March 2, 2022

February 2022 - Investor Update

Dear Friends & Partners,
Our investment returns are summarized in the table below:
Strategy

Month

YTD

12 Months

24 Months

Inception

LRT Economic Moat

+0.25%

-16.43%

+10.69%

-2.44%

+24.17%

Results as of 2/28/2022. Periods longer than one year are annualized. All results are net of all fees and expenses. Past returns are
no guarantee of future results. Please contact us if you would like to receive a full performance tearsheet. Please see the end of this
letter for additional disclosures.

In the LRT Economic Moat strategy, as of March 1st, 2022, our net exposure was approximately 101% and
our estimated net beta-adjusted exposure was 60.2%. We currently have 44 long positions and our top 10
positions account for approximately 42% of our total long exposure.
Our strategy delivered a small positive return
during the past month. Most importantly, many of
our portfolio holdings began performing much
better vis-à-vis the broad market in the second half
of the month, and while it is too early to declare
victory, there are reasons for optimism. Most of our
portfolio companies have now reported Q4 results
and have beaten expectations. Most are
experiencing strong growth in revenues and
profits. At the same time, stock prices are down
across the board and market sentiment is in the
toilet,1 with AAII Investor Sentiment Survey
reporting the most pessimism amongst investors in
nine years. On top of that, the daily horrific images
from Ukraine remind us of the many risks that lie
ahead.
To put it plainly: stocks are on sale. Such sales do
not occur frequently. Times like today are a gift to
the long-term investors. We could not be happier
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with the performance of our portfolio companies or more excited for their then we are now. I have spoken
to many of you directly over the past several days about this. We have welcomed several new investment
partners during the month, and I hope that those of you who are “on the fence” about investing, join us
soon. Now is the time to be brave. Now is the time to attack. Now is the time to invest in stocks. To
paraphrase the words of Chairman Mao: “Everything under heaven is in utter chaos. Conditions are
perfect.”
Over the past few days, we established new positions in Masimo Corporation (MASI), a leading maker
of pulse oximeters whose stock is down on news of a capital allocation decision that frightened the market,
and EPAM Systems, Inc. (EPAM), a software consulting firm with the majority of its operations in Poland
and Ukraine. We have also built a small position in Amazon.com Inc. (AMZN), as we think the company’s
current investment cycle will slow down in the coming quarters and lead to substantially higher free-cashflow generations for the company. We also increased our positions in Booking Holdings Inc. (BKNG),
Public Storage (PSA), Progressive Corp. (PGR), Northrop Grumman Corporation (NOC).
We continued to gradually reduce our exposure in Novo Nordisk A/S (NVO) and several smaller portfolio
holdings. Whilst these portfolio changes might seem larger than in a typical month, please rest assured that
our portfolio activity remains very low overall – bordering on sloth.
Finally, I just want to say that our thoughts and prayers are with the people of Ukraine. With everything
that is happening in the world, if in times like these your main concern is the value of your portfolio, you
are lucky.

The Coming Boom
Much has been said about inflation, chip shortages, housing starts and lumber prices over the past few
months in the news. There have clearly been many shortages throughout the economy. But from reading
company transcripts over the past
few months as companies have
been reporting Q4 results, one
message stands out to me:
companies are increasing capital
expenditures and building new
capacity. To cite just one
example: Taiwan Semiconductor
(TSM) will spend $44 billion
investing
in
new
chip
manufacturing capacity this year
(3x the level it spent in 2019).
Intel and Samsung are each
spending over $20 billion to
build additional capacity as well.
Overall, a recent research note
from UBS estimated that US
companies are planning to
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increase CapEx by +20% y/y (ex. Energy & Materials) – a huge amount in the historical context.
Supply shortages are beginning to ease. Los Angeles Port traffic has declined as seen on the chart above.
Lead times for orders are declining. There are of course some countercurrents happening as well. For
example, the recent trucker strikes in Canada, which will likely exacerbate some temporary supply chain
issues again, but we view these as temporary.
Finally, what we believe is the most important chart of all: housing currently under construction. There is
an almost unprecedented amount of new housing currently being built in the United States in response to
rising prices. While shortages and supply crunches have dominated the news cycle recently, rest assured:
supply is coming. As a result, we believe inflation will decline in the second half of the year.
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Marriott International, Inc. (MAR)

Marriott International, Inc. is a globally known hotel brand. The company generates revenues by operating,
licensing, and franchising hotel properties across the globe. The company also owns a few select locations
such as the W hotel in Union Square New York, NY.2 Marriott has a strong portfolio of hotel brands ranging
from the company’s “select” properties such as Courtyard, Residence Inn, Aloft, and SpringHill suites, to
luxury hotels with high-end brands such as Ritz Carlton, JW Marriott, Westin, and the W Hotels.3 Marriott’s
brand portfolio is shown below.

Source: MAR FY2020 10-K
Marriott uses its globally recognized brand names to generate revenues in multiple ways. The
company is known the world over for quality and service. But despite popular assumptions, Marriott is
not a significant property owner. In fact, Marriott owns or leases only 65 properties worldwide,
totaling 15,771 rooms.4 5 So how does the company make money?
Marriott generates revenues in four segments:
●
●
●
●

“Residential” - primarily licensing fees from branded properties (i.e. “The Residences at the W”)
which account for less than 1% of the company’s total rooms.
“Owned/Leased” - revenue from company owned properties. Approximately 1% of total rooms.
“Managed” - properties not owned by Marriott, but managed by the company. Approximately
37% of total rooms.
“Franchised/Licensed” - properties not owned by Marriott and not managed by the company, but
using one of the company’s brands. Approximately 61% of total rooms.

