption under section 302C of the Singapore Securities and Futures Act (“Section 302C”). This document
has not been registered as a prospectus with the Monetary Authority of Singapore (MAS). Accordingly, this and any other document or
material may not be circulated or distributed, nor may the Fund’s shares be the subject of an invitation for purchase, whether directly
or indirectly, to persons in Singapore, other than pursuant to Section 302C. Any subscription may only be made on the terms of the
Prospectus and subject to completion of a subscription agreement.
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Asia Pacific UCITS Fund Management Discussion
The Asia Pacific UCITS Fund gained 1.46% for the first half of 2016, outperforming the MSCI AC Asia Pacific
Index, which declined -1.00%. In the quarter ended June 2016, the fund declined -1.72% compared to a return of
+0.70% for the index. Since quarter end, we have had a significant gain that brought the year-to-date (YTD) return
through 15 July 2016 to 6.35% versus 2.74% for the index. During the quarter we took advantage of extremely low
valuations in several Asian markets, including Hong Kong and Japan, to invest in strong businesses at significant
discounts to value.
Portfolio Returns at 30/6/16 – Net of Fees

APAC UCITS (Class I USD)
MSCI AC Asia Pacific Index
Relative Returns

YTD

2Q16

1 Year

+1.46%
-1.00%
+2.46%

-1.72%
+0.70%
-2.42%

-5.07%
-9.63%
+4.56%

Annualized
Since Inception
2/12/14
-1.66%
-2.75%
+1.09%

Based on the relative valuations in global markets and the flight to safety we are seeing, it is clear to us that today,
actively managed Asian equities are among the most compelling investment opportunities globally.
Consider the following market conditions:




Monetary policies and poor economic sentiment have led to historically low, and even negative, long-term
sovereign bond yields.
U.S. equity indices are hitting all-time highs with extraordinary premiums being paid for high yield, low
volatility, “bond-like” equity securities.
Real estate is transacting at historically low cap rates in most global gateway cities, aided by record low bond
yields.

Against this expensiveness in many Western markets, consider the cheapness of equities in Asia:






Nearly half the listed companies in Hong Kong, Singapore, and Japan trade below book value. (In the U.S.,
only 7% of listed companies trade below book, and in the U.K., only 12% of listed companies trade below
book.)
Hong Kong in particular stands out for its absolute and relative cheapness. The market is trading below book
and almost 30% cheaper than it did during the depth of the financial crisis in March 2009.
The positive spread between Hong Kong dividend and bond yields stands at 125 basis points, a recent high;
dividend yields are more than double bond yields.
Over the last 12 months, Asia has been battered by fears over a China meltdown, currency devaluations, energy
and commodity price collapses, emerging markets (EM) fund outflows, the threat of higher U.S. interest rates,
the failure of Abenomics in Japan, and now Brexit, which should have little effect on Asian economies and the
majority of companies in the region.
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Illustrating this cheapness in Asian equities, the below chart shows how the percentage of stocks in Asia trading
below book value has trended up this year, approaching levels seen during the Global Financial Crisis, while at the
same time these ratios in the U.S. have declined.
Comparative Valuation Metrics (as of 30 June 2016)

Over the last year, worries centered on China macro fears have created what we believe to be a once in a blue moon
opportunity to acquire high quality, large cap, rapidly growing companies that serve the Chinese consumer at a
significant discount to intrinsic value. What gets lost in all the gloom and doom surrounding overcapacity, debt
levels, and lower GDP growth in China is the strength in domestic consumption. Retail sales growth in China
accelerated to 10.6% in June and consumption accounted for over 73% of first half 2016 GDP growth.
Amidst the panic, we acquired well-capitalized businesses linked to China consumption in companies such as Baidu,
Global Logistic Properties, Vipshop, and L’Occitane. All these companies have dominant positions in their
respective industries, with wide moats, and are led by owner-operators who took advantage of cheap valuations by
repurchasing shares.
The cheapness of stocks in many Asian markets is not lost on company managements. We are seeing record levels
of buybacks in several countries in Asia as managements take advantage of a historic opportunity to repurchase
shares at extreme lows. The chart on the following page shows this phenomenon playing out in Hong Kong.
We are heavily overweight in Hong Kong given the deep disconnect between price and value, the quality of
businesses listed there, and the heavy concentration of owner-managers who are highly incented to increase
shareholder value. While commercial real estate trades at sub 4% cap rates in key cities globally, including Hong
Kong, public property companies in Hong Kong trade at double-digit cap rates in the capital markets. The spread
between cap rates implied in the stock price of property companies and cap rates at which physical properties
transact has rarely been as wide as it is in Hong Kong. The portfolio owns Hong Kong investments that have
dividend yields as much as five times higher than 10-year sovereign bond yields.
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Source: Asia Insider

In our view, buying select real estate equities in Hong Kong is analogous to buying a deep-in-the-money convertible
bond with a dividend yield of 3-5%, supported by a double-digit earnings before interest, taxes, depreciation and
amortization (EBITDA) yield, and a strike price at 0.5 to 0.6 times net asset value. Having spent the last few days
visiting U.K. property firms post-Brexit, even after a significant drop in share prices in the U.K. property space,
valuations still compare poorly relative to the dividend yield and margin of safety that prevails in Hong Kong
property stocks.
Another area of attractive opportunities is Japan, which has gone from one of the best performing markets over the
past two years to one of the worst year-to-date. The positive market effects of Abenomics seem to have unwound,
the yen has appreciated, and deflation threatens to return, resulting in drastic moves in share prices of some
companies. Yet, capital allocation in Japan is improving rapidly, as evidenced by a record volume of share buybacks
in Japan.
Our weighting in Japan went from 35% at the beginning of 2015 to 16% in the first quarter of 2016 as we allocated
capital to better opportunities elsewhere in Asia, after many of our holdings in Japan increased in value and prices
of Chinese equities dropped sharply. However, in the last quarter we have increased our allocations to Japan through
investing our incremental dollars into two high quality Japanese companies we were able to purchase at discounts
of more than 40% to our estimate of intrinsic value.
The price-to-value ratio of our portfolio is in the high-50s% and our cash level is low. We have personally
contributed additional capital to the fund to take advantage of the historically cheap valuations in Asia. These are
fantastic times for contrarian, long-term, fundamental investors and we are excited about the opportunities we are
finding.
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Portfolio Update:
SoftBank, Great Eagle, and K. Wah International were our top contributors in the second quarter, while results were
negatively affected by weakness in Macau gaming through our investments in Melco International and Melco
Crown Entertainment, coupled with downward revenue guidance at Baidu and the effect of Brexit on CK Hutchison.
Our investments in Baidu and Melco remain among our largest positions, reflecting our conviction in these two
companies and their management teams despite the recent price performance.
SoftBank (+19%) was our largest contributor in the quarter. In addition to the US$5 billion share repurchase
announced in the first quarter, SoftBank raised US$18 billion dollars by selling a stake in Alibaba ($10 billion),
Supercell ($7.7 billion), and GungHo ($0.7 billion) all at values close to or exceeding our estimates of their intrinsic
values. Unexpectedly, Nikesh Arora, President of SoftBank, resigned, as founder Masayoshi Son deferred his
previously planned retirement at age 60. Even more surprising was SoftBank’s proposed acquisition of U.K. based
ARM Holdings that was announced on 18 July 2016 for $31 billion, which translates to thirty-six times forward
EBITDA and forty-four times earnings. These multiples are not cheap by any measure and if this were anyone else
but Masa Son, who is the largest shareholder (19%) of SoftBank and who has a proven track record of 44% IRR
return (twenty-five times) on investment, we would run for the hills. Even excluding Alibaba, Masa Son’s
investment track record has been strong. Their most recent exit of Supercell last month returned 93% IRR and their
sale of GungHo achieved a 32% IRR. Nevertheless, it is always uncomfortable for us to buy into “paradigm shifts”
as Masa Son describes his latest acquisition, and we are evaluating our investment in SoftBank. Masa Son’s ability
to see value where others don’t has proven instrumental to his investment success.
Hong Kong listed developers Great Eagle (+20%) and K. Wah (+12%) were top contributors during the quarter,
as sentiment towards Hong Kong listed real estate developers improved when fears over a rate hike dissipated and
mortgage rates in Hong Kong drifted lower. Great Eagle announced a $2 per share special dividend, greatly
increasing the dividend payout yield, and continued to monetize commercial real estate in San Francisco at sub 4%
cap rates. K. Wah benefited from a significant increase in Chinese residential sales.
The global “risk-off” environment hit the Macau gaming sector hard this quarter. Melco International (-33%) and
Melco Crown (-24%) were detractors as continued fear related to weak short-term results drove Macau gaming
companies down. Melco had weaker performance than peers with disappointing early performance of Studio City,
a new property that opened in Cotai in late 2015. Studio City’s ramp up has been slower than expected, exacerbated
by pedestrian access issues caused by casino construction adjacent to the property, scheduled to be completed in
September, as well as construction of a light rail station behind the property. There is also fear of additional
competition for City of Dreams (Melco’s flagship gaming property in Macau) when neighboring Wynn Palace
opens in August.
We believe that Macau gaming, particularly the more profitable mass gaming, is close to the inflection point where
industry gaming volumes will begin to increase again, as evidenced by growth in overnight visitors from China
which were up 7% in the past 6 months. Melco CEO Lawrence Ho said on the last quarterly earnings call, “We
continue to see the operating environment stabilize in Macau, particularly in the mass market table game segment,
which we believe expanded in the first quarter of 2016 when compared to the prior quarter. With the opening of
Studio City in October, 2015, we have now further increased our exposure to the mass market segment, which we
believe will be the long-term driver of profitability for our Company and the market as a whole." Reflecting his
confidence in the future, Lawrence Ho continued to be active in buying shares personally.
Additionally, Melco Crown returned about $1.2 billion of cash to shareholders in the first five months of this year
through dividends and a large buyback, repurchasing almost 10% of the company and highlighting its severe
undervaluation. Put another way, Melco Crown will have paid out $2.14 per share in cash relative to the $12 share
price, which is the equivalent to a 16% dividend yield. With capital expenditures reducing after Studio City’s
completion and the balance sheet in a strong position, Melco Crown should see sizable growth in free cash flow in
the coming years, and the company is returning this to shareholders in a value accretive way.
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During the quarter, Baidu (-13%) lowered its second quarter guidance by 12% following issues that arose with its
healthcare advertising segment. Government regulators issued new guidance on how online advertising should be
vetted and presented on websites to clarify the difference between paid ads and search results. Baidu suspended
sponsored healthcare ads pending regulatory review and adopted changes that limit paid results to 30% of each
search page. While these changes will likely result in a negative short-term impact, we expect Baidu’s online search
business to continue to grow as it navigates an evolving consumer driven market. While the search business
demonstrates a wide moat and stable source of cash flow, we expect the online travel agency business (through
Baidu’s stake in Ctrip.com) to grow even faster and the structural changes Baidu has made (written about in our 4Q
2015 letter) will result in a second wide-moat business that is compounding value rapidly.
With about 34% of EBITDA coming from the United Kingdom, CK Hutchison’s (-14%) stock price fell, driven
by fear related to Britain voting to leave the European Union. Despite 95% of its U.K. EBITDA coming from very
stable infrastructure and telecom businesses, CK Hutchison’s stock pulled back significantly more than any real
value decline from Brexit and the devaluation of the pound. We took advantage of the price reaction and added
further to CK Hutchison shares.
During the quarter, we initiated three new positions, exited one, and trimmed four. The bulk of our investments
went into two Japanese companies, JIN Co. and Minebea. We exited Mineral Resources as the price rebounded
over the past two quarters, and we trimmed G8 Education, WH Group and Hyundai MOBIS to fund our new
purchases at lower price-to-value ratios. We are fully invested given the compelling opportunities we see across
the region. We have started to re-allocate to opportunities in Japan as prices have become significantly more
attractive and capital allocation has greatly improved, especially in small and mid-cap companies.
JIN Co. is the kind of Japanese company that gets us excited. It is the dominant Japanese player in a fragmented
eyeglass industry and is led by 46% owner-founder Hitoshi Tanaka, who is taking share from smaller competitors
and “mom and pop” shops that don’t have scale compared to JIN. JIN has about 10% market share by revenues
and about 28% share by volume in Japan. By selling 5.6 million pairs of glasses a year at an average price of
roughly US$73 per pair, the company has an overwhelming scale advantage over competitors who sell much lower
volume at an average price of US$220/pair. Privately held MEGANE TOP, with revenues of about $660 million
last year (versus $410 million for JIN), sells only half the volume as JIN, with 2.8 million pairs per year at an
average price of about US$200 per pair. Publicly listed competitor Paris Miki with about $380 million of eyeglass
revenues, sells about 1.2 million units per year and has an average price/pair of US$300 and COGS per pair of
US$100 per pair vs. JIN at $17per pair.
JIN’s competitive advantage in scale allows it to make 74% gross margins on eyeglasses. Most of its production is
overseas, and JIN benefits from a strengthening yen with dollar costs and yen revenues. In Japan, store level
operating profit margin is about 33%, and new stores break even within 10 months (i.e. new store rollout is selffunding). The pipeline for growth in Japan is still long; management believes Japan store count can grow from 308
eyewear stores to 500 stores and $750 million of revenues, which will represent a share of approximately 20% of
revenues and 45-50% of volume. It gives us further comfort that this target is achievable when we look at a
comparable optical shop company in Germany, Fielmann, which has 21% revenue share and 52% volume share,
driven by a similar low cost model with 586 stores operating in Germany with about 80mm people versus 127mm
in Japan. Operating margins are currently depressed by heavy investments in new product launches as well as
geographic expansion in China and the U.S., both which could become attractive markets in the future.
Minebea is a Japanese manufacturer of high precision equipment and components, such as ball bearings, motors,
sensors (used in automobiles, aircrafts, home electronics, PCs, office automation equipment, etc.) and LCD
backlight units (BLU) used in smartphones. Since mid-2015, the share price has declined over 60% because of
concerns about the future of the BLU business, which in fiscal year ending March 2016 accounted for about 40%
of sales but only about 20% of EBITDA and most importantly, only about 2% of our appraisal value.
5

The entire BLU sector is facing headwinds and could possibly be replaced by OLED in several years, although
some industry players, including Minebea, argue otherwise. We have no information edge on the future of BLU,
and its future destiny is not part of our investment thesis. Most of Minebea’s value is driven by its machined
components business, which has 25% operating income margins and is the company’s cash cow. This segment
includes the small ball bearings business (less than 22mm size), which has 60% global market share, and the pivot
assembly business, which has 70% global market share.
Mr. Market pessimistically focuses on BLU and blindly values the whole company at 4.5 times EBITDA, 9 times
price-earnings ratio and 1.1 times book. Even if we write down the entire BLU business now, Minebea’s price looks
compelling. Minebea is led by owner-CEO Yoshihisa Kainuma, whose family holds 7% of the company. During
Kainuma’s tenure as CEO, he has built out the backlight business, turned around the motor business, repurchased
5% of the company, and more than doubled book value per share since 2009. Just last month, he repurchased the
equivalent of another 5% of Minebea by buying back convertible bonds at an attractive discount to our appraisal
value of the company.
The past 12 months have been marked by high levels of volatility in Asia, and we’ve taken advantage of each major
wave of volatility to improve the quality and attractiveness of the portfolio. The recent Brexit vote, subsequent
movements in interest rates, and currencies have negatively impacted the share prices of a number of companies in
Asia. We are busy evaluating these companies whose share prices have been whipsawed by these recent events to
identify potential qualifying candidates for your portfolio.

