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Notes on Aristotle Capital Management, LLC’s meetings during their first visit to Australia.
Plus Capital is proud to represent Aristotle Capital Management, LLC (“Aristotle Capital”) in
Australia. We hosted Steve Borowski, President and Greg Padilla, co-Portfolio Manager of their
Global and US equity strategies, to a series of meetings in Sydney & Melbourne with institutional
investors and their advisors. As always, these Notes are intended to be the “next best thing to
being there”.
Given that it had been some time since Plus Capital had met with our former clients, other
institutional investors and several asset consultants, we introduced Steve, Greg and Aristotle
Capital by explaining how we had first met them over 18 months ago. At that time in late 2017,
while we each liked what the other was doing, from Aristotle Capital’s perspective the focus on
committing to Australia was a 2019 priority. We confirmed that we were happy to wait as we
believe that the Aristotle Capital process delivers something different to that which is currently
available in the market and that we only want to represent people who we are proud to have our
name associated with.
We believe the “something different” is the consistency of the returns Aristotle Capital has been
able to deliver and the lack of correlation of excess returns with peer group and broader market
indices - with the source of this difference able to be traced back to the pragmatic approach and
way they source investment opportunities.

Steve would begin by explaining that Aristotle Capital is an employee owned global equity
manager based in Los Angeles backed by an experienced management team who have worked
together for well over twenty years. He described his role as being “involved in everything but
investments” and that at the top of his list are the people and culture of the firm as these are its
real assets. Central to this culture and their ability to attract and retain talented individuals is the
broad ownership structure. There are over 30 equity owners of the firm including nearly all 17
members of the investment team.
Steve was asked, given their emphasis on the importance of having investment (as well as
operational) team members being equity owners of the firm, how the system worked. He
described that the existing owners effectively dilute their holdings as equity is awarded, rather
than sold, to individuals as part of their total compensation. He reflected that even with the most
recent hires out of business school, the award of equity was part of “the initial discussion”.
By way of explaining the “something different” Greg pointed to the importance of the philosophy
which underlies their process, that they are not so much just buying stocks, rather they are
looking to buy a “piece of the business – for the long term” and so it is important that the company
be in control of its own destiny. It is this mindset that reflects their ethos of “private equity in
public markets” – that theirs is a concentrated portfolio, that they look at the whole business, and
each purchase is made at a full weight position which is rarely trimmed or added to.
The research team are all analysts. Greg noted that for him and his co-portfolio manager Howard
Gleicher, who also has the title of Chief Executive and Chief Investment Officer, their first
priorities are as research analysts with the portfolio management function next. In this way there
is a collegiate atmosphere within the one investment team who focuses upon their global
coverage of sectors.
Greg described the investment process as a “three-legged stool” in that each facet was equally
important.
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He pointed to the slide above and highlighted that “Valuation” was purposely in the middle and
looked at after the “Quality” was first identified and understood. He stressed that there is no
“screening out” to source potential candidates for inclusion in the portfolio; the starting point is to
understand the business, what makes it unique and why it may be considered high quality.
The “Valuation” process considers not just the equity, but the entire enterprise: if it could be
owned and operated for cash, what would the “cash on cash return” be in a normal year, and
does that imply an attractive valuation for the equity?
Importantly, Greg described the “Catalysts” Aristotle Capital is looking for as “actions or events
currently underway that management has control over”. Catalysts are continuously monitored by
Aristotle Capital to assess the impact on a company’s intrinsic value. It is the evolution of
catalysts that Aristotle Capital believes will propel a company to meet its full potential within the
next three to five years, closing the valuation discount they see.
Greg was asked, when talking about new positions being added at a full weight, “how do you
account fully for the additional risk that comes with investing in a less predictable (higher risk)
business?”
He responded that this goes to their core skill set and is at the heart of their investment
philosophy – the research and understanding of businesses. To “come through” their process a
company must be of what they believe to be high Quality, its current price must represent Value
and there must be Catalysts that will act to move the current price towards their estimate of
intrinsic value. Should a company not meet all three (“Q-V-C”) criteria, it will not be purchased.
To the extent it meets their criteria they will buy the new company at a full weight – provided it
represents a “more optimal” investment for the portfolio.
Clearly “more optimal” is subjective and encompasses numerous facets, with risk being one of
them. In Aristotle Capital’s view, risk at the company level is the permanent loss of capital; as
mentioned above, Aristotle Capital seeks to mitigate this risk by remaining disciplined to the
investment process. Risk at the portfolio level is lack of diversification. Diversification is not
about how many different companies they own, diversification is about how different the
companies they own are in the risks each entails. The understanding of these risks comes from
the research process that educates the investment team as to, among other things, end-market
exposures, regional exposures, balance sheet strength, business cyclicality, etc.
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With regard to the “equal weight philosophy”, the inherent risk of investing in a business or
industry with a wider range of outcomes is not accounted for with a smaller position size, as each
investment enters the portfolio at a full position of approximately 2% (given the current portfolio
consists of 48 names). Rather, the additional risk is accounted for by demanding a higher
required rate of return. For say a diversified global leader the required rate of return used to
calculate intrinsic value might be approximately 6%, whereas for say a leading European regional
bank it might be greater than 10%. In this return analysis, they are focused on cash flow;
specifically, the normalized Cash Flow Return on Economic Value (“CFRoEV”). While Aristotle
Capital’s process starts with Quality, should a less predictable (higher risk) business meet the
Quality and Catalyst criteria, but not their Valuation’s higher required return hurdle, they will not
invest until it does.
The philosophy’s resultant low turnover (of around 15%) certainly helps in this regard and Greg
pointed to the Aristotle Capital Global Equity strategy’s track record as validation of their
approach.