2

MAR FY2020 10-K.
Ibid
4
MAR Q3 FY2021 10-Q.
5
As of September 30th, 2021.
3
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To break down the ways that Marriott uses its brands to generate revenue, we first look at CompanyOperated Properties (both Managed and Managed). Marriott’s company operated properties include
properties under long-term management, or lease agreements with the property owners, generally for
periods of 15 to 30 years, making these contracts sticky.6 Marriott earns management fees from these hotels,
which include a base management fee calculated from a percentage of the hotel’s revenues, and an incentive
fee based on the profits of the hotel.7 A few examples of managed hotels here in the Austin area include the
Renaissance hotel (owned by Xenia Hotels: XHR) located in the arboretum area of North Austin, and the
W Hotel in downtown Austin.8 These hotels are some of the few area hotels that are managed by Marriott,
with the remainder of these area hotels managed by the ownership company such as Whitewood lodging.9
Marriott is responsible for hiring, and training managers and staff for managed properties, which ownership
reimburses Marriott for. As of year-end FY2021, Marriott managed a total of 2,007 properties, for 568,864
rooms.10
Franchised and licensed properties on the other hand, simply permit the hotel owners and operators to use
Marriott’s brand names, as well as booking resources. These properties generate an initial application fee,
and continued royalty fees for the company which typically range from 4% to 7% of room revenues for all
brands, plus 2% to 3% of food and beverage revenues for certain “full service” brand names.11 The company
also receives royalties under licensing agreements with Marriott Vacations Worldwide (MVW).12 As of
year-end FY2021, Marriott franchised and licensed 5,880 properties, for 900,437 rooms.13
The Residential segment consists of licensing fees earned by Marriott. These residences are usually attached
to the hotel, and are constructed, and sold by the third-party owners with very little, if any of Marriott’s
capital at risk.14 A local example of these residential properties are attached to the W Hotel in downtown
Austin. These residences are known as the W Residences Austin, which are located above the W Hotel
rooms, high in the downtown skyline.15
The benefits for hotel owners to use Marriott’s brand names is apparent. Being part of the Marriott system
gives owners instant credibility as the company represents a quality, and recognizable name in the
hospitality industry. By joining Marriott’s system, the property owner benefits by being included in online
booking tools, national advertising, and a stronger negotiating position vis-a-vis online travel agencies
(OTAs) who typically collect 15-20% of topline revenue.
Marriott attracts hotel customers in several different ways. The company has created a loyalty program
known as Marriott Bonvoy. This program accounted for 50% of Marriott’s bookings for both 2019 and
2020, and 52% of room nights globally in 2021.16 driving strong benefits for the company as loyalty
members are more likely to book directly, bypassing OTA (online travel agencies), and are more profitable
as a result.17 Members in turn earn loyalty points which can be redeemed for free nights and room upgrades
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MAR FY2020 10-K.
Ibid.
8
Former Marriott Employee Interview.
9
Ibid.
10
MAR FY2021 10-K.
11
Ibid.
12
Ibid.
13
Ibid.
14
Ibid.
15
W Residences, Austin, https://www.wresidences.com/residence/the-residences-at-w-austin/
16
MAR Q4 2021 Earnings Call.
17
MAR FY2020 10-K.
7
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at Marriott properties. Points can also be earned by members who utilize Marriott co-branded credit cards
issued by banking partners. Marriott has partnered with several banks and credit card companies to produce
co-branded loyalty cards which also generates revenue for the company:
We (Marriott) have multi-year agreements with JPMorgan Chase and American Express for our U.S.issued, co-brand credit cards associated with our Loyalty Program. We also license credit card programs
internationally, including in Canada, the United Kingdom, United Arab Emirates, and Japan. We earn
fixed amounts that are generally payable at contract inception and variable amounts that are paid to us
monthly over the term of the agreements primarily based on card usage, and we believe that our co-brand
credit cards contribute to the success of our Loyalty Program and reflect the quality and value of our
portfolio of brands18
Marriott collects credit card fees from financial institutions in exchange for points and rewards granted to
card members. The company collected $138 million, $84 million and $102 million in fees from its cobranded credit cards in 2019,19 2020 and 2021, respectively. The decline in 2020 is attributable to the
COVID-19 pandemic.20 Currently in 2022, consumer spending levels with the Marriott co-branded credit
cards are above the 2019 pre-pandemic levels which illustrates accumulated points, more fee revenues, and
pent up demand for Marriott hotel rooms.21 Moreover, Marriott has recently launched Bonvoy credit cards
in both Mexico, and South Korea with the South Korean launch involving card issuer Shinhan Financial
Group showing early signs of success.22
Marriott “sales offices” handles in-bound leads for mostly group bookings. These bookings range from
weddings, business meetings, to conferences utilizing the property’s meeting spaces, food and beverage,
and AV services.23 Once the sales office makes initial contact with the lead, and determines interest in a
specific property, typically a site visit follows where an on-site destination sales executive (DSE) works
further in detail with the prospective client to close the sale. Sales offices, also known as hotel reservation
centers, are centrally controlled by Marriott corporate. The company operated 20 total reservation centers
at year end 2020. Seven of these centers are located in the United States, with 13 more internationally.24
Additionally, Marriott’s online booking tools allow guests to book online directly through Marriott.25 These
tools help potential guests to locate, and book at Marriott locations across the globe, with an easy-to-use
website. Ownership companies benefit from these tools, as well as advertising via third party channels that
Marriott uses to attract customers.
Marriott’s Bonvoy program represents a major success for the company’s push to directly capture and
retain loyal customers. This is also a major advantage for hotel owners who benefit from the now 160
million Bonvoy members in Marriott’s program.26 Without the Bonvoy program, hotel owners would be at
the mercy of OTAs, who take between 15% to 20% of revenues for their services. Bonvoy creates a strong
loyalty program, with incentives for members to continue repeat business with Marriott.

18

MAR FY2020 10-K.
MAR FY2019 10-K.
20
MAR FY2021 10-K.
21
Marriott International, Inc. Presents at J.P. Morgan Gaming, Lodging, Restaurant & Leisure Management Access Forum.
22
Anthony G. Capuano, CEO, Marriott International Q2 2021 Earnings Call.
23
Former Marriott Employee Interview.
24
MAR FY2020 10-K.
25
Marriott.com,
https://www.marriott.com/default.mi?gclid=Cj0KCQiA0p2QBhDvARIsAACSOOO1XN6vYQaN68RRJyrhhe_l0PJ2jlYHQaWwh9mFJD
BLe3GfeiokVTsaAjxjEALw_wcB&gclsrc=aw.ds
26
As of Q4 2021.
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Author’s work based on figures from Q1 2019 - Q4 2021 earnings calls.
Marriott benefits from repeat customers, as well as a moat stemming primarily from intangible assets
originating from branding and scale-based cost advantages in national advertising. We also believe that the
company’s rapidly growing, and relatively new customer loyalty program is an emerging source of
competitive advantage as it increases switching costs for consumers and thus makes Marriott properties
more valuable to prospective franchise partners (hotel owners). Marriott’s multi-year franchise
agreements are further evidence of the company’s strong competitive position. Marriott’s name is
associated with upper-scale, and higher quality brands.27
We believe that Marriott’s Bonvoy program creates switching costs for its over 160 million loyalty
members,28 who accounts for roughly half of Marriott’s bookings. The loyalty program is valuable to
members as these members are given special rates, points, late checkout, enhanced room upgrades, and
more as the member’s status increases with more stays in Marriott hotels, and more card spending.29
Members also benefit from point accumulation by spending using the Marriott Bonvoy co-branded credit
cards. This creates stickier customers for Marriott and widens the company’s moat.
In 2016, the company acquired Starwood Hotels and Resorts for a massive $13.6 billion. Starwood
was a company with a large portfolio of mostly luxury branded hotels including W hotels, Westin, Sheraton,
and Aloft, bringing the total brand count under Marriott’s umbrella to 30 brands.30 This acquisition made
Marriott the largest hotel chain in the world at the time, and today is second only to the Wyndham
27

Morningstar, https://www.morningstar.com/stocks/xnas/mar/quote
As of 12/31/2021.
Marriott Bonvoy, How to Enjoy More Benefits, https://www.marriott.com/loyalty/member-benefits.mi
30
CNBC, Marriott buys Starwood, becoming world’s largest hotel chain, https://www.cnbc.com/2016/09/23/marriott-buys-starwoodbecoming-worlds-largest-hotel-chain.html
28
29
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group of properties by property count.31 The merger consideration included $21 in cash, and 0.8 Marriott
shares for each Starwood share. The value of the transaction was a total of $13.6 billion consisting of $10
billion of Marriott stock, and $3.6 billion in cash.32