See following page for important disclosures.
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During the first quarter ended March 2016, the Asia Pacific UCITS Fund returned 3.23% (net of fees), handily outperforming the MSCI
AC Asia Pacific Index’s -1.68% decline. The quarter end numbers mask the significant volatility that occurred during the quarter,
driven by fears around China, which allowed us to take advantage of distressed prices of high quality companies to further upgrade
our portfolio. Since the beginning of the downturn in July 2015, we have been able to successfully navigate the two waves of major
volatility that affected us last summer and again at the beginning of the year, allowing us to outperform the index by around 7%
over that trailing nine-month period. We took advantage of the rare opportunity during the turmoil to buy world class businesses at
deeply discounted prices to position our portfolio for future gains.

Portfolio Returns at 3/31/16 - Net of Fees
Since

Cumulative Returns					 YTD

MTD

01/7/15

APAC UCITS (Class I USD)		
3.23%

10.36%

-3.41%

One Year		

Since Inception

2/12/14

-1.49%		 -0.90%

MSCI AC Asia Pacific Index

-1.68%

8.70%

-10.40%

-9.68%

-4.96%

+/- Benchmark

4.91%

1.66%

6.99%

8.19%

4.06%

One year ago, in our Q1 2015 letter, we outlined a number of
themes that underpinned our investments in the portfolio. We
thought it would be useful to review what the themes were,
and how they played out over the course of the year, especially
given the extreme level of volatility we experienced in the last
12 months.
•

Generational change in management: A number of
Asian private sector companies were established after
World War II by entrepreneurs who are now handing over
leadership to a generation of younger, typically westerneducated leaders, who are more focused on capital
allocation, return on capital, and NAV/share growth.

12 Month Review: Nothing illustrates this point more than
our investments in next generation leaders Victor Li at CK
Hutchison and Cheung Kong Property, Adrian Cheng at
New World Development, and Ryan Stokes at Seven Group
Holdings.
In Q2 2015, Victor Li, arguably the dean of the second
generation of owner-CEOs among Hong Kong conglomerates,
aggressively restructured the group to realize more
shareholder value by merging Cheung Kong with 50% owned
subsidiary Hutchison Whampoa, and spinning off the
property business, Cheung Kong Property. In March 2016,
he initiated the first share repurchase in the history of the
Cheung Kong group in recognition of the significant discount

at which the shares of Cheung Kong Property trade relative to
intrinsic value. Furthermore, disclosure, transparency, and
engagement with shareholders has improved dramatically in
the two years since he took over leadership of the group from
his father Li Ka-shing.
Adrian Cheng, who became CEO of New World Development in
2012, sold half of his Hong Kong hotel portfolio to a sovereign
wealth fund at a high price in 2015, after he was unable to
list them in the public markets at his desired valuation. In
December, he sold five real estate projects in China’s lower tier
cities for over US$3 billion, 70% higher than book value and
significantly higher than our appraisal for the assets. In March
2016, he successfully privatized listed subsidiary New World
China Land at 1x book value, highlighting the large disconnect
between the low valuations of publicly traded property
companies and the high valuation of the underlying physical
real estate.
Ryan Stokes, son of founder Kerry Stokes, took over as CEO
of Australian conglomerate Seven Group Holdings in July
2015, after serving as COO for three years. In the six months
ending December 2015, Stokes bought back 5% of the company
at a deep discount and authorized a further 6% buyback at
attractive prices, demonstrating his belief in the intrinsic
value of the Group and confidence in the business’ ability to
generate strong free cash flows. The shares currently offer us
an almost 8% dividend yield.

Average Annual Total Returns (31/3/16): Since Inception (2/12/14): -0.68%, One Year: -1.49%
This document is for informational purposes only and is not an offering of the Longleaf Partners Asia Pacific UCITS Fund and does not constitute legal or investment advice. Any
performance information is for illustrative purposes only. Current data may differ from data quoted.No shares of the Longleaf Partners Asia Pacific UCITS Funds may be offered
or sold in jurisdictions where such offer or sale is prohibited. Investment in the UCITS Funds may not be suitable for all investors. Prospective investors should review the
Key Investor Information Document (KIID), Annual and Semi-Annual Reports, Prospectus, including the risk factors in the Prospectus, before making a decision to invest.
Past performance is no guarantee of future performance, the value of investments, and the income from them, may fall or rise and investors may get back less than they
invested. Any subscription may only be made on the terms of the Prospectus and subject to completion of a subscription agreement.Each index is unmanaged and the
returns include the reinvestment of all dividends, but do not reflect the payment of transaction costs, fees or expenses that are associated with an investment in a fund. An
index’s performance is not illustrative of a fund’s performance. You cannot invest in the index.Please note that the information herein represents the opinion of the portfolio
managers and these opinions may change at any time from time to time.
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•

Partnership with owner-operators: The vast majority
of our investments (over 80%, as measured by NAV) are
led by managers who are owner operators. We believe
alignment with owner managers is critical, as they tend to
allocate capital in ways that maximize shareholder value.

12 Month Review: This theme was strongly demonstrated by the
number of our owner managers in our portfolio who initiated
large share repurchases, paid out special dividends, and/
or privatized subsidiaries as the discount to intrinsic value
increased. The last 12 months also highlighted the importance
of being invested at the same level as the controlling
shareholder, as a number of privatizations have been
attempted at listed subsidiaries and group holding companies
on terms disadvantageous to minority shareholders, due to
the lack of alignment. Samsung C&T, which was merged with
Cheil Industries last year at disadvantageous merger ratios,
is an example of a company we did not own where minority
owners were penalized. The controlling Lee family owned
very little stock in Samsung C&T, but the family and related
parties owned 79.5% of Cheil Industries. The two companies
were merged at very different PE multiples to the detriment of
Samsung C&T shareholders. While there are numerous cases
of minority shareholders being grossly disadvantaged in Asia,
there are certain jurisdictions in the region – for example,
Hong Kong – which give minority shareholders strong
protection, even stronger than in the United States. In limited
situations, these additional protections can help us gain
enough comfort to invest in companies where the controlling
shareholder is not directly invested. However, our preference is
always to invest alongside the owner operators.
•

China anti-corruption campaign: The anti-corruption
campaign affected companies involved with high-end
luxury consumption, including VIP gaming in Macau,
fashion, alcohol, jewelry, and watches. We bought
companies that we believed were overly discounted,
including mid-tier retailers, as we recognized the anticorruption effort extended to these businesses as well.

12 Month Review: Our investment in Christian Dior paid
off rapidly, and we sold the business within four months
of our initial purchase, as sales proved resilient and price
approached our intrinsic value. We exited Hong Kong
cosmetic retailer Sa Sa International at a slight gain when we
determined that the trend for sales of cosmetics to a largely
Chinese tourist base would likely continue to decline, as the
anti-corruption campaign continued. The slowdown was
exacerbated by the strength of the HK dollar relative to other
regional currencies, which drove Chinese shoppers away from
Hong Kong to Japan, Korea, and Australia. Japan’s relaxation
of visa requirements for Chinese tourists in early 2015 and the
attractiveness of the cheap yen caused Chinese visitor traffic
to Japan to more than double in 2015 (+107%). Our investments
tied to the Macau gaming industry have yet to close their deep
discounts to intrinsic value. However, monthly gross gaming
revenues and more importantly, higher margin mass gaming
revenues, have begun to stabilize on a year over year (YOY)

basis in the past two months, and our gaming companies
began what we believe will be the initial stages of a price
rebound in the second half of the quarter.
•

Weakness in energy and natural resources: Commodity
price macro overhang enabled us to buy high quality
operators whose share prices declined in line with the
underlying commodity price, but make money based on
volume of work produced. Australian companies ALS,
Mineral Resources, and Seven Group Holdings all share
these characteristics.

12 Month Review: We believed these companies would do
better operationally than the stock price and underlying
commodity prices implied, as all three should benefit
from increased production of Australian commodities.
Our experience so far has been mixed. We exited testing,
inspection, and certification company ALS, after the
company announced a deeply discounted rights issue.
We did not believe the rights issue was necessary, and the
decision negatively affected our appraisal and confidence in
management’s capital allocation skills. While we exited at a
gain in local currency, we lost money in U.S. dollars, as the
Australian dollar depreciated during the holding period. The
outcomes on Mineral Resources and Seven Group are too early
to determine. To date, market price for both is marginally
below our average cost. However, both companies are doing
well operationally and have repurchased shares during
periods of market weakness, and we believe that earnings and
operating cash flow will remain stable.
•

Increased focus on capital efficiency and buybacks in
Japan: The movement towards better capital allocation
and improved corporate governance is a positive and
sustainable trend, which expanded the opportunity set
for us.

12 Month Review: We saw the trend to increase share buybacks
accelerate, not only in the absolute amount of buybacks, but
also in the number of companies repurchasing shares. Of
the 635 companies that implemented buybacks in FY2015,
only 18% also repurchased shares in FY2013 and FY 2014,
indicating that the majority of companies implementing
buybacks in 2015 had not done so before, or had not done so for
some time. According to Nomura Securities, share buybacks
in the fiscal year ending March 2016 reached a record JPY5.3
trillion, up 57% from the previous year. We think the record
was broken not only because of an increased focus on ROE and
shareholder returns, but also because of weak share prices
this year to date, which prompted companies to accelerate
buybacks while their shares were undervalued.
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childcare centers at accretive multiples, and Coca-Cola East
Japan acquired a neighboring bottling operation last year at
very attractive multiples. These intelligent acquisitions stand
in stark contrast to the typically high multiples prices paid by
Japanese companies that tend to acquire businesses overseas
at high multiples in search of growth, to the detriment of their
shareholders.

Our investee company SoftBank is the poster child for better
capital efficiency in Japan. Last August, they repurchased
JPY120 billion of shares in just six days. In Q1 2016, the company
announced a further JPY500 billion share buyback program,
representing 14.2% of shares outstanding (ex. treasury stock) to
be completed by February 2017. Importantly, SoftBank declared
that the share buyback will be funded from the sale of assets
and cash on hand, rather than from increased leverage or from
the free cash flow. Management recognizes the need to manage
capital allocation in a more disciplined manner by allocating
capital to the highest and best use (SoftBank shares) and selling
assets that are close to full value. Nikesh Arora, SoftBank’s new
President and sole Representative Director, brings valuable
expertise in capital allocation, U.S. telecoms, and venture
capital investing. In the brief period that Arora has been at
SoftBank, we have seen dramatic improvements in capital
allocation. Arora himself purchased JPY60 billion of SoftBank
shares - one of the largest insider purchases we have seen by
an executive anywhere. CEO Masayoshi Son and Arora are the
two largest individual shareholders of SoftBank, indicating
that our management partners’ interests are well aligned with
ours as shareholders. SoftBank also announced a restructuring
to separate the domestic and overseas businesses to give more
transparency and responsibility to each business unit’s leaders.
Arora will personally be leading the ex-Japan business of
SoftBank. We met with him last month, and he talked about
investing in ways very similar to the way we evaluate our
investments: through the lenses of business, people, and price.
•

Domestic consolidation: There are many industries in Asia
that are highly fragmented, and the opportunity for smart
domestic consolidators is still very attractive.

12 Month Review: G8 Education, Coca-Cola East Japan, Iida,
AIN Pharmaciez, Sogo Medical, and BML operate in attractive
industries that are highly fragmented. This thesis worked well
in Japan, and we exited AIN, Sogo Medical, BML, and Iida as
prices approached value, to fund more attractively discounted
opportunities. G8 Education grew by acquiring mom and pop

Portfolio Composition Evolution
When we first initiated the Asia Pacific strategy late in 2014, the
small cap space was an especially fruitful area of opportunity,
given the large number of under-researched small cap
companies in Asia that have enduring moats, are typically faster
compounding, and are run by younger and more ambitious
owner operators. The initial portfolio was heavily weighted to
Japan (37.5%) and Hong Kong (27.3%), with the large majority in
companies listed in developed market economies. The portfolio
had limited exposure to consumer-related companies, which we
felt were generally fair-to-overvalued at the time.
Our portfolio looks very different today, as we shifted our
allocation amid the sometimes dramatic changes in market
prices in Asia over the last 15 months. In addition to the thematic
developments discussed above, the geographic composition
changed, as macro developments adjusted the opportunity set.
Historical Geographic Portfolio Composition

Chinese stock market volatility made prices dramatically
cheaper -- especially large, liquid Chinese stocks listed overseas
that were able to trade unimpeded by the Chinese regulators.
Additionally, a number of Chinese consumer-related companies
became cheap. In the two market swoons in the last 9 months,
we re-allocated capital from our Japanese companies, which
had performed well and traded closer to our appraisals, towards
the large cap, liquid Chinese consumer businesses that were
most affected by the China sell off. Today, about 16% of our
portfolio remains in Japan, and a large portion of the portfolio
is invested in companies associated with Chinese consumption:
Melco, GLP, Baidu, Vipshop, WH Group, L’Occitane, and Alibaba
(through SoftBank).
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Quarterly Drivers of Performance

Mineral Resources (+60%), an Australian mining servicer and
the top detractor in 2015, was the largest contributor in the first
quarter, helped by more positive sentiment in the iron ore sector,
a rebound in iron ore prices, a strengthening of the Australian
dollar, and stable operating results, which surprised the investor
and analyst community. Although higher iron ore prices do
not benefit their crushing and processing business, as they get
paid a fixed fee for every ton of iron ore crushed, the 12 million
ton per year iron ore mining operation benefits from higher
iron ore prices, which result directly in higher earnings before
interest, taxes, depreciation, and amortization (EBITDA) per ton
produced. We would expect the company to sell iron ore forward
at these higher prices to lock in profits. We took the opportunity
to trim this position after share price increased significantly
during the quarter.
WH Group (+29%), the world’s largest packaged pork producer,
surprised the market with stronger than expected operating
results. In Q4 2015, Chinese earnings before interest and
tax (EBIT) grew 25% YOY and U.S. EBIT grew 18% YOY. This
growth was boosted by lower commodity prices, efficiency
improvements, and synergies realized from exporting pork
from U.S. subsidiary Smithfield to China, where hog prices
are over 2x higher than in the U.S. While listed and traded
in Hong Kong and tainted with the China brush, 45% of WH
Group’s EBIT comes from the United States, through their
ownership of Smithfield. Since acquiring Smithfield in late
2013, the management team has focused on transforming
the company from a commodity hog producer into a branded
packaged consumer goods company. Management streamlined
Smithfield’s 12 business divisions into four and restructured
sales, marketing, and branding functions, with the goal to
improve operating margins by 200 basis points by 2017. WH
Group trades like a commodity stock, but over 95% of its EBIT
comes from the branded packaged meat business, which
deserves a much higher multiple, similar to that of other
branded packaged meat businesses.
G8 Education (+14%), the dominant Australian early childhood
learning center operator, grew underlying EPS by 29% and
achieved 14.5% ROE in 2015, while paying a 6% dividend yield.