In our view, the most compelling facets of Aristotle Capital’s Global Equity track record are
reflected in chart above and those that follow. The chart above represents their “batting average”
with dots above the line representing relative outperformance during rolling five-year return
periods during “Normal Up Markets” of 0%-15% for the MSCI World and MSCI ACWI Indices.

While outperformance of the broader market indices is one thing, to be of real value to an
institutional investor’s existing portfolio, we believe that Aristotle Capital will likely be considered
in terms of how their inclusion will augment that portfolio. The correlation matrix below shows the
correlation of excess returns versus a selection of peers.
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Similarly, we believe the correlation matrix of excess returns versus various Factor Indices
indicates how Aristotle Capital’s return stream is not easily replicated using “smart beta” tools.

Plus Capital looks forward to hosting Aristotle Capital again in early October 2019 to a further
series of meetings in Australia with institutional investors and their advisors.
Neil Wild
+61 400 388 455

Michael Dorph
+61 428 642 161
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This information is for one-on-one use only and is prepared solely for the use of institutions and professional advisers. It may not be redistributed without Aristotle Capital's
consent.
The opinions expressed herein are those of Aristotle Capital and are subject to change without notice. This material is not financial advice or an offer to purchase or sell any
product. Aristotle Capital reserves the right to modify its current investment strategies and techniques based on changing market dynamics or client needs. It should not be
assumed that any of the securities transactions, holdings or sectors discussed were or will be profitable, or that the investment recommendations or decisions Aristotle Capital
makes in the future will be profitable or equal the performance of the securities discussed herein.
Past performance is not indicative of future results. Returns are presented gross of investment advisory fees and include the reinvestment of all income. Gross returns will be
reduced by fees and other expenses that may be incurred in the management of the account. For example, a 0.5% annual fee deducted quarterly (0.125%) from an account with a
ten-year annualized growth rate of 5.0% will produce a net result of 4.4%. Actual performance results will vary from this example.
The MSCI World Index is a free float-adjusted market capitalization-weighted index that is designed to measure the equity market performance in 23 developed market countries.
The MSCI World Index includes the following countries: Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, Japan,
Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, the United Kingdom and the United States. The MSCI ACWI Index is a free float-adjusted
market capitalization-weighted index that is designed to measure the equity market performance of developed and emerging markets. The MSCI ACWI Index consists of 46 country
indices comprising 23 developed markets, including Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, Japan, the
Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, the United Kingdom and the United States; and 23 emerging markets, including Brazil,
Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Peru, the Philippines, Poland, Russia, Qatar, South Africa, Taiwan,
Thailand, Turkey and United Arab Emirates. The volatility (beta) of the account may be greater or less than that of the benchmarks. It is not possible to invest directly in these
indices.
Aristotle Capital Management, LLC (Aristotle Capital) is an independent investment adviser registered under the Investment Advisers Act of 1940, as amended. Registration does
not imply a certain level of skill or training. More information about Aristotle Capital, including our investment strategies, fees and objectives, can be found in our Form ADV Part
2, which is available upon request. ACM-1903-45.