Company History
Building a moat wide enough to fend off competition in an otherwise low barrier to entry business, such as
hotels, takes years of hard work. The story of Marriott begins in 1927 when newlywed founders, J. Willard
Marriott, and Alice S. Marriott opened the first A&W root beer franchise in Washington, D.C. 33 The duo
decided to differ from the other A&W franchises by offering hot meals in addition to the root beer, and the
company named “Hot Shoppes” was born. Hot Shoppes expanded to have several locations, serve boxed
lunches via in-flight airline catering, and even went public in 1953.34
In 1957, Marriott entered the hotel business in historic fashion by opening the world’s first motor hotel
(now known as a motel) in Arlington, Virginia.35 Under the leadership of Marriott’s son, Bill Marriott, the
company would go on to transform the hotel business over time. The company expanded, and in 1969
Marriott opened its first international hotel in Acapulco, Mexico.36
The company expanded its portfolio of properties to include lodging for business travelers by opening the
first Courtyard in 1983.37 More brands such as the Residence Inn, and Fairfield would soon follow in 1987.
In 1988, Marriott celebrated its 500th hotel opening with a Marriott location in Warsaw, Poland becoming
the first western-managed hotel in Eastern Europe - a property that remains in its original location to this
day.38
Marriott continued expanding its branding portfolio to include a 49% interest in the historic Ritz Carlton
Hotel Company, and an acquisition of the Renaissance hotel group, which doubled Marriott’s presence
overseas at the time.39 The company continued with branding expansion by way of organic growth, and
acquisitions for many years, becoming an increasingly profitable business. Marriott has grown to be a name
associated with quality, and customer service in the hospitality industry. The company has a greater
concentration of full-service hotels relative to its largest competitors, therefore generating more fee revenue
as well.40
It is important to note that over the years, the company has divested the majority of its real estate assets and
become a branding, marketing, and management organization which collects fees from franchises. This
strategy is in-line with that of the other three global groups: Hilton, Wyndham and IHG, all of which
predominantly receive revenue from hotel franchise fees.

31

WH FY2020 10-K.
News.Marriott.com, https://news.marriott.com/news/2016/03/21/marriott-international-and-starwood-hotels-resorts-worldwide-signamended-merger-agreement
33
Marriott, Our Story, https://www.marriott.com/about/culture-and-values/history.mi
34
Ibid.
35
Ibid.
36
Ibid.
37
Ibid.
38
Ibid.
39
Ibid.
40
Kathleen “Leeny” Oberg, EVP & CFO, Marriott International, Inc. Presents at J.P. Morgan Gaming, Lodging, Restaurant & Leisure
Management Access Forum.
32
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Impact of Covid-19
In 2019, the last “normal” year before the COVID-19 pandemic, Marriott was performing exceptionally
well. The company saw several milestones achieved including RevPAR (Revenue per available room)
index gains, increased hotel profit margins, recycling of a meaningful amount of capital, and signed a
significant number of new hotel deals.41 The company had grown revenues to nearly $21 billion.42
Additionally, the pipeline of unfinished rooms was strong leading into 2020, presenting major growth
opportunities. The development team signed 815 hotels, for a record 136,000 rooms in 2019, while Marriott
held more upscale and luxury rooms under construction than the company’s three nearest competitors
combined.43 Marriott entered 2020 strong, with high expectations for the year, but this would soon change
due to COVID-19.
While the pandemic induced slowdown in travel in 2020 is unfortunate, this is not the first time the company
has faced adversity. Over the years, Marriott experienced many times of turmoil. The September 11th,
2001, terrorist attacks on the United States, as well as the 2008 financial crisis temporarily impacted
earnings, and thus impacted the company’s share price. However, the initial impact of the COVID-19
pandemic was more damaging to Marriott’s business than these two previous major events
combined.44
Management acknowledges the significant impact of the COVID-19 virus on Marriott’s business, in their
May 2020 earnings call. “Let me begin with what is clearly top of mind for all of you, how Marriott is
navigating through the extraordinary and continually evolving worldwide impact of COVID-19. This is by
far the most significant crisis ever to impact our business. For a company that is 92 years old and has
weathered the Great Depression, World War II and numerous natural disasters around the world, that is
saying something.” - Arne M. Sorenson (President, CEO, and Director).45
The onset of the coronavirus first hitting the shores of the United States in early 2020 caused mandatory
lockdowns, stops in commerce, and a significant impact on travel. Furthermore, hotels temporarily closed
down completely during lockdowns aimed at stopping the rapid spread of the COVID-19 Virus. “About
25% of our hotels worldwide are temporarily closed, with 16% of our North American portfolio temporarily
closed. Europe is mostly shut down with just over 3/4 of our hotels closed right now.”46
As illustrated in the chart below, TSA data shows a dramatic drop in air travelers passing through TSA
checkpoints on a daily basis. We used this same data in relation to the COVID-19 impact in our Hexcel
write-up featured in our previous investor letter, if this chart brings dejavu.

41

Arne M. Sorenson, Marriott International Q4 2019 Earnings Call.
Sentieo.
43
Arne M. Sorenson, Marriott International Q4 2019 Earnings Call.
44
Based on data available in Sentieo, and former employee interviews.
45
Arne M. Sorenson, Marriott International Q1 2020 Earnings Call.
46
Ibid.
42
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Source: Author’s work based on data from TSA.
Dependent on business travel, as well as transient travel, Marriott was impacted heavily by the great
reduction in travel for the entire year of 2020 as the COVID-19 virus ravaged the United States, hitting
large cities such as New York the hardest. Marriott was forced to furlough tens of thousands of workers in
order to rapidly cut expenses for all properties as demand for hotel rooms plummeted across the globe. 47
Key performance indicators (KPIs) such as average daily room rate (ADR), revenue per available room
(RevPAR), and occupancy percentage all declined greatly for 2020, visualizing the impact of the COVID19 pandemic on Marriott’s business.

47

CNN Business, Marriott is beginning to furlough employees, https://www.cnn.com/2020/03/17/business/marriott-employeesfurlough-coronavirus/index.html
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Source: Author’s work based on figures from Sentieo.

During the 2008 financial crisis, and the aftermath of September 11th, Marriott played damage control by
surprisingly furloughing/laying off very few employees. Instead, the company asked the entire world-wide
staff to take a voluntary small pay cut, in lieu of employees losing their jobs.48 Nearly everyone who was
asked agreed to do so. However, the COVID-19 pandemic was different. The drastic, and sharp reduction
in occupancy caused the company to almost immediately furlough employees to save on costs. The
company paid the furloughed employees enough for the group to retain benefits, as well as approved
unemployment benefits across the board, showing the integrity of the company, and its commitment to the
employees.49
The graph below illustrates the evolution of Marriott’s margins over time. Observe that although COVID19 hit the company hard, the business was still able to turn a small profit due to cost cutting initiatives by
management. The late Arne Sorenson, former CEO of Marriott took on this great task while battling stage
II pancreatic cancer, and the COVID-19 pandemic’s effects on Marriott’s business. Sorenson fought his
illness until his passing in February of 2021.50 Needless to say, Arne was a warrior both in the office, and
at home. This shows in the company’s historic margins, including FY2020. We believe that Marriott is a
better company because of Sorenson’s actions, and we commend him for a job well done. The ability for
management to still turn a profitable year by adjusted measures through the extreme turmoil of the pandemic
points to Marriott as a great business, even through its most challenging times in its history.