Share price also benefitted from the strengthening Australian
dollar. We believe the company will maintain its double digit
EPS growth rate through increased occupancy, operating
leverage, and bolt-on acquisitions at accretive multiples. Same
store EBIT growth in 2015 was a healthy 11%. The Jobs for
Families Child Care Package Bill, legislation to substantially
increase funding for child care benefits by more than A$3 billion
to A$40 billion over the next four years, was introduced to the
Senate in April. If approved by the Parliament of Australia, the
legislation should be positive for G8.
Japan Aviation Electronics (-20%), a leading Japanese electronic
connector manufacturer, was the top detractor of the quarter. As
part of Apple’s supply chain in providing electronic connectors
for handsets, JAE was impacted by a slowdown in Apple’s
procurement for the iPhone 6S handsets in Q4 2015 and in Q1
2016, in addition to channel inventory adjustments. Sales to
smartphone manufacturers account for approximately 45% of
JAE’s revenues. We continue to monitor this company and watch
for signs for a rebound, as the procurement cycle for the next
series of updated iPhones should begin in the next few months
for launch in Q3/Q4 2016. 35% of JAE’s sales are to the auto
sector, which is a promising growth market, given the ongoing
increase in electronic components in cars.
Vipshop (-8%), a new investment, is a leading online discount
retailer for brands in China. The company offers high quality and
popular branded products to consumers throughout China at a
significant discount from retail prices. Continued volatility and
poor sentiment towards Chinese shares impacted the share price
during the quarter. Despite investor worries about a slowing
Chinese economy, Vipshop’s growth accelerated in the fourth
quarter, with 65% revenue growth and 67% growth in total
orders. 82% of gross merchandise volume was driven by mobile
sales, which is up from 66% the prior year. At the same time,
operating margins increased with greater economies of scale.
In their core flash sales business, the number of total customers
and total orders increased by 76% and 80% YOY, respectively.
On the mobile platform, the number of total active customers
and total orders for Vipshop's core flash sales business increased
by 124% and 126% YOY, respectively. Share price declined on the

5

back of conservative guidance for the first quarter by company
management, who have a history of under-promising and overdelivering on guidance.
SoftBank (-5%), the Japanese telecom operator with controlling
stakes in Sprint and Yahoo! Japan, an over 30% stake in Alibaba,
and a portfolio of internet investments, suffered from uneasiness
over the large China exposure in Alibaba, the perceived high
leverage, and uncertainty on Sprint’s turnaround. SoftBank, at
current market prices, is severely undervalued. The 30% stake in
Alibaba alone is worth over 100% of the market capitalization of
SoftBank, and you get a world class telecom operator in Japan,
which generates over $6 billion of annual free EBITDA (EBITDA
less Capex), Yahoo! Japan, Sprint, and a portfolio of valuable
internet investments, for free. While the leverage at SoftBank
may look high, a significant portion of the debt is at Sprint and
non-recourse to SoftBank. We are comfortable with the level of
debt at the holding company level, which is supported by cash
flows generated from their Japanese telecom business, dividends
from Supercell and Yahoo! Japan, and asset values of their
listed and unlisted stakes in Alibaba, Yahoo! Japan, Snapdeal,
Coupang, and Ola Cabs, among others. To take advantage of this
wide discount between current price and NAV, management
have embarked on one of the largest share repurchase programs
we have seen in Japan.
During the quarter, we bought Vipshop and exited Iida Group,
as the price approached our value, and we saw better uses of
capital during the market swoon in January and February 2016.

See following page for important disclosures.
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receiving this material, the person or entity to whom it has been provided understands, acknowledges and agrees that: (i) this
material has not been registered, considered, authorized or approved by regulators in Japan; (ii) Southeastern Asset Management,
Inc. nor persons representing Southeastern Asset Management, Inc. are not authorized or licensed by Japan authorities to market
or sell Southeastern’s products and services in Japan; and (iii) this material may not be provided to any person other than the
original recipient and is not for general circulation in Japan.
Important information for Swiss investors: This document is for informational purposes only and is not an offering of the Longleaf
UCITS Funds. The jurisdiction of origin for the Longleaf Partners UCITS Funds is Ireland. The representative for Switzerland is
ACOLIN Fund Services, Ltd., Stadelhoferstrasse 18, 8001 Zurich. The paying agent for Switzerland is NPB Neue Private Bank Ltd.,
Limmatquai 1, 8022 Zurich. The Prospectus, the KIID, the Trust Deed, as well as the annual and semi-annual reports may be obtained
free of charge from the representative in Switzerland. The current document is intended for informational purposes only and shall
not be used as an offer to buy and/or sell shares. The performance shown does not take account of any commissions and costs
charged when subscribing to and redeeming shares. Past performance may not be a reliable guide to future performance.
For Korean Residents Only: Southeastern Asset Management, Inc. (“Southeastern”) makes no representation with respect to the eligibility
of any recipients of this Material to acquire Southeastern’s services and products under the Laws of Korea, including, without limitation, the
Foreign Exchange Transaction Law and regulations thereunder. Southeastern has not been registered with the Financial Services Commission
of Korea (the “FSC”) in Korea under the Financial Investment Services and Capital Markets Act of Korea, and Southeastern’s services and
products may not be offered, sold or delivered, or offered or sold to any person for reoffering or resale, directly or indirectly, in Korea or to
any resident of Korea except pursuant to applicable laws and regulations of Korea. Furthermore, Southeastern’s products may not be resold
to Korean residents unless the purchaser of the interests complies with all applicable regulatory requirements (including, without limitation,
governmental approval requirements under the Foreign Exchange Transaction Law and its subordinate decrees and regulations).

7

Important information for Belgian investors:
This document and the information contained herein are private and confidential and are for the use on a confidential basis only by the persons to whom such material is
addressed. This document does not constitute and may not be construed as the provision of investment advice, an offer to sell, or an invitation to purchase, securities in any
jurisdiction where such offer or invitation is unauthorized. The Longleaf Partners UCITS Fund has not been and will not be registered with the Belgian Financial Services and
Markets Authority (Autoriteit voor financiële diensten en markten/Autorité des services et marchés financiers) as a foreign collective investment undertaking under Article
127 of the Belgian Law of 20 July 2004 on certain forms of collective management of investment portfolios. The offer in Belgium has not been and will not be notified to the
Financial Services and Markets Authority, nor has this document been nor will it be approved by the Belgian Financial Services and Markets Authority. The shares issued
by the Fund shall, whether directly or indirectly, only be offered, sold, transferred or delivered in Belgium to individuals or legal entities who are Institutional or Professional
Investors” in the sense of Article 5§3 of the Belgian Law of 20 July 2004 on certain forms of collective management of investment portfolios (as amended from time to time),
acting for their own account and the offer requires a minimum consideration of €250,000 per investor and per offer. Prospective investors are urged to consult their own
legal, financial and tax advisers as to the consequences that may arise from an investment in the Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE REGISTERED WITH ANY SECURITIES EXCHANGE COMMISSION OR OTHER SIMILAR
AUTHORITY IN BRAZIL, INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE COMMISSION (COMISSÃO DE VALORES MOBILIÁRIOS - “CVM”). SUCH PRODUCTS
WILL NOT BE DIRECTLY OR INDIRECTLY OFFERED OR SOLD WITHIN BRAZIL THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY BRAZILIAN LAW AND BY THE
RULES ISSUED BY CVM, INCLUDING LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME TO TIME, OR ANY OTHER LAW OR
RULES THAT MAY REPLACE THEM IN THE FUTURE.
ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN LAWS AND REGULATIONS AND BY THE RULES ISSUED BY THE CVM, INCLUDING
LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME TO TIME, OR ANY OTHER LAW OR RULES THAT MAY REPLACE THEM
IN THE FUTURE, MUST NOT BE PERFORMED WITHOUT SUCH PRIOR REGISTRATION. PERSONS WISHING TO ACQUIRE THE PRODUCTS OFFERED HEREUNDER IN
BRAZIL SHOULD CONSULT WITH THEIR OWN COUNSEL AS TO THE APPLICABILITY OF THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION THEREFROM.
[WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND SOLICITATION IS LIMITED TO QUALIFIED INVESTORS AS DEFINED BY CVM RULE NO. 409 (AUG. 18, 2004), AS
AMENDED FROM TIME TO TIME OR AS DEFINED BY ANY OTHER RULE THAT MY REPLACE IT IN THE FUTURE.
THIS DOCUMENT IS CONFIDENTIAL AND INTENDED SOLELY FOR THE USE OF THE ADDRESSEE AND CANNOT BE DELIVERED OR DISCLOSED IN ANY MANNER
WHATSOEVER TO ANY PERSON OR ENTITY OTHER THAN THE ADDRESSEE.
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a solicitation for investments from members of the public in terms of CISCA and
do not constitute an offer to the public as contemplated in section 99 of the Companies Act. The addressee acknowledges that it has received this Document and any of its
Supplement(s) in the context of a reverse solicitation by it and that this Document and any of its Supplement(s) have not been registered with any South African regulatory
body or authority. A potential investor will be capable of investing in only upon conclusion of the appropriate investment agreements.
This document is provided to you for informational purposes only. For more information, including a prospectus and simplified prospectus, potential eligible investors
should call Gwin Myerberg at 44 (0)20 7479 4200 or gmyerberg@SEasset.com. Potential eligible investors should read the prospectus and simplified prospectus carefully,
considering the investment objectives, risks, charges, and expenses of the product, before making any investment decision.
Past performance is no guarantee of future performance. The value of investments, and the income from them, may fall or rise and investors may get back less than they
invested. Southeastern Asset Management is an authorized financial services provider with FSP No. 42725.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated investors: (a) upon their request and confirmation that they understand that neither
Southeastern Asset Management, Inc. nor the Longleaf Partners Global UCITS Fund have been approved or licensed by or registered with the United Arab Emirates Central
Bank (“UAE Central Bank”), the Securities and Commodities Authority (“SCA”), the Dubai Financial Services Authority (“DFSA”) or any other relevant licensing authorities
or governmental agencies in the United Arab Emirates (including the DIFC),nor has the placement agent, if any, received authorization or licensing from the UAE Central
Bank, SCA, the DFSA or any other relevant licensing authorities or governmental agencies in the United Arab Emirates (including the DIFC); (b) on the condition that it will
not be provided to any person other than the original recipient, is not for general circulation in the United Arab Emirates (including the DIFC) and may not be reproduced
or used for any other purpose; and (c) on the condition that no sale of securities or other investment products in relation to or in connection with either Southeastern Asset
Management, Inc. or the Longleaf Partners Global UCITS Fund is intended to be consummated within the United Arab Emirates (including in the DIFC). Neither the UAE
Central Bank, SCA nor the DFSA have approved this document or any associated documents, and have no responsibility for them. The shares in the Longleaf Partners Global
UCITS Fund are not offered or intended to be sold directly or indirectly to retail investors or the public in the United Arab Emirates (including the DIFC). No agreement
relating to the sale of the shares is intended to be consummated in the United Arab Emirates (including the DIFC). The shares to which this document may relate may be
illiquid and/or subject to restrictions on their resale. Prospective investors should conduct their own due diligence on the shares. If you do not understand the contents of this
document you should consult an authorized financial advisor.
Important information for UK investors:
The KIID and Full Prospectus (including any supplements) for this fund are available from Southeastern Asset Management International (UK) Limited which is authorized
and regulated by the Financial Conduct Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a) persons who have professional experience in matters relating to investments falling
within article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 (as amended) (the “Order”) or (b) high net worth entities and other
persons to whom it may be otherwise lawfully be communicated, falling within Article 49(2) of the Order (all such persons being referred to as “relevant persons”). This
document must not be acted on or relied on by persons who are not relevant persons. Any investment activity to which this document relates is available only to relevant
persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this document or any of its contents.
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Longleaf Partners Asia Pacific
UCITS Fund Commentary

During the fourth quarter of 2015, the Asia Pacific UCITS Fund returned 11.37% compared to the MSCI AC Asia Pacific Index’s return of
6.94%, recovering strongly from the China panic-driven third quarter decline. For the calendar year 2015, the strategy’s first full year,
the Fund returned -2.74% compared to the index’s return of -1.96%. Our Japanese holdings were among the strongest performers in the
year, as a result of strong company results, overall improvements in corporate governance, and an increased focus on capital efficiency
in Japan. Conversely, companies with the highest exposure to China – whether directly, as at our gaming companies with significant
Chinese visitors, or indirectly, as at our Australian businesses that service the natural resources sector – were the largest detractors.
Weakness of the Malaysian ringgit, Australian dollar, and Japanese yen relative to the U.S. dollar (USD) exacerbated results, as currency
translation into USD turned an otherwise positive portfolio return for the year negative, costing the portfolio over 3.4%.

The two strongest performers for the year were Japanese
names AIN Holdings and Iida Group. Both are the dominant
players in their respective industries, where scale has allowed
them to grow profitably in their fragmented and low-growth
industries through industry consolidation. AIN returned
89% for the year, having successfully grown its nationwide
prescription drugstore chain through a combination of
organic growth and accretive acquisitions, paying low
multiples relative to their values. Iida Group added 57%
after successfully recovering from inventory issues and low
profitability of housing sales caused by the consumption
tax hike in Japan in April 2014. We sold both companies as
they reached our appraisals. Ushio, the dominant Japanese
bulb maker for cinema projectors, with over 70% global
market share, returned 34% for the year, as new CEO Kenji
Hamashima, who has deep industry experience in the United
States, was appointed in September 2014 and increased the
company’s focus on capital efficiency.
The top contributor for the fourth quarter, Baidu, rose 38%,
taking its full year return to 14%. Baidu is the dominant
internet search provider in China, with 71% market share
of PC and mobile search page view and revenue share over
80%. The panic in the China stock market and worries about
large expenditures on their online-to-offline (O2O) business
offered us a window in the third quarter to buy this online
search business with 30% annual growth and 50% operating
margins, for single-digit FCF multiples when you exclude
Baidu’s significant net cash, value of its stake in Ctrip, and
their non-earnings 020 business. The company took advantage
of stock price weakness in the third quarter by repurchasing
$1 billion in shares (1.7% of the company) and announcing
an additional $2 billion buyback program (3% of the market

cap), over the next 24 months. During the fourth quarter, in
the large and fast-growing online travel sector, Baidu swapped
its 45% stake in Qunar for a 25% stake in Ctrip. Together
with Ctrip’s 37.6% stake in eLong, Ctrip will control 80% of
the online travel booking market in revenue, which should
lead to more rational competition and improved economics.
Through this transaction, Baidu vastly improved its position to
become the largest 020 travel platform in China. Furthermore,
Baidu will de-consolidate loss making Qunar, and provide
more clarity to the underlying economics of the core search
business. Separately, Alibaba’s offer to privatize online
video company Youku Tudou during the quarter validate the
conservatism in our appraisal of Baidu’s 80% stake in online
video business iQiyi.
CK Hutchison Holdings, a conglomerate comprised of the nonreal estate businesses from the June merger between Cheung
Kong and its subsidiary, Hutchison Whampoa, returned 67%
during 2015 when combined with Cheung Kong Property.
The corporate transaction helped remove holding company
discounts and clarify business line exposures by splitting the
property business (Cheung Kong Property Holdings) from nonproperty business (CK Hutchison Holdings). The transaction
is likely to be viewed as a seminal event leading to improved
governance and structure for other complex conglomerates in
Asia. Chairman Li Ka-shing has demonstrated a track record of
building businesses, compounding NAV at double digits, and
buying and selling assets at compelling values.
Australian mining servicer Mineral Resources was the
largest detractor of 2015, declining 51%, driven largely by the
collapse of iron ore prices and further compounded by the
weakening of the Australian dollar. The crushing services
business maintained steady volumes and strong margins, but