48

Based on former employee interviews.
Ibid.
50
PanCan.org, PanCAN Mourns the Loss of Arne Sorenson, https://www.pancan.org/news/pancan-mourns-the-loss-of-arnesorenson/#:~:text=President%20and%20CEO%20of%20Marriott,pancreatic%20cancer%20in%20May%202019.
49

11

Private & Confidential

www.lrtcapital.com

Source: Author’s work based on figures from Sentieo.
Current CEO, Anthony G. Capuano succeeded Sorenson in the lead role for Marriott as the next step in his
career with the company which began in 1995.51 Capuano has held titles such as group president, and EVP
and global chief development officer in his 27-year tenure with the company.52
A key difference between the 2008 financial crisis, the 2001 terrorist attacks, and the COVID-19 pandemic
is that Marriott has already recovered its pricing power post COVID-19 in many markets, versus the 4–5year time frame to recover pricing power post 2001 and 2008.53 This is a positive sign that the business’
recovery is well underway. Additionally, the strong return of demand following the COVID-19 pandemic
differs from the slow return of demand after the event-driven 9/11 terrorist attacks, signaling that despite
the pandemic, consumers want, and enjoy hotel stays and services, as well as traveling.54
At present day, the company is recovering from the impact of the global COVID-19 pandemic. In October
of 2021, Marriott reached 61% occupancy, which is the highest occupancy rate achieved since the beginning
of the pandemic.55 RevPAR has also continued to recover.56 We believe that the company will continue to
post signs of improvement in the coming quarters. We do not believe that the Omicron variant will have a
significant impact on occupancy rates, as the effects of the variant have already begun to disappear in the
virus’ daily case counts.
Ongoing COVID-19 related issues for Marriott have reduced international travel, created labor shortages,
and supply chain pressures pertaining to the company’s pipeline of properties under construction by
ownership companies nationwide. Labor shortages in high demand markets such as Florida and Texas have
caused wage pressures in some cases but have mostly been mitigated by one-time bonuses to employees.

51

LinkedIn, https://www.linkedin.com/in/anthonycapuano/
Ibid.
53
Marriott International, Inc. Presents at Morgan Stanley Global Consumer & Retail Conference 2021.
54
Kathleen Kelly Oberg, Marriott International Inc. Presents at J.P. Morgan Gaming, Lodging, Restaurant & Leisure Management
Access Forum.
55
Marriott International, Inc. Presents at Morgan Stanley Global Consumer & Retail Conference 2021.
56
Ibid.
52
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The company predicts that the labor shortage will ease as government-stimulated unemployment benefits
expire, and children return to in-person classes, freeing up new participants in the labor pool.57
In a recent presentation, Anthony Capuano (CEO and Director) noted that trends show that travelers who
are booking at Marriott are booking for longer stays and are transforming into hybrid travelers meaning that
guests are booking initially for business travel but show trends of staying longer for leisure as well.58 These
“business transient” travelers are changing up the customer mix for Marriott. Historically, the majority of
Marriott’s bookings have been for business, therefore this trend presents opportunities for growth due to
longer bookings.
We find it necessary to view revenues dating back to 2002 in order to show the significance of the COVID19 impact on the company’s top line. In the chart below, observe the impact on revenues that FY2009 shows
from the great recession, versus the drastic drop in FY2020 revenues. Also note the significant increase in
revenues brought about by the Starwood acquisition beginning in FY2016 and showing the full impact in
FY2017. The relative decrease in revenues is highlighted by these observations.

Source: Author’s work based on figures from Sentieo.
Marriott is a capital light business with limited CapEx requirements. As such, we believe that the most
relevant metric for the company is Free Cash Flow per Share, which has continued to grow nicely over
time. Note that FY2022 and beyond on the graph below are based on analyst estimates. We expect
FCF/share to compound in the mid-teens for the foreseeable future.

57

Kathleen Kelly Oberg, Marriott International Inc. Presents at J.P. Morgan Gaming, Lodging, Restaurant & Leisure Management
Access Forum.
58
Marriott International, Inc. Presents at Morgan Stanley Global Consumer & Retail Conference 2021.
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In response to the uncertainty of the COVID-19 impact on the business, Marriott has stockpiled cash to
survive a potentially harsh downturn, while receiving $920 million in cash from amendments related to
prepayments of certain future revenues provided by co-branded credit card agreements associated with
Marriott’s loyalty program.59 Full year cash flows for FY 2021 were reduced partly due to the repayment
of this $920 million. In FY 2021, the company repaid roughly ⅓ of the advance.60

Source: Author’s work based on figures from Sentieo.

59

MAR FY2020 10-K.
MARRIOTT INTERNATIONAL REPORTS FOURTH QUARTER 2021 RESULTS, https://marriott.gcs-web.com/staticfiles/d7e97b68-f410-443c-814f-81476d82f769
60
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To put Marriott’s performance into perspective, we compare the company to competitors. For our
comparison, we choose Wyndham Hotels & Resorts (WH), Hilton Worldwide Holdings, Inc. (HLT), and
InterContinental Hotels Group PLC (IHG).
Wyndham Hotels & Resorts, Inc. (WH) is the world’s largest hotel franchising company by number of
hotels, with over 8,900 affiliated hotels and approximately 796,000 rooms located in nearly 95 countries,
welcoming over 90 million guests annually worldwide.61 Approximately 80% of the U.S. population lives
within ten miles of at least one of Wyndham’s affiliated hotels. Wyndham only owns two of over 8,900
hotels under its branding.62 94% of Wyndham locations are franchised, while 6% are managed properties.63
The company’s customer mix is approximately 70% of bookings from leisure customers, and 30% from
business travel.64 Less than 5% of WH’s bookings come from corporate business travel or group business.65
Hilton Worldwide Holdings, Inc. (HLT) is also one of the largest hospitality companies in the world with
6,478 properties totaling 1,019,287 rooms in 119 countries with over 18 different brands in its portfolio.66
Like Marriott, Hilton also has a guest rewards program that totals more than 112 million members.67 Hilton
owns or leases 61 hotels totaling 19,400 rooms, while managing 715 hotels, and franchising 5,702 hotels
and resorts.68
InterContinental Hotels Group PLC (IHG) Owns, leases, manages, and franchises several different brands
including Crowne Plaza, Holiday Inn, Staybridge Suites, Candlewood Suites and more.69 IHG totals 5,964
hotels, for 886,036 rooms.70 IHG owns only 23 hotels, while managing 936, and franchises 5,005 hotels.71
Each company differs in their targeted audience (transient travelers, business travelers, etc), however, the
companies share several similarities such as the managing, and licensing of branding, versus large
ownership in properties.
Over the past 5 years, each company has increased the number of properties under their branding. Wyndham
led the way in FY2020 with 8,941 properties, in comparison to Marriott’s 7,642 for the second largest in
size.
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WH FY2020 10-K.
Ibid.
63
Ibid.
64
Ibid.
65
Ibid.
66
HLT FY2020 10-K.
67
Ibid.
68
Ibid.
69
IHG 6-K, 23-Feb-21.
70
I Ibid.
71
Ibid.
62

15

Private & Confidential

www.lrtcapital.com

Source: Author’s work based on figures from Sentieo.

Source: Author’s work based on figures from Sentieo.
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Management Incentives and Ownership
Management’s pay is heavily dependent on the performance of the company. Per the pie charts below, the
CEO, as well as other members of the executive staff are compensated heavily in equity, depending on the
performance of the company. We believe that this performance target-based reward system helps maintain
executive’s interests, while keeping them in line with that of the shareholder’s interest.

Source: MAR DEF 14A

Source: MAR DEF 14A
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Growth Opportunities
Marriott’s growth opportunities are bright with 485,000 rooms in their development pipeline,72 and the
expectation of returning to a benchmark 5% room growth year over year from the current pandemic level
of 3.5%.73 An example of a hotel in the works to open would be the Ritz Carlton on 29th and Broadway in
New York City. This hotel is said to be one of the most beautiful under Marriott’s name, and the company
is very much looking forward to opening the property.74
The pipeline of unfinished rooms is more than 60% international, leaning toward the company expanding
more for international growth.75 Additionally, the occupancy rate, and RevPAR metrics also have room for
improvement as the currently suppressed pandemic levels present a lower reading than the 2019 prepandemic metrics. Marriott currently has about 18% market share in the United States, and about
4% market share internationally, where chain hotels are less common, leaving a long runway for
growth ahead.76
The company added more than 86,000 rooms globally during 2021, including 43,000 rooms in international
markets and a total of over 18,000 conversion rooms. Net rooms grew 3.9 percent from year‐end 202077
In China, Marriott has partnered with Alibaba for a direct booking offering for its 400 mainland China
hotels, as well as another 400 hotels in its pipeline coming soon. Mainland China is the first major market
for RevPAR to recover to pre-pandemic levels.78 Similarly, the company has also partnered with Rakuten
in Japan for the same direct booking strategy for international growth.79
Platforms such as Airbnb have threatened to steal away business from the hotel industry by offering private
homes, apartments, condos, and villas for rent to travelers and vacation goers. The success of the “home
away from home” type offerings of Airbnb and similar platforms has all but overshadowed companies such
as Marriott. In fact, Marriott has answered right back with its program named Homes and Villas. 80 This
program ensures the quality customers expect from a Marriott experience, combined with the ability to rent
a home, apartment, townhome, or villa from private owners. The private listings by owners have increased
drastically from 3,000 listings pre-pandemic to more than 35,000 listings as of December 2021.81 Although
the number of listings is dwarfed in comparison to Airbnb’s 5.6 million listings,82 Marriott’s platform is
gaining traction, and offering the same great quality expected of Marriott hotels. We feel that this is an
intelligent play by Marriott to enter the private rental market as an answer to Airbnb, and a fantastic growth
opportunity for the company as the number of listings increases over time.
Marriott expects to continue its growth mostly organically with a few tuck-in acquisitions as the company
sees fit. The company's acquisitions thus far have proven to be intelligent, and profitable. We believe that

72

NASDAQ: Marriott (MAR) on Expansion Spree, Signs 599 Agreements in 2021.
Anthony G. Capuano, Marriott International, Inc. - CEO & Director, MAR Q3 2021 Earnings Call.
74
Kathleen “Leeny” Oberg, EVP & CFO, Marriott International, Inc. Presents at J.P. Morgan Gaming, Lodging, Restaurant & Leisure
Management Access Forum.
75
Anthony G. Capuano, Marriott International, Inc. Presents at Morgan Stanley Global Consumer & Retail Conference 2021.
76
Ibid.
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MARRIOTT INTERNATIONAL REPORTS FOURTH QUARTER 2021 RESULTS, https://marriott.gcs-web.com/staticfiles/d7e97b68-f410-443c-814f-81476d82f769
78
Anthony G. Capuano, CEO, Marriott International Q2 2021 Earnings Call.
79
Anthony G. Capuano, Marriott International, Inc. Presents at Morgan Stanley Global Consumer & Retail Conference 2021.
80
Homes and Villas by Marriott International, https://homes-and-villas.marriott.com/?scid=2fc5b310-9821-4d30-b9ff2578fbc75451&mid=/&gclid=Cj0KCQiAjJOQBhCkARIsAEKMtO3zRUJ9Dij6xXzZjswMA3EldMbobH3uPGeawcr2aVcBkaIJXrHn7YaAr9JEALw_wcB&gclsrc=aw.ds.
81
Anthony G. Capuano, Marriott International, Inc. Presents at Morgan Stanley Global Consumer & Retail Conference 2021.
82
The Zebra, https://www.thezebra.com/resources/home/airbnbstatistics/#:~:text=Airbnb%20has%205.6%20million%20active,book%20vacation%20stays%20or%20experiences.
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if Marriott chooses to spend more on M&A, that the company has the ability to intelligently select lucrative
acquisitions.
In conclusion, we believe that Marriott is a great business that will continue to compound returns for
shareholders. We believe that the business stands to benefit from the re-opening of travel, and the Instagram
based travel culture of Millennials, and Gen Z travelers who prefer experiences over possessions. Marriott
is targeting this audience with a Marriott Bonvoy contest titled “30 stays, 300 days” where social media
influencers have the opportunity to win a 300-day vacation, spread out over 30 of Marriott’s most desirable
resorts.83 Contestants can enter by creating a TikTok explaining why they are the best candidate for the
grand prize, followed by the hashtag: #30stays300days.84
We believe that business, transient, and the growing in popularity hybrid of the two types of guests will
continue to fill the lobbies of Marriott’s hotels at an increasing rate. KPIs such as RevPAR, and ADR are
improving as travelers are leaving their homes and seeing the world once again as the impact of COVID19 continues to lessen. The United States, and Canada account for ⅔ of Marriott’s room count.85 In Q2
2021, leisure demand was 15% higher than the second quarter of 2019, showing strong signs that the
number of travelers is increasing. Furthermore, the work from home, or better named work from anywhere
movement brought about by COVID-19 is allowing travelers to see more of the world, while not missing
work.
We see strong growth opportunities for the company, which we believe will reflect fully in the share price
for Marriott as they manifest. This play on the world reopening has excellent upside potential, and the
company’s long-term competitive advantages, as well as superior performance attract us to be long-term
shareholders of Marriott’s stock. We look forward to our portfolio growing in value along with the
company.
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Marriott Bonvoy, https://30stays300days.marriott.com/
Ibid.
85
Anthony G. Capuano, CEO, Marriott International Q2 2021 Earnings Call.
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Our Portfolio
The top ten investments in our portfolio as of 3/2/2022, in order of position size, are presented on the
following pages. All valuation metrics and returns are as of 3/2/2022 unless otherwise stated.
The table below gives additional insight into our portfolio exposure. We continue to be dramatically
underexposed in technology, communication, financials, utilities, and basic materials, while being
overexposed in industrials, consumer cyclicals and real estate. These sector weightings are an outcome of
where we currently see opportunities, and not a top-down decision based on macro predictions. We will
happily own many technology companies if their valuations become more attractive.

Portfolio Statistics as of 3/2/202286
Sector Allocations (Long Exposure, %)
S&P 500 Sector
Portfolio
S&P 500
Industrials
25.26
8.16
Consumer Cyclical
23.73
11.73
Healthcare
12.52
13.15
Real Estate
9.63
2.68
Consumer Defensive
7.60
6.52
Technology
7.49
25.98
Financial Services
6.85
13.64
Energy
4.09
3.36
Communication Services
2.83
10.04
Utilities
2.54
Basic Materials
2.20

Delta
17.10
12.00
(0.63)
6.95
1.08
(18.49)
(6.79)
0.73
(7.21)
(2.54)
(2.20)

Market Cap Allocations (%)
Large
Mid
Small

36.22
51.97
11.81
Country Allocations (%)

United States
Canada
Denmark

86

92.23
5.32
2.45

Source: Morningstar, Sentieo.
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#1 - Domino's Pizza, Inc. (DPZ)
Domino’s Pizza is the world’s largest franchisor of pizza restaurants with over
13,800 locations in 85 countries. As for any restaurant operator, the key metric
to consider for Domino’s Pizza is same-store-sales (SSS) growth. Growing
same-store-sales are ultimately how a restaurant business increases earnings
from its existing assets. The company continues to impress in this criterion
with SSS having grown in the U.S. for 40 consecutive quarters, and an
astounding 109 straight quarters internationally.
Two-thirds of the company’s stores are currently abroad, and the international segment remains the
company’s largest growth opportunity, as the penetration of convenient fast food remains lower abroad
than in the United States. Pizza is a product with exceptionally high gross margins, one that “translates”
well across different cultures, and one that literally “travels well”, not losing much of its appeal when
delivered in a cardboard box. The rise of 3rd party delivery platforms such as Uber Eats, Doordash and
Grubhub is challenging the pizza category as it has expanded the number of choices consumers have for
convenient takeout. However, the economics of food delivery remain challenging for most restaurants and
platforms alike87, while pizza delivery continues to be highly profitable. Regardless of how the “delivery
wars” currently playing out end, Domino’s financial results show little impact of this increased competition,
and the company continues to deliver exceptional financial performance.
Domino’s Pizza stock is not optically cheap based on forward earnings, however, the company has routinely
reported earnings growth of over 20% in almost all quarters since 2009. Given the company’s high growth
rate, international growth opportunities, and capital light business model, which allows for returns on
invested capital of over 40%, we are happy to continue to hold the shares.