Average Annual Total Returns (31/12/15): Since Inception (2/12/14): -3.71%, One Year: -2.74%
This document is for informational purposes only and is not an offering of the Longleaf Partners Asia Pacific UCITS Fund and does not constitute legal or investment advice. Any
performance information is for illustrative purposes only. Current data may differ from data quoted.No shares of the Longleaf Partners Asia Pacific UCITS Funds may be offered
or sold in jurisdictions where such offer or sale is prohibited. Investment in the UCITS Funds may not be suitable for all investors. Prospective investors should review the
Key Investor Information Document (KIID), Annual and Semi-Annual Reports, Prospectus, including the risk factors in the Prospectus, before making a decision to invest.
Past performance is no guarantee of future performance, the value of investments, and the income from them, may fall or rise and investors may get back less than they
invested. Any subscription may only be made on the terms of the Prospectus and subject to completion of a subscription agreement.Each index is unmanaged and the
returns include the reinvestment of all dividends, but do not reflect the payment of transaction costs, fees or expenses that are associated with an investment in a fund. An
index’s performance is not illustrative of a fund’s performance. You cannot invest in the index.Please note that the information herein represents the opinion of the portfolio
managers and these opinions may change at any time from time to time.
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was not enough to appease market concerns of continued iron
ore price declines. The company surprised the market with
its ability to reduce costs in the iron ore mining business at
a pace that maintained positive cash flow margins. During
the fourth quarter, the company announced a A$30 million
stock buyback (4% of outstanding shares), higher EBITDA
guidance, and a new EPC contract for a crushing plant for
Rio Tinto’s Nammuldi mine. The company continued to take
costs out of its mining operations to ensure that every ton
of iron ore produced is sold at positive cash flow margins.
Mineral Resources is trading at an extremely discounted level
of approximately 2x consensus EBITDA, with net cash on its
balance sheet.
Genting Berhad was another large detractor for the year,
falling 33%. A slowing Malaysian economy, domestic political
instability, and FX weakness – the ringgit declined 18.6%
relative to the USD in the year - served as large headwinds that
compounded weak company results. The company’s Singapore
duopoly casino, publicly listed Genting Singapore, is led by
CEO Hee Teck Tan and was down after reporting four quarters
of unusually poor hold (2.0%- 2.5%) in its gaming business, as
well as some equity investment write-downs. The stock’s deep
discount was largely due to a slowdown in Chinese VIP visitors
as a result of the Chinese anti-corruption campaign.
Macau casino and hotel operator Melco gained 23% in the
fourth quarter, but remained a top detractor for the year,
down 29%. The Macau market suffered from the prolonged
anti-corruption crackdown, which dramatically cut gross
gaming revenue by 34% year over year, with VIP gaming
revenue down approximately 45% and mass volumes down
approximately 20%. The Mass gaming market, which is
four times as profitable as VIP, stabilized in late 2015. With
the successful opening of mass-focused Studio City in late
October, we believe that Melco’s mass business should grow
in 2016, helping to drive growth in EBITDA. We expect Studio
City to receive an additional 50 table allocation in early 2016
in addition to its initial 200 table allocation. With a strong
balance sheet, increasing EBITDA, and declining capex
profile, the company is well positioned to buy back shares or
buy out minority owners of Studio City. Melco International
CEO, Lawrence Ho, bought about US$25mm worth of shares
in the fourth quarter. He was recently profiled in the January
issue of Forbes Asia magazine. The excerpt from the article
below speaks to Melco International’s unique positioning,
geographically and strategically, to benefit from the long-term
growth in mass gaming in the only approved jurisdiction
within China:
Studio City is perfectly located to attract mass business, just
not yet. It’s near the little-used Lotus Bridge from China’s
Hengqin Island, a free economic zone now being developed.
Macau’s Galaxy Entertainment is building a nongaming
waterfront resort. Plans call for office buildings, apartment
towers and theme parks on a grand scale, and eight-lane
roads and three hotels are already in place. Hengqin will

remake transportation to Macau, linking China’s high-speed
rail system with local light rail to create the world’s busiest
border crossing. The first stop in Macau from Hengqin will be
on Studio City’s doorstep. Construction of rail links on both
sides of the border is progressing, though Macau’s is already
six years behind schedule. Ho isn’t worried. “We invest for
the future,” he says. “Whenever we build an integrated resort,
it’s for the next 10, 20 years.” Lawrence Ho Bets Big on Small
Players - Forbes Asia January 2016
In the first full year of running the Asia Pacific Strategy, we
took advantage of one of the most significant downdrafts in
Asia since the Global Financial Crisis (GFC) to position the
portfolio for potentially strong future returns. The second
half of the year was extremely active, as we acquired high
quality companies that were unduly punished during the
latest China contagion. At year-end, the portfolio’s cash
balance was nearing zero. We put money to work in a number
of new investments and increased weightings of our highest
conviction companies that have strong value growth and
a wide margin of safety. In the second half, we bought
seven new undervalued companies – Baidu, CK Hutchison
Holdings, Global Logistic Properties (GLP), Genting Singapore,
WH Group, L’Occitane International, and Japan Aviation
Electronics – which we believe will compound value, despite
the poor near-term macro outlook in China. We funded these
purchases by trimming the previously mentioned Iida and
AIN as well as Lixil Group, which also reached our appraisal.
Below, we highlight our two newest investments initiated in
the fourth quarter.
L’Occitane is a global, natural, organic ingredient-based
skincare and fragrance manufacturer and retailer with
regional roots in Provence, France. The company is listed in
Hong Kong, as Asia comprises the majority of operating profits.
L’Occitane is a strong brand with pricing power, as evidenced
by greater than 80% gross margins and over 20% normalized
return on capital employed. We have followed this company
since it went public in 2010, but price never was discounted
enough until the fourth quarter, when the company issued
a profit warning due to increased marketing expenses and
FX headwinds. The company is increasing its investments in
marketing and brand promotions, which will hurt margins in
the near term, but will help drive long-term growth and brand
value. Additionally, the company is investing in a number of
emerging brands, like Melvita, Erborian, and L’Occitane Au
Bresil, which are currently margin dilutive but have strong
long-term growth potential. Chairman and CEO Reinold Geiger
owns 69.5% of the company, and insiders have been buying
shares personally amid recent price weakness.
Japan Aviation Electronics (JAE) is a leading Japanese
electronic component manufacturer of specialized connectors.
The company does mid-teens ROE and 20%+ EBITDA margins,
but trades for less than 3x EV/EBITDA, or less than half of
Japanese and international peer valuations. The company
became discounted due to weakness in sales to smartphone
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manufacturers, who account for approximately 40% of JAE’s
revenues. Recent news of Apple’s lower-than-expected iPhone
sales impacted results, but JAE should benefit from industrywide adoption of USB-type C connectors which allow for faster
data transfer and higher power usage, as well as symmetrical/
reversible plug insertion in laptops like the Apple MacBook.
JAE also sells connectors to the automotive sector, which
should be a growth driver in the next few years.

attractive prices. At the micro level, we see strong growth in
consumption, especially for those businesses that appeal to
the middle class. We own consumer-oriented companies with
stellar balance sheets and owner-operators, who are focused
on value recognition, including: Baidu, Alibaba (via Softbank),
GLP (80% of its warehouse business is driven by domestic
consumption), Melco International (mass focused gaming),
L’Occitane (skin care), and WH Group (pork, packaged meats).

2015 Reflections and Outlook
We saw the following key trends in 2015 and believe they will
continue to be important themes in 2016.

Chinese real estate companies are benefitting from the
government response to economic slowdown. The slowdown
in the economy has prompted more easing and stimulus by
the Chinese government and relaxation of property measures,
which has benefited the real estate sector, especially in tier
one cities. The A-share market crash in the June-September
period did not impact real estate sales. In fact, it may have
encouraged movement of investor capital from the volatile
stock market into the more “stable” real estate sector. New
World Development (NWD), K. Wah, and Cheung Kong
Property all benefited from significantly higher volumes
of contracted sales of Chinese real estate in 2015. All three
are well capitalized companies, led by conservative owner
managers with strong capital allocation track records. All
three companies took advantage of the increased demand for
real estate by selling assets at attractive prices. NWD recently
sold five projects in lower tier cities for over US$3 billion, 70%
higher than book value and significantly higher than our
appraisal. The company also is attempting to privatize listed
Chinese subsidiary New World China Land, highlighting the
large disconnect between the low valuations of publicly traded
property companies and the high valuations of the underlying
physical real estate.

China is undergoing an economic transformation from
fixed asset investment towards domestic consumption and
services. While there are certain segments of the economy
that are under pressure — mining, industrial production,
construction — China’s consumption economy is growing
fast and accounting for most of the growth in GDP. For the
first time, services and consumption, which is up from 41%
a decade ago to 51% in 2015, accounted for more than half
of China’s GDP. Consumption accounted for about 58% of
GDP growth in the first three quarters of 2015. Retail sales
in October and November were up 11% year-over-year, and
the Singles’ Day celebration on November 11 registered
record-breaking online sales. The demise of China has been
consistently predicted over the last thirty years of stellar
growth for the economy. While rocky patches are to be
expected during the needed transition, the rise of hundreds
of millions of people from poverty to middle class status with
high levels of savings by individuals and the government is
very real.
The transition to a consumption economy is not smooth and
will take time. Lowered consensus GDP growth expectations,
combined with concerns around leverage, ad hoc policy
measures, and further RMB weakness, have resulted in
extreme volatility in China’s stock markets. Despite seeing
Shanghai stock exchange volatility reaching higher levels this
year than during the GFC, we believe the immature Chinese
capital markets are a not full reflection of the underlying
economy, as highlighted by counter-productive manipulation
in the stock exchange by regulators and investors. Only about
4% of the Chinese population invests in listed equities, and
approximately 85% of trading is dominated by retail, with
less than 2% of Chinese shares owned by foreigners. As noted
in our September quarter letter, the Shanghai stock market
activity is more affected by alternative forms of capital risk
taking (e.g. gaming and property) than underlying economic
fundamentals. In addition, the Shanghai stock exchange
composite is dominated by “old economy” companies, such as
banks, industrials, and state owned enterprises, rather than
the private sector consumption-led investments that we own
that are listed in Hong Kong, Singapore, and on the NASDAQ.
We view the increased market volatility as an opportunity
to own consumer-oriented, high quality franchises at

Our highest conviction exposure going into the year was
Macau, and, despite being the most challenged area, it
remains the highest conviction exposure for 2016. Macau
gaming is driven by two segments – VIP and mass. VIP
customers play on credit and are brought to casinos by junkets,
who take a substantial cut of gross gaming revenues (GGR) as
fees. As a result, VIP EBITDA margins are only 10% versus
mass EBITDA margins of over 40%. VIP GGR, which accounts
for 50% of total industry gaming revenue, contributes less than
20% of gaming EBITDA for the market, but tends to dominate
headlines. The non-VIP business accounts for more than 90%
of EBITDA at mass-focused Melco Crown, our largest Macau
holding.
Over the past 18 months, the Macau gaming sector was hit
by a perfect storm. An economic slowdown in China, junket
liquidity constraints, currency devaluation, and, most
importantly, a massive crackdown on corruption led to a
severe contraction in Macau gaming, especially in the VIP
segment, where rolling chip volumes shrank over 50% in
2015. What started off as a corruption crackdown transformed
into a crackdown on any conspicuous spending, causing
the wealthy to be afraid of being seen spending lavishly.
Premium mass customers made less frequent trips to Macau
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and spent less. Some VIP and premium mass customers instead
flew to less visible locations including Australia, Cambodia,
and the Philippines, to the detriment of Macau. This led to an
approximate 20% drop in mass gaming revenue in Macau in
2015, but these revenues showed clear signs of stability towards
the end of the year. We expect this segment to grow in FY16,
driving higher overall EBITDA and FCF for the market. Yearover-year statistics should improve as we progress through the
year.
Investing in Macau is one of the cheapest ways of participating
in the China mass consumption story. Macau is the only place in
China where gambling is legal. Barriers to entry are high, and
supply is constrained by the availability of land and regulatory
limits on the number of gaming concessions and tables. Despite
near-term challenges, we believe the long-term structural
growth driven by an under-penetrated mass market, new nongaming amenities (like Melco’s Studio City) and infrastructure
improvements remains intact.
Our highest returns came from Japan, and we continue to
watch this market closely. Contrary to the image of Japan with
boring low-growth sectors, industry consolidation opportunities
are compelling. Our investments in low-growth, fragmented
industries have paid off, as we partnered with dominant players
who benefited from economies of scale and grew fast through
market share gains and/or smart M&A. Improvements in
corporate governance and a focus on capital efficiency in Japan
helped increase NAV/share growth in certain companies. While
we have lightened our exposure to Japan as prices increased,
we continue to pay close attention to Japan, as the volatility
in China, commodities, and energy prices have spilled over to
Japanese equities.
Our management partners are acting like owners, taking
advantage of historically low valuations. As price/book (P/B)
valuations reached levels lower than during the GFC, share
repurchases over the last two years in Hong Kong exceeded
the GFC peak of 2008. The exhibit below shows the P/B ratio of
the Hong Kong market and share buyback volumes going back
fifteen years. Given that a large proportion of Hong Kong listed
companies are led by owner-managers, buyback activity levels
are highly relevant indicators of value for us. Insider purchase
activity in Hong Kong is also compellingly high.

During this period of market weakness, our management
partners at the following companies have been busy
repurchasing shares at a discount to value and/or buying more
shares personally - Baidu, Softbank, Alibaba, GLP, Mineral
Resources, Melco International, Seven Group, Ushio, Lixil,
Hirose, Great Eagle, Hyundai Mobis, Genting Berhad, Fujitec,
and Hopewell Holdings.
The Asia Pacific region is extremely cheap relative to the
rest of the world, and we believe our portfolio is more highly
discounted with greater potential upside than the index.

As we write this letter, we are hit by a strong sense of déjà vu,
with markets in early January 2016 being driven by the same set
of macro fears that we saw in the summer of 2015: weaker-thanexpected Chinese industrial production, volatility in the Chinese
capital markets exacerbated by government intervention, panic
over a slight move in the renminbi, and much discussion in
the financial press about a potential collapse of the Chinese
economy. In the first few weeks of the year, we have added
to existing positions and initiated new investments that we
believe will continue to compound value, despite the nearterm macro weakness in China. While the past year (and first
couple of weeks of 2016) has been a wild ride, we are confident
the portfolio is well positioned to deliver strong medium-tolong term returns. Our portfolio price/value as of January
18th is in the mid-50s, a level which has rarely been reached
over the twenty years that we have tracked the metric across
Southeastern’s various strategies. We have personally added
to our investment in the Fund, as we believe the deep portfolio
discount, high quality of portfolio holdings, and strength of our
capable management partners offer an extremely compelling
opportunity to invest for strong future compounding.

See following page for important disclosures.

Source: Bloomberg / www.webb-site.com
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Act 2001 (Cth) in respect of financial services, in reliance on ASIC Class Order 03/1100, a copy of which may be obtained at the web
site of the Australian Securities and Investments Commission, http://www.asic.gov.au. The class order exempts bodies regulated by
the US Securities and Exchange Commission (SEC) from the requirement to hold an AFSL where they provide financial services to
wholesale clients in Australia on certain conditions. Financial services provided by Southeastern are regulated by the SEC, which
are different from the laws applying in Australia.
Important information for Japanese investors: This Material is provided for information purposes only. This does not, and is not
intended to constitute an invitation, solicitation, marketing, or an offer of Southeastern Asset Management, Inc.’s (“Southeastern”)
products and services in Japan, whether to wholesale or retail investors, and accordingly should not be construed as such. By
receiving this material, the person or entity to whom it has been provided understands, acknowledges and agrees that: (i) this
material has not been registered, considered, authorized or approved by regulators in Japan; (ii) Southeastern Asset Management,
Inc. nor persons representing Southeastern Asset Management, Inc. are not authorized or licensed by Japan authorities to market
or sell Southeastern’s products and services in Japan; and (iii) this material may not be provided to any person other than the
original recipient and is not for general circulation in Japan.
Important information for Swiss investors: This document is for informational purposes only and is not an offering of the Longleaf
UCITS Funds. The jurisdiction of origin for the Longleaf Partners UCITS Funds is Ireland. The representative for Switzerland is
ACOLIN Fund Services, Ltd., Stadelhoferstrasse 18, 8001 Zurich. The paying agent for Switzerland is NPB Neue Private Bank Ltd.,
Limmatquai 1, 8022 Zurich. The Prospectus, the KIID, the Trust Deed, as well as the annual and semi-annual reports may be obtained
free of charge from the representative in Switzerland. The current document is intended for informational purposes only and shall
not be used as an offer to buy and/or sell shares. The performance shown does not take account of any commissions and costs
charged when subscribing to and redeeming shares. Past performance may not be a reliable guide to future performance.
For Korean Residents Only: Southeastern Asset Management, Inc. (“Southeastern”) makes no representation with respect to the eligibility
of any recipients of this Material to acquire Southeastern’s services and products under the Laws of Korea, including, without limitation, the
Foreign Exchange Transaction Law and regulations thereunder. Southeastern has not been registered with the Financial Services Commission
of Korea (the “FSC”) in Korea under the Financial Investment Services and Capital Markets Act of Korea, and Southeastern’s services and
products may not be offered, sold or delivered, or offered or sold to any person for reoffering or resale, directly or indirectly, in Korea or to
any resident of Korea except pursuant to applicable laws and regulations of Korea. Furthermore, Southeastern’s products may not be resold
to Korean residents unless the purchaser of the interests complies with all applicable regulatory requirements (including, without limitation,
governmental approval requirements under the Foreign Exchange Transaction Law and its subordinate decrees and regulations).
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Important information for Belgian investors:
This document and the information contained herein are private and confidential and are for the use on a confidential basis only by the persons to whom such material is
addressed. This document does not constitute and may not be construed as the provision of investment advice, an offer to sell, or an invitation to purchase, securities in any
jurisdiction where such offer or invitation is unauthorized. The Longleaf Partners UCITS Fund has not been and will not be registered with the Belgian Financial Services and
Markets Authority (Autoriteit voor financiële diensten en markten/Autorité des services et marchés financiers) as a foreign collective investment undertaking under Article
127 of the Belgian Law of 20 July 2004 on certain forms of collective management of investment portfolios. The offer in Belgium has not been and will not be notified to the
Financial Services and Markets Authority, nor has this document been nor will it be approved by the Belgian Financial Services and Markets Authority. The shares issued
by the Fund shall, whether directly or indirectly, only be offered, sold, transferred or delivered in Belgium to individuals or legal entities who are Institutional or Professional
Investors” in the sense of Article 5§3 of the Belgian Law of 20 July 2004 on certain forms of collective management of investment portfolios (as amended from time to time),
acting for their own account and the offer requires a minimum consideration of €250,000 per investor and per offer. Prospective investors are urged to consult their own
legal, financial and tax advisers as to the consequences that may arise from an investment in the Fund.
Important information for Brazilian investors:
THE PRODUCTS MENTIONED HEREUNDER HAVE NOT BEEN AND WILL NOT BE REGISTERED WITH ANY SECURITIES EXCHANGE COMMISSION OR OTHER SIMILAR
AUTHORITY IN BRAZIL, INCLUDING THE BRAZILIAN SECURITIES AND EXCHANGE COMMISSION (COMISSÃO DE VALORES MOBILIÁRIOS - “CVM”). SUCH PRODUCTS
WILL NOT BE DIRECTLY OR INDIRECTLY OFFERED OR SOLD WITHIN BRAZIL THROUGH ANY PUBLIC OFFERING, AS DETERMINED BY BRAZILIAN LAW AND BY THE
RULES ISSUED BY CVM, INCLUDING LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME TO TIME, OR ANY OTHER LAW OR
RULES THAT MAY REPLACE THEM IN THE FUTURE.
ACTS INVOLVING A PUBLIC OFFERING IN BRAZIL, AS DEFINED UNDER BRAZILIAN LAWS AND REGULATIONS AND BY THE RULES ISSUED BY THE CVM, INCLUDING
LAW NO. 6,385 (DEC. 7, 1976) AND CVM RULE NO. 400 (DEC. 29, 2003), AS AMENDED FROM TIME TO TIME, OR ANY OTHER LAW OR RULES THAT MAY REPLACE THEM
IN THE FUTURE, MUST NOT BE PERFORMED WITHOUT SUCH PRIOR REGISTRATION. PERSONS WISHING TO ACQUIRE THE PRODUCTS OFFERED HEREUNDER IN
BRAZIL SHOULD CONSULT WITH THEIR OWN COUNSEL AS TO THE APPLICABILITY OF THESE REGISTRATION REQUIREMENTS OR ANY EXEMPTION THEREFROM.
[WITHOUT PREJUDICE TO THE ABOVE, THE SALE AND SOLICITATION IS LIMITED TO QUALIFIED INVESTORS AS DEFINED BY CVM RULE NO. 409 (AUG. 18, 2004), AS
AMENDED FROM TIME TO TIME OR AS DEFINED BY ANY OTHER RULE THAT MY REPLACE IT IN THE FUTURE.
THIS DOCUMENT IS CONFIDENTIAL AND INTENDED SOLELY FOR THE USE OF THE ADDRESSEE AND CANNOT BE DELIVERED OR DISCLOSED IN ANY MANNER
WHATSOEVER TO ANY PERSON OR ENTITY OTHER THAN THE ADDRESSEE.
Important information for South African investors:
This Document and any of its Supplement(s) are not intended to be and do not constitute a solicitation for investments from members of the public in terms of CISCA and
do not constitute an offer to the public as contemplated in section 99 of the Companies Act. The addressee acknowledges that it has received this Document and any of its
Supplement(s) in the context of a reverse solicitation by it and that this Document and any of its Supplement(s) have not been registered with any South African regulatory
body or authority. A potential investor will be capable of investing in only upon conclusion of the appropriate investment agreements.
This document is provided to you for informational purposes only. For more information, including a prospectus and simplified prospectus, potential eligible investors
should call Gwin Myerberg at 44 (0)20 7479 4200 or gmyerberg@SEasset.com. Potential eligible investors should read the prospectus and simplified prospectus carefully,
considering the investment objectives, risks, charges, and expenses of the product, before making any investment decision.
Past performance is no guarantee of future performance. The value of investments, and the income from them, may fall or rise and investors may get back less than they
invested. Southeastern Asset Management is an authorized financial services provider with FSP No. 42725.
Important information for UAE investors:
This document is being issued to a limited number of selected institutional/sophisticated investors: (a) upon their request and confirmation that they understand that neither
Southeastern Asset Management, Inc. nor the Longleaf Partners Global UCITS Fund have been approved or licensed by or registered with the United Arab Emirates Central
Bank (“UAE Central Bank”), the Securities and Commodities Authority (“SCA”), the Dubai Financial Services Authority (“DFSA”) or any other relevant licensing authorities
or governmental agencies in the United Arab Emirates (including the DIFC),nor has the placement agent, if any, received authorization or licensing from the UAE Central
Bank, SCA, the DFSA or any other relevant licensing authorities or governmental agencies in the United Arab Emirates (including the DIFC); (b) on the condition that it will
not be provided to any person other than the original recipient, is not for general circulation in the United Arab Emirates (including the DIFC) and may not be reproduced
or used for any other purpose; and (c) on the condition that no sale of securities or other investment products in relation to or in connection with either Southeastern Asset
Management, Inc. or the Longleaf Partners Global UCITS Fund is intended to be consummated within the United Arab Emirates (including in the DIFC). Neither the UAE
Central Bank, SCA nor the DFSA have approved this document or any associated documents, and have no responsibility for them. The shares in the Longleaf Partners Global
UCITS Fund are not offered or intended to be sold directly or indirectly to retail investors or the public in the United Arab Emirates (including the DIFC). No agreement
relating to the sale of the shares is intended to be consummated in the United Arab Emirates (including the DIFC). The shares to which this document may relate may be
illiquid and/or subject to restrictions on their resale. Prospective investors should conduct their own due diligence on the shares. If you do not understand the contents of this
document you should consult an authorized financial advisor.
Important information for UK investors:
The KIID and Full Prospectus (including any supplements) for this fund are available from Southeastern Asset Management International (UK) Limited which is authorized
and regulated by the Financial Conduct Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a) persons who have professional experience in matters relating to investments falling
within article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 (as amended) (the “Order”) or (b) high net worth entities and other
persons to whom it may be otherwise lawfully be communicated, falling within Article 49(2) of the Order (all such persons being referred to as “relevant persons”). This
document must not be acted on or relied on by persons who are not relevant persons. Any investment activity to which this document relates is available only to relevant
persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this document or any of its contents.
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Longleaf Partners Asia Pacific
UCITS Fund Commentary

During the third quarter of 2015, the Asia Pacific Fund’s performance suffered from dramatic volatility in the Asian capital markets,
resulting in a negative 15.98% return for the quarter. A collapse in the China A-share market, coupled with an unexpected RMB
devaluation, created a ripple effect of fear and contagion across Asian markets. The negative sentiment against China and commodities
broadly impacted most of our holdings, ranging from our Australian resources companies to our Hong Kong, Japanese, and Singaporebased businesses with Chinese exposure.

Once a decade or so, Mr. Market has a panic attack and offers
long-term investors exceptional businesses at bargain prices.
The third quarter was a busy time as we jumped on the rare
opportunity to buy world-class companies with wide moats,
attractive value growth potential, and strong management but
that historically have not qualified on our deeply discounted
price criteria. Consider the following observations:
•

The Australian resources sector was broadly punished,
despite a recovery in iron ore prices from their July low
(in Australian dollars). Our two holdings in the resource
space, Mineral Resources and Seven Group, have
volume-based service businesses that are beneficiaries of
increased production volume of Australian commodities,
but the market is currently pricing them at multiples
similar to pure mining companies.

•

After strong performance across our Japanese holdings
earlier in the year, prices at many Japanese companies
with Chinese exposure pulled back in more recent weeks.
SoftBank, with its 30% stake in Alibaba, was affected
by the broad sell-off of Chinese internet stocks. Both
SoftBank and Alibaba took advantage of the dislocation
and announced share buyback plans during the quarter.

•

Hong Kong real estate developers’ share prices also
pulled back in the quarter after strong performance in
the first half, as volatility and liquidity demands spilled
over from China into Hong Kong and Singapore. Most
companies, however, benefitted from significantly
increased property sales in the period, both in Hong Kong
and China. In China, interest rate cuts, relaxation of
mortgage requirements, and reduction of transfer taxes
for properties helped boost property sales, particularly
in Tier 1 cities. Property sales benefited as a safe haven
from volatility in equity markets and RMB devaluation,
as investors reallocated funds towards Chinese real estate
and Hong Kong dollar denominated real estate assets.

Significant fund flows into Hong Kong from China forced
the Hong Kong Monetary Authority to defend the peg from
appreciation of the HK dollar.
•

Valuations in the region reached levels last seen during
the Global Financial Crisis (GFC), driven largely by
panicked sellers in the Chinese stock markets. The Hong
Kong market and Chinese shares listed overseas served as
a liquidity source for leveraged investors forced to raise
capital and for those unable to sell their holdings in the
China A-share market, where trading was restricted for a
significant part of the market.

•

Share repurchases over the last two years in Hong Kong
have exceeded the GFC peak of 2008, as Price/Book (P/B)
valuations have reached levels lower than during the GFC.
The exhibit below shows the P/B ratio of the Hong Kong
market and share buyback volumes going back fifteen
years. In July, amidst the heightened volatility, buyback
volumes jumped to HK$8.5 billion and remains at elevated
levels. Given that a large proportion of Hong Kong listed
companies are led by owner-managers, buyback activity
levels are highly relevant indicators of value to us. Share
repurchase activity in Singapore similarly jumped since
the market decline in July.

Source: Bloomberg / www.webb-site.com

Average Annual Total Returns (9/30/15): Since Inception (2/12/14): -13.80%, Ten Year: na, Five Year: na, One Year: na
This document is for informational purposes only and is not an offering of the Longleaf Partners Asia Pacific UCITS Fund and does not constitute legal or investment advice. Any
performance information is for illustrative purposes only. Current data may differ from data quoted.No shares of the Longleaf Partners Asia Pacific UCITS Funds may be offered
or sold in jurisdictions where such offer or sale is prohibited. Investment in the UCITS Funds may not be suitable for all investors. Prospective investors should review the
Key Investor Information Document (KIID), Annual and Semi-Annual Reports, Prospectus, including the risk factors in the Prospectus, before making a decision to invest.
Past performance is no guarantee of future performance, the value of investments, and the income from them, may fall or rise and investors may get back less than they
invested. Any subscription may only be made on the terms of the Prospectus and subject to completion of a subscription agreement.Each index is unmanaged and the
returns include the reinvestment of all dividends, but do not reflect the payment of transaction costs, fees or expenses that are associated with an investment in a fund. An
index’s performance is not illustrative of a fund’s performance. You cannot invest in the index.Please note that the information herein represents the opinion of the portfolio
managers and these opinions may change at any time from time to time.

2

We likewise have seen share repurchase activity increase
significantly among our portfolio companies reflecting the
cheap valuations of their shares:
•

Hyundai MOBIS announced a 1% share buyback in
September.

•

Baidu announced a $1 billion dollar share buyback — their
first since November 2008.