Select Financial Metrics - Trailing Twelve Months
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Shares are +24.42% over the past twelve months and -25% year-to-date.
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DoorDash lost $312 million in Q4, 2020. Source: DoorDash, 8-K Earnings, Update, 25-Feb-21
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#2 - Marriott International, Inc. (MAR)
Marriott is the world’s largest hotel company followed closely by
Hilton (HLT) and Intercontinental Hotels Group plc (IHG). The
company owns a portfolio of brands from the low end (Courtyard,
SpringHill Suites, Aloft), through the mid-tier (Marriott, Sheraton, Westin, Renaissance Hotels), to the
luxury high end (JW Marriot, Ritz-Carlton, St. Regis). In total
the company had 7,642 properties with over 1.4 million rooms
Rooms
as of the end of Q1 2021.88
15,900
The majority (85%) of Marriott’s revenue comes from hotels in
the United States, with the rest almost evenly split between Asia
Pacific and Europe. Like it’s smaller peer, Hilton, the company
today is almost exclusively a manager and franchisor of hotels,
not a hotel owner. The company owns 66 hotels, manages 2,083
and franchises 5,493. Like all franchise-based businesses
Marriott requires very little capital to grow as it utilizes the
investment capital of its hotel-owners/partners to expand.
Marriott currently faces a difficult operating environment due to
the Covid-19 pandemic and uncertainty about the future of
business travel. However, the company is an excellent operator
with a somewhat leveraged capital structure (the company
acquired Starwood Properties in late 2016) – if pent-up demand
for travel materializes post-Covid, as we expect it will, the
company will quickly go from losing money to raking in profits.

569,232
837,912

Owned/Leased

Managed

Franchised/Licensed

Properties
66
2,083

5,493
Owned/Leased

Managed

Franchised/Licensed
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Shares are +12.94% over the past twelve months and +1.81% year-to-date.
88

Source: Marriott, 10-K/A, 02-Apr-21
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#3 - Hexcel Corp. (HXL)
Hexcel manufactures carbon fiber composite materials with the
primary end markets being aerospace and defense. The company’s
stock price was hit heavily last year due to the decline in the
aerospace market, but the stock is making an impressive comeback
this year as the outlook for travel and aerospace demand improves. The near-term demand for lightweight,
high-performance carbon fiber composites is still uncertain, but the longer-term trend is clearly very strong.
As airplane manufacturers look to improve the fuel efficiency and performance of their planes, the primary
way of doing this is to reduce weight. The 787, 777X and A350 are just the most recent examples of planes
from Boeing and Airbus that utilize an increasing amount of carbon fiber materials in their construction.
Segment
Commercial Aerospace
Space & Defense
Industrial

Share of revenue
47.60%
36.00%
16.40%

Just as is the case with Marriott, we do not view recent results as meaningful or indicative of a long-term
trend, but rather a once in a century aberration due to the Covid-19 pandemic. Once Covid-19 recedes, we
expect the demand for more fuel-efficient planes to return rather quickly, powering the demand for the
company’s light weight carbon composites.

Select Financial Metrics - Trailing Twelve Months
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Shares are +3.46% over the past twelve months and +10.4% year-to-date.
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#4 - Repligen Corporation (RGEN)
Based in Waltham, MA, Repligen makes equipment for
the biologic drug manufacturing industry. The
company’s main products are focus on filtration (48% of
revenue), chromatography89 (20% of revenue), process
analytics products (9% of revenue), as well as select proteins used in the manufacturing of biological drugs
(22%). We believe that biological drugs represent the most exciting frontier of medicine today, with
monoclonal antibodies and gene therapy amongst the most promising approaches to tackling rare diseases.
The manufacturing of biological drugs is very different from that of traditional, “small molecule” drugs.
Whereas the construction of a traditional line for a traditional small molecule drug might cost as little as $5
million dollars, the development and scaling of a biological manufacturing line can cost well over $100
million. Every biological manufacturing process is different, but their common feature is that the active
ingredient in the drug is created by living cells and usually consists of a complex protein that is administered
to the patient by injection. In the most general of terms the manufacturing of a biological drugs has the
following stages:
●
●
●
●

Creation and selection of cell culture to produce desired protein.
Growth and amplification of selected cells – usually in a bioreactor.
Filtration, purification, and isolation of active ingredient.
Testing, quality assurance and packaging.

Under CEO Tony Hunt, Repligen has successfully reoriented itself away from selling commoditized inputs
to the biological manufacturing process, towards selling specialized proprietary equipment – largely
accomplished through M&A. Revenue grew at a CAGR of 22% before Tony joined the company and at
41% since then. Importantly, this growth has not come at the expense of margins or ROIC, which have
remained very strong throughout the period.

Select Financial Metrics - Trailing Twelve Months
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Shares are -8.3% over the past twelve months and -26.37% year-to-date.
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#5 - Texas Pacific Land Trust (TPL)
Long time readers will know that we rarely invest in commodity businesses. However,
there are periods in the market where commodity-based businesses outperform the
broad indexes by a wide margin. Therefore, in order to have balance in the portfolio,
we have long searched for a competitively advantaged company in the commodity
space. We believe that Texas Pacific Land Trust (TPL), meets that criteria. Formed out
of assets of formerly bankrupt railroads, TPL controls the largest acreage of land in the
Permian basin – the center of the US shale oil industry. The company has two main sources of income: 1)
royalties from oil & gas extracted on its properties – essentially a free call option on future oil prices and
production; and 2) a water business which develops water resources and sells services to the fracking
industry. We see TPL as an effective way to diversify the portfolio into a commodity exposed business that
has a history of smart capital allocation and low risk of financial distress during periods of low oil prices.
The company has no debt, and $281 million in cash.90
The company uses most of its cash flows to pay dividends and repurchase shares.
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Shares are +14.12% over the past twelve months and -0.49% year-to-date.
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Source: TPL, Investor Presentation March 2021, 02-Mar-21
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#6 - Progressive Corp. (PGR)
Progressive is a leading U.S. auto insurer that has pioneered
telemetrics as a source of differentiation in its underwriting and it
operates through a direct (non-agency) sales model. We believe that
the company’s sales model, which is still the minority model in the
industry confers on the company a durable process-based cost
advantage that has allowed the company to deliver industry leading combined ratios (a standard measure
of profitability in the insurance industry).
The company has plenty of room to grow and take market share from players such as State Farm, Farmers
and Nationwide. The cost advantages conferred by the direct sales model are unstoppable, and the scale
advantages the company has in advertising and other customer acquisition costs furthers its strong
competitive position. We believe the industry structure is going to evolve towards a duopoly with
Progressive and GEICO as the two main players.
While we do not believe telemetrics itself confers any competitive advantage as it is a technology that has
been copied by other players, Progressive is a very innovative company, and it has evolved from being an
insurer for the highest risk drivers to one that now targets the general population. GEICO on the other hand
began its life as an insurer for the best drivers and has now evolved in the direction of insuring everyone.
On the surface the companies are similar, but their different pasts continue to shape their corporate cultures
and are evident in subtle ways in their decision-making processes arounds expense management and claims
processing.
The company has a very conservative investment portfolio with over $44 billion in fixed income
securities.91 75% of their portfolio is held in securities with a duration of under five years, which means
that an increase in interest rates will benefit the company as the portfolio will relatively rapidly reprice into
higher yielding securities.
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Shares are +20.52% over the past twelve months and +2.31% year-to-date.
91