•

SoftBank completed a JPY120 billion yen share repurchase
in August, and President Nikesh Arora announced that
he will buy 60bn yen ($483 million) worth of SoftBank
in one of the largest insider purchases in the world. It is
difficult to think of a more bullish statement than that.
CEO Masayoshi Son recently said the following about the
buyback:

“So with the SoftBank share price actually now undervalued
– that's how I feel personally. Number of shares –value of
number of shares – only the listed securities that we have,
about some ¥10 trillion equivalent. Market capital of SoftBank,
about ¥8 trillion something. Isn't there something wrong?
That's why that we come to the conclusion of buying back our
shares, own shares….but as our feeling goes, we believe that
our share price is undervalued, we will keep investing. But
thinking about all those, probably we can get the best return
from SoftBank's share investment. So that is why that we're
announcing this share buyback program” CEO Masayoshi Son,
Aug 6, 2015, Q1 2016 Earnings Call
•

SoftBank holding Alibaba announced a $4 billion share
repurchase program in August.

•

Global Logistic Properties commenced a share buyback
program for the first time in August and has repurchased
2.1% of the company as of the end of September.

•

The CEOs of both Australian resource companies, Mineral
Resources and Seven Group, bought shares in the last
quarter.

•

Other portfolio companies Seven Group, USHIO, Fujitec,
LIXIL Group, Great Eagle, and Genting Singapore have
also repurchased shares this year.

This volatility in Asia allowed us to buy two full positions –
Baidu and Global Logistics Properties – and to initiate two
smaller positions in Genting Singapore and WH Group. We
highlight the case for the new names below.
Baidu is the dominant online search business in China, with
71% share of search by page view, and an even larger 80%
share by industry revenue. Baidu’s leading position in search
strengthened after Google exited China in 2010. Baidu focuses
solely on Chinese language search, mastering the subtleties
of the domestic market. Microsoft’s recent announcement
that it would replace its own search engine Bing with Baidu
as the default search and homepage in China for its new

Windows 10 version underscores Baidu’s dominant position
in Chinese online search. Baidu is also a leader in maps and
has partnered with UBER China to monetize its leadership
position.
In addition to the China sell-down, Baidu’s stock price fell
also because of company-specific reasons. Baidu announced
higher-than-expected spending on its online to offline (O2O)
business, which aims to drive offline commerce through
online transactions. This investment in the 020 business
has temporarily depressed company margins. The market
is still valuing the business on PE multiples, even though
Baidu has expanded beyond just an online search business
into a number of businesses in the beginning stages of the
investment lifecycle. The near-term margin drag from 020
investments has masked the strength in the company’s core
search business. In the latest quarter, Baidu disclosed that
their core search business does better than 50% operating
profit margins. We see O2O initiatives as promising growth
areas, especially in high transaction frequency segments, such
as transportation (UBER), hotels (Qunar), food delivery (Baidu
Takeout), and group buy (Nuomi). Monetizing these platforms
will take time, as Baidu is focused on growing its user base,
but we think the longer-term payoff could be rewarding.
If you exclude Baidu’s significant net cash, the value of its
stake in online hotel booking site Qunar, and its non-earning
020 business, the core online search business —the dominant
provider, with 50%+ margins and 30% annual growth —
trades at single-digit Free Cash Flow multiples. As discussed
above, the company has taken advantage of recent weakness
in the stock price and announced a $1bn stock buyback.
Global Logistic Properties (GLP)is a Singapore listed
developer, owner, operator, and fund manager of modern
warehouses, with dominant market positions in China,
Japan, Brazil and the U.S. The company is over 7X bigger
than its next competitor in China, over 1.5X bigger in Japan,
and over 4X bigger in Brazil. CEO Ming Mei and his late
partner Jeffrey Schwartz teamed with the Government of
Singapore Investment Corporation (GIC) to buy the crown
jewel Asian business from Prologis during the depth of the
GFC in December 2008. GLP went public in 2010, and GIC
currently owns 36% of the company. The recent warehouse
explosion disaster in Tianjin highlights the need for modern,
well-maintained warehouses with relevant safety systems,
including fire safety clearances. The modern logistics facilities
segment, which GLP dominates, represents less than 20% of
total warehouse space in China.
GLP’s early mover advantage and opportunistic acquisitions
have allowed it to establish its presence in strategically located
sites across key gateway cities in China, Japan, U.S., and
Brazil. The dominant position and scale generate powerful
network effects for GLP. We have followed GLP closely since
its IPO and have always liked the business and its exposure
to Chinese domestic consumption, but its valuation has not
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provided us with our desired margin of safety until now. This
latest dislocation in the Asian capital markets, as well as
company specific reasons – a downgrade in its 2016 targeted
development starts for China – allowed us to buy the dominant
Chinese warehouse operator at almost double digit-cap rates.
The slowdown in development starts in China will not affect
GLP’s earnings and underlying cash flows in China for the next
two years because development starts typically only contribute
to earnings two years later. Despite the negative sentiment
around China, leasing activity for GLP in 3Q has been stronger
than last year, with around 4 million square feet of leasing
each month. Notably, two-thirds of new leasing comes from
existing customers.
In addition to buying a good business at a discount to
stated book (which is under-stated because land bank and
construction in progress are reflected at cost), we also get
for free a $32 billion fund management business that earns
annually recurring management fees of around 50 basis points
with significant performance upside (typically 20% over a 10%
hurdle rate). GLP’s fund management has a stable of blue chip
sovereign wealth funds and pension funds whose appetite for
quality industrial real estate remains strong. GLP’s Chinese
business also has re-development potential as a number
of GLP’s warehouses are surrounded by residential and
commercial projects whose plot ratios and capital values are
multiples that of their warehouses. GLP has started to explore
re-development of some of its urban warehouses.
We are partnering with management who act like owners.
Since our initial discussion with them on capital allocation
this August, they have repurchased more than 2% of the
company. Ming Mei recently talked about GLP’s stock price:
“Yeah, so that’s why we’re buying back our shares as well and
I wouldn’t be surprised someone in some room is charting
GLP on the drawing board, to privatize as well. So but I would
say, at our current share price, – the way I look at this is that
if you liquidate our asset one by one and you sell the land
and the project under construction at original costs, you
get 2.50 and we’re trading at below 2.10. So you get a 20%
discount to liquidation value. And then you get the growth,
the future development profit for free and then you get a [fund
management] platform that managing 27 billion of AUM for
free. So that’s the current price.” CEO Ming Mei, BAML 2015
Global Real Estate Conference, September 16 2015
Genting Singapore is one of the two duopoly casinos in
Singapore. The company is cheap today, due to a slowdown in
Chinese VIP visitors as a result of the Chinese anti-corruption
campaign. The company has reported four quarters of
unusually poor hold (2.0%- 2.5%) in its gaming business, as
well as some mark-to-market losses from equity investments.
Since opening the casino, however, the cumulative win rate at
Genting Singapore has been close to the industry average of
2.85%, and we believe win rates should normalize over time.
Genting’s core mass market business has been steady. We are
very familiar with Genting Singapore, given our investment

in parent Genting Berhad, and have always liked its duopoly
position in a stable jurisdiction like Singapore. We respect
CEO Hee Teck Tan who has repurchased discounted shares
almost every day since November 2014.
WH Group is the largest pork company in the world, with
dominant positions in China, the world’s largest pork market,
and the United States. Its 73%-owned listed subsidiary
Shuanghui is China’s largest pork supplier, controlling
approximately 40% market share in branded packaged meat
in modern channels. WH Groups acquired Smithfield, the
largest pork product supplier in the U.S., in 2013 and is now
in a unique position to export cheap, high quality U.S. pork
to China, where prices are typically double that of the U.S.
This export strategy helps reduce excess inventory in the U.S.
and lower cost of goods in China. WH Group is well placed to
benefit from the secular rise of the middle class and preference
for quality food in China. WH Group is a branded consumer
goods company (100% of its 1H operating profit came from the
packaged meat segment), but it is being valued in the market
like a commodity hog producer. WH Group is trading at a
cheap 9X underlying earnings and 35% below its Aug 2014
IPO price of HK$6.2/share. Chairman and CEO Wan Long is
purchasing discounted shares at current price levels.
We have tracked the price-to-value ratio (P/V) of
Southeastern’s portfolios over time as an indicator of the
margin of safety in the portfolio. Over time, across our various
strategies, we have produced superior absolute and relative
performance following periods when the entire portfolio
P/V dips below 60%. The P/V of our Asia Pacific strategy is
currently in the high 50s%, our cash levels are almost zero,
and we believe now is the time to add assets to this strategy.
We also believe not all P/V’s are created equal. The portfolio’s
current P/V reflects companies with stronger-than-average
value growth potential and balance sheets. In addition, our
values are based on average appraisal discount rates of 9% vs.
10-year US Treasuries yielding 2%; this gap is at historically
high levels.
Baron Rothschild is credited with the now famous saying that
“the time to buy is when there’s blood in the streets.” It is said
the original quote is, “Buy when there’s blood in the streets,
even if the blood is your own.” As managers of the Asia Pacific
Fund, we are investing alongside our clients and increased our
stake during the quarter.

See following page for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf Partners UCITS Funds. Any
performance is for illustrative purposes only. Current data may differ from data quoted.
No shares of the Longleaf Partners Asia Pacific UCITS Fund (“Fund”) may be offered or sold in jurisdictions where such offer or
sale is prohibited. Investment in the Fund may not be suitable for all investors. Potential eligible investors in the Fund should read
the prospectus and the Key Investor Information Document (KIID) carefully, considering the investment objectives, risks, charges,
and expenses of the product, before making any investment decision. The value of investments, and the income from them, may fall
or rise and investors may get back less than they invested. Past performance is no guarantee of future performance. Investment in
the Fund may not be suitable for all investors. This document does not constitute investment advice – investors should ensure they
understand the legal, regulatory and tax consequences of an investment in the Fund. Any subscription may only be made on the
terms of the Prospectus and subject to completion of a subscription agreement.
Important information for Australian investors: Southeastern Asset Management, Inc. (“Southeastern”) and Southeastern Asset
Management, Inc. Australia Branch, ARBN 155383850, a US company (“Southeastern Australia Branch”), have authorised the
issue of this material for use solely by wholesale clients (as defined in the Corporations Act 2001 (Cth)) of Southeastern or of any
of its related bodies corporate. By accepting this material, a wholesale client agrees not to reproduce or distribute any part of the
material, nor make it available to any retail client, without Southeastern’s prior written consent. Southeastern and Southeastern
Australia Branch are exempt from the requirement to hold an Australian financial services licence (AFSL) under the Corporations
Act 2001 (Cth) in respect of financial services, in reliance on ASIC Class Order 03/1100, a copy of which may be obtained at the web
site of the Australian Securities and Investments Commission, http://www.asic.gov.au. The class order exempts bodies regulated by
the US Securities and Exchange Commission (SEC) from the requirement to hold an AFSL where they provide financial services to
wholesale clients in Australia on certain conditions. Financial services provided by Southeastern are regulated by the SEC, which
are different from the laws applying in Australia.
Important information for Japanese investors: This Material is provided for information purposes only. This does not, and is not
intended to constitute an invitation, solicitation, marketing, or an offer of Southeastern Asset Management, Inc.’s (“Southeastern”)
products and services in Japan, whether to wholesale or retail investors, and accordingly should not be construed as such. By
receiving this material, the person or entity to whom it has been provided understands, acknowledges and agrees that: (i) this
material has not been registered, considered, authorized or approved by regulators in Japan; (ii) Southeastern Asset Management,
Inc. nor persons representing Southeastern Asset Management, Inc. are not authorized or licensed by Japan authorities to market
or sell Southeastern’s products and services in Japan; and (iii) this material may not be provided to any person other than the
original recipient and is not for general circulation in Japan.
Important information for Swiss investors: This document is for informational purposes only and is not an offering of the Longleaf
UCITS Funds. The jurisdiction of origin for the Longleaf Partners UCITS Funds is Ireland. The representative for Switzerland is
ACOLIN Fund Services, Ltd., Stadelhoferstrasse 18, 8001 Zurich. The paying agent for Switzerland is NPB Neue Private Bank Ltd.,
Limmatquai 1, 8022 Zurich. The Prospectus, the KIID, the Trust Deed, as well as the annual and semi-annual reports may be obtained
free of charge from the representative in Switzerland. The current document is intended for informational purposes only and shall
not be used as an offer to buy and/or sell shares. The performance shown does not take account of any commissions and costs
charged when subscribing to and redeeming shares. Past performance may not be a reliable guide to future performance.
For Korean Residents Only: Southeastern Asset Management, Inc. (“Southeastern”) makes no representation with respect to the eligibility
of any recipients of this Material to acquire Southeastern’s services and products under the Laws of Korea, including, without limitation, the
Foreign Exchange Transaction Law and regulations thereunder. Southeastern has not been registered with the Financial Services Commission
of Korea (the “FSC”) in Korea under the Financial Investment Services and Capital Markets Act of Korea, and Southeastern’s services and
products may not be offered, sold or delivered, or offered or sold to any person for reoffering or resale, directly or indirectly, in Korea or to
any resident of Korea except pursuant to applicable laws and regulations of Korea. Furthermore, Southeastern’s products may not be resold
to Korean residents unless the purchaser of the interests complies with all applicable regulatory requirements (including, without limitation,
governmental approval requirements under the Foreign Exchange Transaction Law and its subordinate decrees and regulations).
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Important information for Belgian investors:
This document and the information contained herein are private and confidential and are for the use on a confidential basis only by the persons to whom such material is
addressed. This document does not constitute and may not be construed as the provision of investment advice, an offer to sell, or an invitation to purchase, securities in any
jurisdiction where such offer or invitation is unauthorized. The Longleaf Partners UCITS Fund has not been and will not be registered with the Belgian Financial Services and
Markets Authority (Autoriteit voor financiële diensten en markten/Autorité des services et marchés financiers) as a foreign collective investment undertaking under Article
127 of the Belgian Law of 20 July 2004 on certain forms of collective management of investment portfolios. The offer in Belgium has not been and will not be notified to the
Financial Services and Markets Authority, nor has this document been nor will it be approved by the Belgian Financial Services and Markets Authority. The shares issued
by the Fund shall, whether directly or indirectly, only be offered, sold, transferred or delivered in Belgium to individuals or legal entities who are Institutional or Professional
Investors” in the sense of Article 5§3 of the Belgian Law of 20 July 2004 on certain forms of collective management of investment portfolios (as amended from time to time),
acting for their own account and the offer requires a minimum consideration of €250,000 per investor and per offer. Prospective investors are urged to consult their own
legal, financial and tax advisers as to the consequences that may arise from an investment in the Fund.
Important information for Brazilian investors:
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Longleaf Partners Asia Pacific
UCITS Fund Commentary