As of September 30th 2021. Source: PGR 10-Q FY21 Q3.
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#7 - Colliers International Group Inc. (CIGI)
Colliers International Group is a commercial real estate brokerage and investment
management company founded by Jay S. Hennick in 1976 in Toronto, Canada. From
humble beginnings the company has grown, primarily through acquisitions, to
become one of the five largest commercial real estate brokerages in the world (the
others being CBRE, Jones Lang LaSalle, Cushman & Wakefield, and Savills). The
company today offers a full range of services and reports in the following segments:
Outsourcing & Advisory (45% of revenue; this includes Engineering & Design services, Valuation services
and Property Management), Capital Markets (25% of revenue), Commercial Real Estate Leasing (24% of
revenue), and Investment Management (6% of revenue). The company believes that about half of its
revenue is recurring in nature. The Investment Management segment deserves special attention, as it is the
result of an acquisition of the real estate investment management company Harrison Street in 2018. While
the segment contributes the smallest part of revenues, it has a very high margin, contributing over 17% of
the company’s EBITDA.
Colliers has historically grown by acquisition, and we expect it to continue to do so. The real estate services
market is highly fragmented outside of North America presenting ample opportunities for Colliers to
continue its growth strategy. The company has been a good steward of shareholder capital and spun out
FirstService Residential (FSV) in 2014 to maximize the value of that business. This spinout accounts for
the drop in revenue in 2014 seen in the chart below.
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Shares are +26.41% over the past twelve months and -11.77% year-to-date.
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#8 - Watsco Inc. (WSO)
Watsco is a long time holding of our fund that recently made it into the top ten. The
company distributes Heating Ventilation and Air Conditioning equipment (HVAC).
The HVAC distribution business is approximately 80% replacement / 20% new
construction. This is a great business due to the fragmented supplier base (seven
major HVAC manufacturers) and fragmented buyers (thousands of HVAC
contractors). This limits the bargaining power of both buyers and suppliers.
Furthermore, while homeowners ultimately pay the bill, in most cases it is the
contractor that makes the purchasing decision. Parts availability, speed of delivery and ease of installation
play a major role in the purchasing decision with price being only a secondary consideration. Most HVAC
equipment is bulky and difficult to ship – limiting competition from online players. Simply put, when your
HVAC unit breaks on a hot summer weekend you don’t spend time shopping around for the lowest price –
fixing the AC unit becomes a priority no matter the cost. The company’s earnings are also extremely
predictable given that the majority of sales are tied to replacement demand which itself is a function of the
installed base.
Watsco is the largest player in a very fragmented industry. The company earns mid-teens returns on invested
capital and pays out most earnings in the form of dividends. The company also expands through acquisitions
over time, buying up smaller independent HVAC distributors. Most recently they have acquired
Temperature Equipment, a Chicago based distributor92. Watsco also has the most unique long-term
compensation policy for senior executives we have ever come across in corporate America – all stock grants
vest at retirement or after 10 years, whichever comes later. This makes managers extremely long-term
focused, something we believe is a real benefit for a company that grows primarily through acquisitions.
We believe the shares are attractive at current valuations given the extremely predictable earnings the
company enjoys, recession proof nature of the product and long growth runway. GAAP earnings are
understated due to the amortization of intangible assets related to prior acquisitions.

Select Financial Metrics - Trailing Twelve Months
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Shares are +16.38% over the past twelve months and -10.23% year-to-date.
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https://seekingalpha.com/news/3673106-watsco-to-acquire-temperature-equipment-terms-not-disclosed
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#9 - Extra Space Storage Inc. (EXR)
Extra Space Store is one of the largest self-storage
REITs. The company acquires and develops selfstorage facilities and currently owns or manages
over 2,000 properties and is extremely well
diversified across the United States. The company
was founded in 1977 and IPOed in 2004. We have
long admired the company’s ability to grow and
maintain high occupancy. We purchased our
position after a recent pullback in the company’s
share price. We also established a small position in Public Storage (PSA), for the same reasons.
The business is largely recession proof with predictable revenues that grow every year due to rent increases,
operating efficiencies and new sites. Typical reasons for using a self-storage facility include deaths,
divorces, downsizing as well as birth and marriages – things that happen all the time, regardless of the
economy. The company can continue to grow through consolidation as the self-storage market is still
dominated by mom-n-pop operators. By acquiring underperforming assets and improving operations the
company creates incremental shareholder value.
In densely populated areas land is scare and land values are high. High value locations are limited in major
metropolitan areas and cannot easily be acquired by an incumbent. This is a simple and seemingly boring
business that takes decades to build and that cannot be disrupted by tech companies.

Select Financial Metrics - Trailing Twelve Months
1600000

Revenue (millions, lhs)

7

Diluted EPS (rhs)

1400000

6

1200000

5

1000000

4

800000

3

600000

2

400000

1

200000

0
-1

2Q2005
4Q2005
2Q2006
4Q2006
2Q2007
4Q2007
2Q2008
4Q2008
2Q2009
4Q2009
2Q2010
4Q2010
2Q2011
4Q2011
2Q2012
4Q2012
2Q2013
4Q2013
2Q2014
4Q2014
2Q2015
4Q2015
2Q2016
4Q2016
2Q2017
4Q2017
2Q2018
4Q2018
2Q2019
4Q2019
2Q2020
4Q2020
2Q2021
4Q2021

0

Shares are +59.51% over the past twelve months and -14.56% year-to-date.
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#10 - Asbury Automotive Group, Inc. (ABG)
Asbury Automotive Group is one of the largest automotive
retailers in the United States. It operates 90 dealerships consisting
of 112 franchises and 25 collision repair centers. The company’s
stores offer new and used vehicles, parts and service, as well as
finance and insurance (F&I) products. Franchise agreements controlled by automotive manufactures and
state laws create an environment of tightly controlled market entry and restricted competition.
The dealership industry is highly fragmented with 93.5% of dealers having only between 1-5 locations
according to data from 202093. In fact, dealers with over 50 locations account for only 0.1% of the industry
– a testament to the huge opportunity for consolidation that lies ahead. Industry dynamics, including the
rising complexity of automobiles and the need for omnichannel distribution are favoring better capitalized
and larger dealer groups. We believe Asbury Automotive Group has several distinct advantages,
particularly its highly profitable parts and service business, its overexposure to the luxury vehicle business,
which carriers the best margins, and its Clicklane omnichannel strategy. Asbury’s management has also
been acting in the best interests of its shareholders by allocating capital towards acquiring dealerships to
aggressively expand its business, and occasionally repurchasing stock when attractive acquisitions targets
could not be found.
ABG is not a fast-growing SaaS business, but when paying a valuation of ¼ of the overall stock market,
one does not need to make heroic assumptions about the future to enjoy strong returns as shareholders. We
believe that over the next several years, Asbury will continue to acquire dealerships, occasionally buyback
stock and invest to improve its digital shopping experience. We wrote about Asbury in detail in our August
2021 Investor Letter.94

Select Financial Metrics - Trailing Twelve Months
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Shares are +19.79% over the past twelve months and +16.3% year-to-date.
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https://www.nada.org/WorkArea/DownloadAsset.aspx?id=21474861098
https://www.lrtcapital.com/wp-content/uploads/2021/09/2021-08-August-Investor-Update.pdf
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As always, I look forward to hearing from you and answering any questions you might have. Thank you
for your continued interest and support.

Lukasz Tomicki
Portfolio Manager
LRT Capital
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Appendix I: Attributions and Holdings as of 2/1/2022
LRT Economic Moat

Portfolio Statistics

Top Holdings (%)

Sector Allocations (Long Exposure)

Domino's Pizza, Inc. (DPZ)

6.66

Sector

Portfolio

S&P 500

Delta

Marriott International, Inc. (MAR)

5.06

Industrials

25.50

8.14

17.36

Repligen Corporation (RGEN)

4.61

Consumer Cyclical

22.67

12.29

10.38

Extra Space Storage Inc. (EXR)

4.43

Healthcare

12.02

13.39

(1.37)

Hexcel Corp. (HXL)

4.35

Real Estate

9.26

2.77

6.49

Watsco Inc. (WSO)

4.34

Consumer Defensive

8.88

6.30

2.58

Texas Pacific Land Trust (TPL)

4.10

Technology

8.06

26.65

(18.59)

Asbury Automotive Group, Inc. (ABG)

3.55

Financial Services

6.35

12.88

(6.53)

Progressive Corp. (PGR)

3.49

Energy

4.09

2.67

1.42

3.43

Communication Services

3.17

10.16

(6.99)

Utilities

-

2.48

(2.48)

Basic Materials

-

2.27

(2.27)

Colliers International Group Inc. (CIGI)
Top Holdings Total

44.02

Hedges (%)

Market Cap Allocations (%)

Vanguard Mid-Cap ETF (VO)

-11.23

Large

35.74

Vanguard Small-Cap ETF (VB)

-10.19

Mid

52.58

Small

11.68

iShares Core S&P Mid-Cap (IJH)

-9.88

SPDR S&P MidCap 400 ETF (MDY)

-9.88

iShares Russell 2000 (IWM)

-9.53

iShares Core S&P Small-Cap (IJR)

-9.22

Return Attribution (%)
Long Equity

Country Allocations (%)
United States

91.51

-0.46

Canada

5.17

Unlevered Gross Return

0.13

Denmark

3.32

Leveraged Gross Return

0.34

Net Return

0.25

Hedges

0.60

Source: Morningstar, Sentieo.
Net returns are net of a hypothetical 1% annual management fee (charged quarterly) and 20% annual performance fee. Individual
account results may vary due to the timing of investments and fee structure. Please consult your statements for exact results.
Please see the end of this letter for additional disclosures.
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Appendix II: Investment Philosophy
Over the past 36 months, we saw a large increase in the number of LRT Capital partners (the term we use
to describe our clients). With so many newcomers, it is important that we write about our investment
philosophy again.
Here are the key points:
●
●

●
●
●
●

Exceptional stock returns come from exceptional business returns on a per-share basis.
We seek to invest in high-quality companies, i.e., those possessing sustainable competitive
advantages (moats), the ability to grow and reinvest capital over time, and management that excels
at capital allocation.
We only purchase companies whose shares trade at a discount to our assessment of their intrinsic
value.
It is futile to predict short-term market movements. We seek to hold our investments for as long as
possible.
The financial markets are dominated by short-term traders who see stocks as casino chips. This
occasionally allows us to purchase shares in great companies at large discounts to their true worth.
If we are right about the trajectory of the businesses we invest in, over time, we will be right on the
trajectory of their stock prices.

We view stock market volatility as a source of opportunity. Volatility allows us to profit by acquiring shares
in superb businesses at attractive prices. The more that markets (the “other” participants) are irrational, the
more likely we are to reach our ambitious performance objectives.
In the long run, stocks are the best investment asset class, but our experience has taught us that our
investment process will not generate linear returns. In some years, our portfolio will outperform, and in
others, it will generate a below average return. This is a certainty that we must accept. We are long-term
investors and we do not try to dance in and out of the market.
In summary, our investment strategy can be summed up in three steps:
●
●
●
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Only seek out high-quality companies.
Do not overpay.
Do nothing – patience and discipline are the keystones to success.
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Appendix III: Portfolio Construction Software Overview
LRT separates the discretionary and qualitative process of selecting the equity holdings from the
portfolio construction process which is systematic and quantitative.

Our quantitative process considers each position’s contribution to portfolio volatility, contribution of
idiosyncratic vs. systematic risk and portfolio factor (size, value, quality, momentum, vol, etc.)
exposures.
The system outputs target portfolio weighs for each position. We trade mechanically to rebalance the
portfolio each month to the targeted exposures. This eliminates emotions, human biases and
overconfidence risk.

Example system output:
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Disclaimer and Contact Information
LRT Capital Management, LLC is an Exempt Reporting Adviser with the Texas State Securities Board,
CRD #290260. Past returns are no guarantee of future results. Results are net of a hypothetical 1% annual
management fee (charged quarterly) and 20% annual performance fee. Individual account returns may vary
based on the timing of investments and individual fee structure.
This memorandum and the information included herein is confidential and is intended solely for the
information and exclusive use of the person to whom it has been provided. It is not to be reproduced or
transmitted, in whole or in part, to any other person. Each recipient of this memorandum agrees to treat the
memorandum and the information included herein as confidential and further agrees not to transmit,
reproduce, or make available to anyone, in whole or in part, any of the information included herein. Each
person who receives a copy of this memorandum is deemed to have agreed to return this memorandum to
the General Partner upon request.
Investment in the Fund involves significant risks, including but not limited to the risks that the indices
within the Fund perform unfavorably, there are disruption of the orderly markets of the securities traded in
the Fund, trading errors occur, and the computer software and hardware on which the General Partner relies
experiences technical issues. All investing involves risk of loss, including the possible loss of all amounts
invested. Past performance may not be indicative of any future results. No current or prospective client
should assume that the future performance of any investment or investment strategy referenced directly or
indirectly herein will perform in the same manner in the future. Different types of investments and
investment strategies involve varying degrees of risk—all investing involves risk—and may experience
positive or negative growth. Nothing herein should be construed as guaranteeing any investment
performance. We do not provide tax, accounting, or legal advice to our clients, and all investors are advised
to consult with their tax, accounting, or legal advisers regarding any potential investment. For a more
detailed explanation of risks relating to an investment, please review the Fund’s Private Placement
Memorandum, Limited Partnership Agreement, and Subscription Documents (Offering Documents).
This report is for informational purposes only and does not constitute an offer to sell, solicitation to buy,
or a recommendation for any security, or as an offer to provide advisory or other services in any
jurisdiction in which such offer, solicitation, purchase, or sale would be unlawful under the securities laws
of such jurisdiction. Any offer to sell is done exclusively through the Fund's Private Placement
Memorandum. All persons interested in subscribing to the Fund should first review the Fund’s Offering
Documents, copies of which are available upon request. The information contained herein has been
prepared by the General Partner and is current as of the date of transmission. Such information is subject
to change. Any statements or facts contained herein derived from third-party sources are believed to be
reliable but are not guaranteed as to their accuracy or completeness. Investment in the Fund is permitted
only by "accredited investors" as defined in the Securities Act of 1933, as amended. These requirements
are set forth in detail in the Offering Documents.
LRT Capital Management, LLC
108 Wild Basin Road, Suite 250
Austin, TX 78746
Office: +1 512 320 9085
www.lrtcapital.com
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