The Longleaf Partners Asia Pacific UCITS Fund returned 1.99% during the second quarter, exceeding the MSCI
AC Asia Pacific Index, which returned 0.64%. The majority of our businesses made positive progress, as our
management partners took smart actions to drive long-term value growth.
Double-digit returns at top performer CK Hutchison
demonstrated how quickly share prices can respond to
productive corporate activity. The combined CK Hutchison
and Cheung Kong Property position increased by 47%
during the quarter. This investment is highlighted below
and serves as a template for other Asian conglomerates to
unlock value under the leadership of second generation
managements.
Iida Group Holdings, the largest builder of single detached
homes in Japan, appreciated 29% during the quarter,
reflecting an improvement in outlook for operating profit
margins. The company successfully churned through
high cost inventory and reduced working capital towards
its target levels. From 2013 to 2014, Iida increased its
already dominant market share position from 25% to 31%,
compared to the next largest competitor with less than 2%
share.
The two largest detractors to fund performance were Melco
International and Lixil Group. Lixil declined 15% in the
quarter after uncovering fraud at Joyou, a listed subsidiary
of Grohe, which was acquired last year. Some of the
losses from the fraud are recoverable through insurance,
legal action and a tax write-off. The fraud at Joyou
overshadowed the significant increase in free cash flow
achieved by Lixil management, driven by cost cutting and
large improvements in working capital.
Melco International (Melco) fell 8% with continued
pressure on the Macau gaming industry, despite early signs
of revenue stabilization in the last few months. In spite of
industry challenges, Melco gained market share during
the recently reported quarter and was quicker than peers
in reducing costs. The new, mass market-oriented Studio
City casino is on track to open by October and advances the
government’s efforts to broaden tourism beyond gaming.
Studio City’s approximately $2 billion of construction in
progress (CIP) as of Q1 2015 is currently given zero value in
Melco’s stock price, even though the casino opens in less
than three months. Excluding CIP, Melco is yielding 15%
free cash flow to enterprise value, and over 85% of Melco
Crown’s EBITDA is driven by the non-VIP business, which
we believe will grow at double-digit growth rates in the
medium term. Melco’s 34% stake in Melco Crown is worth
over 170% of Melco’s market cap as of July 8th.
CEO Lawrence Ho is a large owner and is building value by
buying back deeply discounted shares, investing in highreturn projects to increase visitor traffic, further shifting
their mix towards higher margin mass and premium

mass business, securing long-term credit lines to increase
financial flexibility, and exploring ways to maximize
returns on a limited supply of baccarat tables. We believe
growth in the higher margin mass market will drive Macau
gaming cash flow. New casinos with diverse non-gaming
attractions and much-needed hotel room supply, as well
as ongoing government investments in infrastructure,
will facilitate more mass visitors. The reversal of the
transit visa restriction announced on June 30 is the first
sign of supportive regulatory policy to improve economic
conditions in Macau. This should be positive for VIP and
premium mass volumes.
An important part of our investment discipline is to
consistently challenge and update our investment case
and appraisal for each name. We assigned a “devil’s
advocate” (DA) to look at the business case for our Macau
investments with fresh eyes and to test our assumptions.
The DA undertook a quantitative analysis of the broad
Macau gaming industry from a top down perspective.
By combining household income and expenditure data
with gaming behavior and statistics across activities and
countries, he estimated the likely addressable Macau
casino market and its potential growth. Detailed historical
and recent gaming data from countries such as Australia
provide reasonable estimates for levels of disposable
household income required before casino gaming can
be pursued as a leisure activity, and gaming spend as a
proportion of disposable household income, i.e. a minimum
of US$20,000 disposable household income is normally
required before any gaming spend, after which 1.6% is
spent on casino/slot gaming. Combining this with Chinese
household income data and household income growth
forecasts of 6%, the DA analysis concluded that Macau
can grow revenues at double-digit rates driven by income
growth and the arrival of “first-time” casino gamblers.
With mass EBITDA margins 4x higher than VIP, EBITDA
should grow faster than revenues as the mix of business
shifts from VIP to mostly mass. Draconian assumptions of
a significant slow-down in Chinese growth to 3% and a fall
in mass EBITDA margins by a quarter would still provide
single-digit EBITDA growth.
Our analysis disputes the speculation that the Macau
gambling market may be permanently impaired as a result
of the ongoing anti-corruption campaign. That thesis
assumes the growth in Macau gaming has been driven
by massive money laundering fueled by corruption. We
believe, and data supports, that real demand for wagering
comes more from increasing household disposable income
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than money laundering. As shown in Diagram 1 below, the
regulated domestic Chinese lottery market, which is driven
by the mass market, has shown consistent growth.
Although its performance has been disappointing, Melco
remains our highest conviction holding, and we added to
our position in the quarter.

Hong Kong Real Estate Review

father Li Ka-shing two years ago, drove this transaction.
Victor is typical of the new generation of western educated
scions taking over from the entrepreneur-founder
generation in Asia. We believe that the CK Hutchison
restructuring marks the beginning of a trend among Asian
conglomerates to restructure and create shareholder value,
driven by a new generation of younger, educated leaders
taking over old line Asian family owned conglomerates.

During the quarter, a seminal corporate event took
place in Asia. As detailed in Diagram 2 (see next page),
CK Hutchison merged with its 50% owned subsidiary,
Hutchison Whampoa, and spun off Cheung Kong Property,
the combined real estate business of Hutchison Whampoa
and CK Hutchison. This corporate restructuring succeeded
in reducing two persistent discounts applied by the market
to CK Hutchison. First, the complexity of the corporate
structure and diversified set of businesses within two layers
of holding companies made valuing the company difficult.
Second, market concerns related to a property exposure in
Hong Kong and China have weighed heavily on the stock.
CK Hutchison was the largest constituent of the Hang Seng
Property Index, yet many property investors could not
invest in CK Hutchison, given its significant non property
businesses. This restructuring allows property investors
to invest in a pure play property company – Cheung Kong
Property – and moves CK Hutchison to its proper home in
the Hang Seng Conglomerates Index.

We have a number of investments with exposure to Hong
Kong property. These holdings include: Cheung Kong
Property, Hopewell Holdings, Great Eagle, K. Wah, and
our newest portfolio addition, New World Development.
We are often asked, given sustained low interest rates
and property price appreciation, if we are worried about
a valuation bubble in Hong Kong property. We are keenly
aware of the risks, and we do not believe the current two
to three percent cap rates for physical property sales are
sustainable in the long run. Public securities, however, are
priced at more than double the cap rates implied in private
(physical) market transactions. This offers a compelling
opportunity for long-term investors who partner with savvy
management teams focused on exploiting the arbitrage
between public and private market valuations. Recent
insider purchase transactions by real estate tycoons Li Kashing (Cheung Kong Property), Lee Shau Kee (Henderson
Land), Lo Ka Shui (Great Eagle) and Robert Ng (Sino Land)
illustrate this point.

The transaction removed much of the discount to NAV, and
the combined shares traded after the spin off in early June
at HK$196/share, compared to HK$125/share prior to the
restructuring announcement in January. Victor Li, who
took over day to day management of CK Hutchison from his

The following bottom-up investment criteria underpin our
case for our Hong Kong property investments. These are
explored in more detail in the following Great Eagle and
New World Development cases:

Diagram 1
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Diagram 2

•

Significant discount to fair value: In many cases,
through public markets, we are able to accumulate
Hong Kong real estate assets at 30 -50% discounts to
our NAV.

•

People: We are partnered with experienced owneroperators who understand intrinsic value and allocate
capital accordingly. Their actions indicate an ability
to arbitrage the huge gap between private transaction
values and low prices in the capital markets.

•

Financial strength: We seek to invest in companies
with clean balance sheets and the financial flexibility
to exploit potential distress for the benefit of long-term
investors.

•

Long-term view: Our three-to-five year investment
horizon allows us to take advantage of the market’s
short-term fears over a physical property bubble.

Great Eagle

Great Eagle is a prime example of the above investment
characteristics. Chairman Lo Ka Shui (age 68), owns 55% of
the company and has an impressive record of buying assets
cheaply and monetizing them at a high price.
Until May 2014, Great Eagle had not acquired new land
in a government tender in Hong Kong since 1989, when
it acquired land one month after the crackdown in
Beijing’s Tiananmen Square. At the time, Great Eagle
paid $300 million for land that has since become Hong

Kong’s Citibank Plaza; it was recently valued at $4.6
billion. Because the company has stuck to its strict pricing
discipline, it lost every land sale auction it participated
in over the subsequent 25 years. In May 2014, Great Eagle
succeeded in winning at a HK land auction, purchasing
land in Pak Shek Kok for HK$3,300 per square foot - less
than half the price paid by peers in the same neighborhood.
Before the Global Financial Crisis, Great Eagle sold most of
its U.S. office portfolio at peak prices. Post crisis, they have
re-entered the U.S. market, buying distressed hotel and
office buildings at bargain prices. In May 2013, the company
spun off its Hong Kong hotel properties into a REIT at HK$5/
share (4% NOI cap rate / US$1.3mm/key), at a 36% premium
to our carrying value and over 50% above the REIT’s
current price of HK$3.25/share.
The sum of Great Eagle’s stakes in publicly listed Champion
REIT and Langham Hotel Trust alone is almost equal
to Great Eagle’s current market cap. As investors in the
stock, we get all of the hotels outside of Hong Kong, the
U.S. and Hong Kong rental property, the management fee
stream (from Champion REIT and Langham Trust) and
the HK$3billion in cash for free. At the current price,
Great Eagle is selling at 60% discount to our NAV. Lo Ka
Shui has been personally buying shares in Great Eagle in
recent weeks, underscoring his belief that the company is
undervalued.

New World Development

Our latest investment, New World Development (NWD), is a
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major Hong Kong conglomerate, founded by Cheng Yu Tung
(CYT), who is 91 years old and retired. His son, Chairman
Henry Cheng (68), and his grandson Adrian Cheng (35)
now run the company. CYT handed over control of NWD
to Henry in the 1990s. Adrian became CEO, Joint General
Manager and Executive Director in 2012, but his power was
cemented and the line of succession was set in stone this
year with Adrian becoming Vice Chairman of NWD. This
is another story of generational change under a western
educated leader whom we believe will unlock the deep
discount at which NWD currently trades.

consumption, like luxury goods, gaming, retail and
even consumer staples. As a result, we are starting to
see more bargains emerge in good businesses with
sustainable competitive advantage and pricing power.
•

Value accretive domestic consolidation continues in
fragmented markets in Asia. The latest example is the
recent offer by our investee company, G8 Education, to
purchase its next biggest competitor, Affinity Education
at an attractive price.

•

Supply-led weakness in commodity prices has caused
sharp divergence between stock price and underlying
value of mining servicers that we own. While the stock
prices have shown high correlation with commodity
prices, the underlying value of these businesses has in
fact been resilient because they make money based on
volume of production (and not price of commodity).

•

Better capital allocation and improved corporate
governance is evident in our Japanese investments
and prospects. Our management partners are actively
deploying capital to highest and best use including
sensible M&A and buybacks.

•

Smart capital allocation driven by generational change
in management is well illustrated in the CK Hutchison
and NWD cases described above. Cheung Kong
restructuring is a great case study in closing the gap
to NAV, and we believe this could potentially unleash
similar restructurings in other conglomerates in the
region.

Since 2012, Adrian has led the following smart actions:
•

In May 2013, he tried to spin off the Hong Kong hotels
into a REIT at a 5% yield, but failed due to negative
market sentiment resulting from the U.S. Federal
Reserve Chairman’s tapering speech on 22 May 2013.

•

In December 2013, NWD sold its stake in CSL, a Hong
Kong mobile telecommunications operator, for HK$4.5
billion, or 9.5x EV/EBITDA, recognizing a net gain
of HK$2.3 billion. Quoted from the press release:
“The Board considers that the Proposed Disposal
provides an opportunity for NWD to realize value for
its shareholders in respect of its minority interest in a
non-core asset.”

•

In March 2014, NWD tried to privatize New World China
Land for HK$6.8/share versus HK$10.8 value. The
take private deal failed due to a technical headcount
rule specific to Cayman Island companies, but the
attempted transaction highlights management’s
opportunistic thinking.

•

In April 2015: NWD sold three hotels to a joint venture
50% owned by ADIA (Abu Dhabi Investment Authority)
at a 3% cap rate, or HK$10mm/room.

Construction in Progress: NWD has a sizable non-earning
asset in New World Centre, a 3.2 million square foot redevelopment project in Tsim Sha Tsui, Kowloon, Hong
Kong. When completed in 2017, this could be worth more
than 50% of NWD’s current market cap. Mr. Market’s shortterm focus ignores this sizable construction in progress,
giving long-term investors an opportunity to benefit from
strong value growth in coming years. Today, NWD sells for
over a 50% discount to our conservatively appraised NAV,
offers over 4% dividend yield, and is led by a management
team focused on monetizing assets to close the discount to
NAV.

Outlook

We believe the Asia Pacific region remains the best risk
return opportunity globally. In addition to the Hong Kong
real estate pricing disparity between capital markets and
physical markets, we continue to take advantage of the
themes high-lighted in our last letter.
•

China’s anti-corruption campaign is hurting the
performance of businesses with exposure to high end

See following page for important disclosures.
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Asia Pacific UCITS Fund Management Discussion
The Longleaf Asia Pacific UCITS Fund returned 1.93% in its first full quarter, modestly below our inflation + 10% absolute
annual return target. Two macroeconomic themes are currently dominating Asia Pacific markets – optimism in Japan
and, conversely, angst related to a prolonged Beijing government-induced slowdown in China.
During the quarter, our Japanese holdings added 15.6%
to our absolute returns, beating the Japanese index
by over 500 basis points, but our underweight in the
country versus the benchmark negatively impacted
relative results. We invest opportunistically on a
bottom-up basis in strong businesses, with good people,
at deeply discounted prices, without regard to index
weightings. Japanese equity market discounts have
narrowed with aggressive quantitative easing, major
pension funds shifting from bonds to equities, and
greater management attention to capital efficiency.
Even with the strong stock price gains, our Japanese
companies remain attractive, with value accretive
industry consolidation an opportunity for several of our
holdings. As an example, we highlight our Coca-Cola
East Japan investment case in more detail below.

Holdings, which we profile below, are both examples of
businesses well positioned for our management partners
to build value for long-term shareholders.

Additional strong performance came from CK Hutchison
(formerly Cheung Kong), which gained 22% after
announcing its intention to merge with subsidiary
Hutchison Whampoa and spin out the combined
property company. This latest transformational move
by founder and Chairman Li Ka-shing and his son and
Deputy Chairman Victor Li, should lessen the holding
company discount on the stock as underlying business
exposures are clarified and the spin off highlights
the value of their property business. An independent
valuer recently appraised Cheung Kong’s property
business 48% higher than stated book and Cheung
Kong’s value at HK$241/share.1 This high profile
restructuring of a blue chip Asia conglomerate has the
potential to unleash similar restructurings in the region,
and several other holding company stock prices rose
after the announcement. Many companies in Asia are
undergoing a generational change in leadership from
the elder owner-founder generation to a new generation
of typically western trained leaders. This has resulted
in dramatic shifts in capital allocation in several
cases. Cheung Kong’s performance also illustrates the
impact that wise capital allocation can have in creating
returns in excess of organic business growth. Most of
our management partners are driving above-average
value growth, and, in many cases, creating catalysts for
value recognition. Mineral Resources and Seven Group

We sold French luxury goods company Christian Dior
(CDI) after it approached value within a short holding
period. 41% owned subsidiary LVMH Moët HennessyLouis Vuitton (LVMH) reported positive results, and
pricing power in its luxury goods business has proven
resilient. In addition, LVMH distributed its stake in
Hermès to its shareholders in late December 2014, which
helped close the gap between price and value at CDI. We
sold the position to add to more discounted names. We
initiated a new position in Sa Sa International Holdings,
a Hong Kong based retailer of cosmetics similar to that
of Christian Dior’s Sephora business. The Hong Kong
retail sector has suffered from declining same-store
sales, driven by political demonstrations, the Chinese
anti-corruption drive, and competition from cheaper
currencies in other countries (Hong Kong’s currency is
pegged to the US dollar). Beijing’s anti-corruption drive
has morphed into an “anti-extravagance” drive, shifting
Asian consumer preferences. Sa Sa is well positioned
to benefit from these shifts with its established brand,
attractive product pricing, store footprint, online
presence, quality perception and fortress-like balance
sheet.

1 March 2015 Merger Proposal issued by CK Hutchison Holdings Limited,
CK Global Investments Limited and Hutchison Whampoa Limited.

Angst around China has negatively impacted
performance in two primary ways. First, with the
unprecedented anti-corruption crackdown in China, VIP
customers are avoiding Macau and Singapore casinos,
thereby weighing on our gaming exposure via Melco,
Genting, Galaxy, and K Wah. Second, China’s economic
slowdown, combined with an unprecedented supply
increase by low cost miners, has impacted commodity
prices and weighed on Australian currency and share
prices in the natural resource sector. These factors
allowed us to accumulate positions in quality businesses
that we believe will provide superior 3-5-year returns.

We’ve taken advantage of a number of themes in our
current portfolio:
•

Generational change in management: A number
of Asian private sector companies were established
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after World War II by entrepreneurs who are now
handing over leadership to a generation of younger,
typically western educated leaders. Four of our
companies – Melco International, Cheung Kong,
Hopewell Holdings, and Galaxy Entertainment – are
led by a second generation, Western-educated CEO.
We believe that generational change will lead to
better corporate governance and heightened focus
on capital allocation. In the past few years we have
seen dramatic shifts in capital allocation as younger
management has risen to positions of influence.
•

•

Domestic Consolidation: Having spent the last few
weeks in the United States, we were struck by how
almost every town in America is dominated by a
handful of national retail chains. There are plenty of
industries in Asia that are highly fragmented, and the
opportunity for smart domestic consolidators is still
very attractive. G8 Education, Coca Cola East Japan,
Iida, AIN Pharmaciez, Sogo Medical, and BML operate
in attractive industries that are highly fragmented.
Each company’s size and scale allows it to thrive
against much weaker competition, who are typically
“Mom and Pop” operators.
China anti-corruption campaign: The crackdown
on corruption has had a significant effect on high end
luxury consumption, including VIP gaming in Macau
and high end fashion, alcohol, and jewelry. We’ve
taken advantage of this crackdown on corruption
by buying overly discounted securities like Melco
International, K Wah, Galaxy Entertainment, and Sa
Sa.

•

Weakness in energy and natural resources: This
macro headwind has enabled us to buy high quality
operators whose share prices have fallen in line with
the underlying commodity price, but who make
money based on volume of work produced. ALS,
Mineral Resources, and Seven Group Holdings all
share these characteristics. We believe they will do
better in this environment as commodity production
volumes grow.

•

Partnership with owner-operators: We believe that
the best way to align our interests with managers is to
partner with those who have substantial skin in the
game. The majority of our portfolio holdings are run
by large owner-managers.

•

Increased focus on capital efficiency in Japan:
In Japan, the movement towards better capital
allocation and improved corporate governance is a
positive and sustainable trend, which has expanded
the opportunity set for us. According to Nomura

Securities, Japanese listed companies announced
share buybacks worth ¥3.36 trillion during the last
fiscal year ending March 2015, representing a 75.7%
rise compared to last year. In the past, the pressure
for better capital allocation came primarily from a few
foreign and local shareholders. In some instances,
the Japanese government helped shield Japanese
corporates from foreign activist pressure. Today, the
pressure for better governance and capital efficiency
is coming from the Japanese government and other
domestic institutions. The Abe administration is
focused on improving corporate governance, and,
with the introduction of the JPX-Nikkei Index 400 and
the release of the Ito Review, capital efficiency has
become a key focus for Japanese corporations.
Coca Cola East Japan (2580 JP):
CCEJ is the largest Coca Cola bottler in Japan, accounting
for over 50% of Coca-Cola volumes in the nation. It was
formed through a merger of the four Coca-Cola bottling
companies in the Kanto and Tokai regions in mid-2013.
While Japan’s population is declining, the population in
CCEJ’s largest addressable market -- the Tokyo greater
metropolitan region -- is increasing. CCEJ has around 25%
market share in NARTD (non-alcoholic ready to drink) in
its bottling footprint with a population of 66 million.
Japan is still a uniquely fragmented bottling market. In
Europe, for example, Coca Cola Hellenic is the sole Coke
bottler in over 25 countries. In Japan, the Coca-Cola
Company has pushed for consolidation, and as a result,
there are now seven bottlers in Japan, down from 17
bottlers in 1999. Consolidation is resulting in economies
of scale and operational efficiency. CCEJ is the result of
the consolidation of six bottlers. Before the merger to
form CCEJ, each company was doing its own sourcing,
procurement, production and distribution. Volumes were
not big enough to justify investment in new production
lines, which led to outsourcing of production and
packaging that hurt margins. As a result, they were doing
less than 2% operating profit margin, much lower than
international peers.
With scale achieved through the merger, CCEJ is in a
position to invest in new production lines, in-source
production, purchase materials cheaper, roll-out the
Coke One enterprise resource planning (ERP) system
and realize supply chain synergies, and collapse 25 legal
entities into one. Management has set a target to almost
triple operating income margins by 2018 from about
2% today. Given the competitive nature of the NARTD
industry in Japan and the historical margins for these
bottlers, it will be a high hurdle to achieve their margin
goals. However, we believe the CCEJ management team
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can lead this “self-help” led margin recovery. CEO Calin
Dragan is a Romanian who has previous experience at
Coca Cola Hellenic. Most of the senior management team
members are foreign nationals pushing to achieve merger
integration quickly.
An unseasonably cool and wet summer (when CCEJ
typically generates approximately 80% of its annual
operating income), temporary delays in production rampup, and the consumption tax hike hurt their financial
results and gave us an opportunity to buy this quality
business at attractive valuations in the fourth quarter of
2014. While the stock price has rebounded strongly in the
quarter, we believe there is still upside potential in CCEJ.
The Coca-Cola Company owns 33% of the company, and
considers Japan a key market. We believe there is room
for more consolidation and synergies, and CCEJ, with
its scale, balance sheet and management expertise, will
be the preferred consolidator, as evidenced by its recent
acquisition of Sendai Bottling a few months ago at an
attractive valuation. We would not be surprised if Japan
eventually ends up with a sole Coca Cola bottler.
Mineral Resources Limited (MRL)
During the quarter, Western Australia mining services
company Mineral Resources was a detractor due to a
combination of lower iron ore prices and a 5% weakening
of the Australian dollar. Iron ore prices have fallen to
$47/ton, lower than that seen during the Global Financial
Crisis in 2009. While almost all of MRL’s revenues come
from the iron ore industry, the company’s core business
of iron ore crushing and services depends on volume of
work performed, rather than the commodity price. MRL
is a beneficiary of the significant increase in production
volume of Pilbara iron ore miners BHP and Rio Tinto (“the
Majors”), as they attempt to produce more tons of low
cost iron ore per unit of invested capital. MRL helps them
increase production per unit of invested capital because
under the Build Operate Own model, MRL provides
the CAPEX and recovers it through MRL’s operating
charge. MRL has significantly lower operating costs and
production personnel than the Majors on their crushing
plants. Contrary to expectations, MRL is able to maintain
its pricing power in this challenging environment for
miners, as the company provides high value add services
at a much lower cost than miners themselves can achieve.
There is no incentive for the Majors to renegotiate price, as
they do not want to disrupt volumes and do not have the
pricing power to dictate a change of terms.
Consider the following illustrative economics involved in
the relationship between MRL and the Majors:
Assume a hypothetical 5 million ton per year facility at
today’s economics. The Majors make roughly A$40 in

EBITDA for every ton processed and landed in China.
They pay MRL roughly A$4 for every ton crushed over a
long term contract period, independent of the price of the
commodity. A 5mm ton per year plant would generate
A$200mn in EBITDA to the miner after paying MRL
A$20mn per year to crush the iron ore. The high cost to
switch from MRL would not only include the capex to
remove and replace MRL’s crushing facility but also the
loss of production which would equate to A$17mm/month
in EBITDA, a significant cost relative to what the Majors
currently pay MRL to crush iron ore.
Why would Rio and BHP turn over such a valuable part of
their process? It speaks to the niche expertise MRL has
captured in this space. MRL has confirmed that there has
never been a renegotiation downward on the prices they
receive, nor has the price decreased in recent renewals.
Given the Majors’ objective to increase production volumes
at the least cost, the volume and quality of discussions
with MRL has increased several fold over the last few
months. As MRL provides crushing services at less than
half the cost that miners can achieve themselves, the
company benefits as large Australian miners turn to lowercost outsourcing when ore prices fall. This business of
crushing and other mining services produces $250 million
in EBITDA, meaning the company trades at just under 5x
EV/EBITDA on this high margin services business alone.
In contrast to crushing services benefitting from the
current low iron ore price/high volume interplay, MRL’s
smaller iron ore mine operations have been negatively
affected. However, besides iron ore majors BHP and Rio
Tinto, MRL is one of the few juniors in Australia that still
makes positive cash flow from iron ore mining at current
prices. MRL recently announced the design of a new mineto-port transportation system that can carry iron ore at
less than a quarter of the cost of a traditional rail solution.
This transport system is being underwritten by production
volumes from MRL’s own mines. Once the transport
system is running and delivering at a competitive
cost, MRL will look to divest its mining resources and
concentrate on the infrastructure business associated with
mining. This new transport system, if successful, should
also enhance the growth of the crushing and mining
services business, as that would be a pre-condition to
access MRL’s transport network.
MRL is led by founder Chris Ellison and a management
team that in aggregate owns 20% of the company. They
allocate capital to the highest and best use and have a
record of growing book value per share consistently over a
long period of time.
Seven Group (SVW AU)
Seven Group (SGH) is a conglomerate with exposure to
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the mining, media, energy and construction sectors, as
well as a sizable investment portfolio. The biggest value
driver is the Westrac business, which runs the monopoly
Caterpillar dealerships in Australia and Northeastern
China. Westrac sells new equipment to the mining and
construction industries and provides after-sales support,
maintenance and spare parts.
The downturn in the mining capex cycle has severely
impacted Westrac’s new equipment sales, which declined
80% in the first half of fiscal year 2015 compared to peak
levels 2 years ago. Miners are working their existing fleet
harder to increase production volumes, as discussed in
MRL’s investment case above. This leads to increased
wear and tear, and higher demand for Westrac’s product
support business, which generates much higher margins
than new equipment sales. Product support revenues grew
16% YOY in the first half of this fiscal year, and overall
Westrac margins improved despite a 15% drop in sales.
In addition to Westrac, SGH owns a 35% stake in Seven
West Media (SWM), which is the largest free to air network
in Australia. In this fickle, “hit driven” industry, SWM’s
strong in-house production capability and management’s
consistent programming strategy have helped them
maintain #1 ratings share by revenue for eight consecutive
years, with over 40% revenue share currently.
Chairman and founder Kerry Stokes and his family own
almost 70% of SGH which is now led by Kerry’s eldest son
Ryan. They have been exceptional capital allocators over
the years. As oil and gas prices have declined, they have
used their strong financial position to provide liquidity
to junior explorers with good E&P assets but distressed
balance sheets. SGH also has an over A$1 billion
investment portfolio, which is generally overlooked in sell
side analyst and Bloomberg price multiple calculations.
Management has attractively compounded value over time
in this portfolio.
The mining downturn and associated drop in Westrac
results gave us an opportunity to invest in SGH at a
significant discount to its intrinsic value in the fourth
quarter of 2014. Shares have appreciated strongly in
the quarter, but we continue to find the investment case
compelling. At today’s price, the market is valuing the
underlying Westrac business at around 6X depressed
EBITDA, while some of its peers trade at 9X EBITDA.
Management is returning capital to shareholders by
buying back discounted shares and paying out a dividend
yield of approximately 6%.
Outlook
Our Asia Pacific strategy has been launched at an
interesting and, we believe, compelling time for long-term,

patient investors. While high growth economies like India
and the Philippines offer minimal margin of safety in our
view at today’s price levels, we have identified pockets of
opportunity in Asia Pacific with attractive valuation and
good corporate governance. We have built a portfolio of
high quality companies with owner-operators at deeply
discounted prices in a region with attractive secular
trends. As fellow shareholders, we are excited about the
growing, long-term opportunity set in Asia.
Hong Kong and Macau are particularly discounted today,
especially when compared to China’s A share market.
This was well illustrated by the surge in share prices
and trading volumes of Hong Kong-listed companies as
Stock Connect buyers from Mainland China invested
record sums in Hong Kong in recent weeks. This has
helped narrow the gap between price and value for our
HK investments since the end of the first quarter. Despite
the recent strong performance, this region is cheap
relative to the rest of the world and to its own past. The
ongoing generational change in leadership combined with
attractive valuation is presenting exciting opportunities
for us to deploy capital in the region.

See following page for important disclosures.
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This document is for informational purposes only and is not an offering of the Longleaf Partners
UCITS Funds. Any performance is for illustrative purposes only. Current data may differ from
data quoted.
No shares of the Longleaf Partners Asia Pacific UCITS Fund and Global UCITS Fund (“Funds”) may
be offered or sold in jurisdictions where such offer or sale is prohibited. Investment in the Funds may
not be suitable for all investors. Potential eligible investors in the Funds should read the prospectus
and the Key Investor Information Document (KIID) carefully, considering the investment objectives,
risks, charges, and expenses of the product, before making any investment decision. The value of
investments, and the income from them, may fall or rise and investors may get back less than they
invested. Past performance is no guarantee of future performance. Investment in the Funds may not
be suitable for all investors. This document does not constitute investment advice – investors should
ensure they understand the legal, regulatory and tax consequences of an investment in the Funds.
Any subscription may only be made on the terms of the Prospectus and subject to completion of a
subscription agreement.
United Kingdom
This Document is for informational purposes only and is not an offering of the Longleaf Partners UCITS
Fund (“the Funds”). The Prospectus (including any supplements) for the Funds are available from
Southeastern Asset Management International (UK) Limited which is authorized and regulated by the
Financial Conduct Authority in the United Kingdom.
In the United Kingdom, this document is being distributed only to and is directed at (a) persons
who have professional experience in matters relating to investments falling within article 19(5) of
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 (as amended) (the
“Order”) or (b) high net worth entities and other persons to whom it may be otherwise lawfully be
communicated, falling within Article 49(2) of the Order (all such persons being referred to as “relevant
persons”). This document must not be acted on or relied on by persons who are not relevant persons.
Any investment activity to which this document relates is available only to relevant persons and will be
engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on
this document or any of its contents

