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McKesson’s Operating Consistency
Makes It a Buy for CUSP Managers

Henry Lewis Il | Colin McCabe
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The CUSP managers voted to buy McKesson Corporation
(MCK) in March of 2023. McKesson Corporation is the
nation’s leading pharmaceutical drug and medical device
distributor. Its $267 billion in revenues makes McKesson
one of the top 10 largest corporations in America. The
company orders products directly from manufacturers,
selling them to hospitals, pharmacies and other care
providers. McKesson sells some of its own products, such
as gloves and masks, as well. The firm operates four
business lines: Med-Surg Solutions, Prescription Tech
Solutions, U.S. Pharmaceutical and International. U.S.
Pharmaceutical and International are the firm’s two largest
segments, comprising roughly 93% of revenues. U.S.
Pharmaceutical has a 3-year growth rate of 8.5%, and the
firm’s total revenues have grown 28.5% over the past four
years. McKesson has consistently grown revenue 5-7%
each year for the past 10 years beyond that.

McKesson is classified as a healthcare supply chain
company and a part of the overall Healthcare sector.

The past several years for the healthcare supply chain
sub-sector is characterized by opioid-related litigation,
COVID-19-related volume disruptions and increasing
prescription volume. Opioid-related litigation created
significant uncertainty amongst distributors, but now that
the settlement of $19.4 billion is concrete, the path forward
is clear. As part of the resolution, McKesson is required to
pay $7.4 billion over the next 18 years. Tailwinds for
McKesson include increasing prescription volume, an aging
populace and the genericization of Humira (Bloomberg).
Providers continually write more prescriptions each year
due to increased care access and range of effective
options. Americans generally require more care and more
prescriptions as they age, therefore driving additional
increases in the firm’s top line.

The CUSP views McKesson as somewhat of a defensive
play, albeit one that exhibits consistent growth. Consumers
and other organizations cannot function without the vital
role McKesson plays. From a portfolio perspective, MCK
provides some diversification for the CUSP positions in
biotech firms. 13.79% of the CUSP is invested in healthcare,
with 5.07% invested in biotech as a subsector.

McKesson recently completed the sale of the firm’s
European and Australian operations as a part of a
years-long restructuring plan. The objective was to refocus
on higher margin and higher growth areas of the business,
such as Prescription Tech Solutions. Prescription Tech’s
operating margin of 1714% helps offset the lower 4.8%
operating margin of U.S. Pharma and Med-Surg Solutions
departments. We believe McKesson will increase operating
margins in the near term, leading to an increase in EPS over
the next two-three years.

CUSP managers viewed McKesson as reasonably valued
at the time of purchase. The firm traded at a P/E of 14.75,
squarely in the middle of its peers, while also sporting the
second-best PEG ratio. McKesson was also more profitable
than its peers on many metrics. Our intrinsic valuation
analysis of the firm, generally in line with the valuations
reported by professional analysts in Bloomberg, suggested
enough potential upside in stock price to justify purchase.

At the time of purchase, the CUSP’s healthcare holdings
were underweight the Russell 1000 benchmark by 1.5%.
Proceeds from the sale of Horizon Therapeutics, cash on
hand and the trimmings from the rebalancing of Vertex
Pharmaceuticals and Regeneron Pharmaceuticals funded
McKesson’s purchase. CUSP managers also evaluated CVS
but ultimately decided upon McKesson due to the
prospects for the firm.

NXP Semiconductors Replaces
Micron Technology in the CUSP

Spencer Dunckley | Cole Sheridan

NXP Semiconductors (NXPI) operates as a global designer
of semiconductor and software solutions for mobile
communications, consumer electronics, security
applications, in-car entertainment and networking. NXPI
offers its products to the automotive, identification, wireless
infrastructure, lighting, mobile and computing applications.
It provides leading solutions that leverage intellectual
property, deep application knowledge, RF (Radio
Frequency) and more. China accounts for roughly 40% of
its sales, with Singapore and the United States next in line
with about 10% of sales each. The firm is unique in that it is
headquartered in the Netherlands and hence unaffected by
the recent CHIPS Act. The firm has four primary operating
groups: automotive, industrial, communication
infrastructure and mobile. This diverse portfolio of activities
within the semiconductor market allows the firm to reach a
variety of customers and regions. The CHIPS Act opens an
even bigger opportunity to share some of the market in
China. NXPI has a fairly new management team that brings
an experienced, ambitious drive to the company. The team
has recently completed transactions in EV and tech
startups.

Overall, the company has a reasonable P/E and EV/
EBITDA compared to its competitors, and according to

multiple metrics, it is undervalued. The company is
predicted to grow at a high rate into what analysts are
stating will be a $1 trillion industry by 2030. For those
reasons, the CUSP Fund managers have decided to invest
in NXPI. To make room for the purchase, CUSP managers
voted to sell Micron Technology (MU).

Micron Technology is a semiconductor manufacturer
focused on the storage components of semiconductors.

It has two main types of semiconductors, both focused on
storage. MU has been a strong competitor in its field, and
its stock has performed well for the CUSP. Prospects,
however, are less promising. Micron’s chips are facing a
significant drop in demand, shifting from a shortage of
supply to a shortage of demand. The CHIPS Act will hamper
Micron as it pushes firms to move production out of
China. MU has a large majority of its production
operations in China and thus is no longer able to produce
at the same capacity as previously. The factories that MU
has announced it will build in the United States will not

be completed until years into the future. CUSP managers
concluded the risk of continuing to hold MU was not worth
the potential benefit, especially when compared with NXPI
as an alternative.
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The Season of Staples: It Is No Longer

Modelo Time

Evan Hughes | Evan Weerts

Consumer staples has been a very popular topic of
discussion throughout the equity market’s wild ride in 2022.
Generally thought of as a defensive sector, the Consumer
Staples sector returned -0.83% in 2022, while the S&P 500
returned —19.44%. The Consumer Staples sector has provided
investors with downside protection throughout the calendar
year. The CUSP Fund has capitalized on this opportunity by
being slightly overweight in the sector for the past year.

As analysts, we pitched the sale of Constellation Brands (STZ)
from the CUSP Fund’s Consumer Staples sector holdings
replacing it with Kroger (KR). We believe that Kroger can
thrive in the grocery business because of its private label
goods and its use of data science to enhance the customer
experience.

First, Kroger has continued to expand and innovate in both its
strategy and products. In 2021, Kroger’s private label goods
enjoyed $28 billion in sales. These goods add approximately
6% to the grocer’s gross profit margin. Kroger’s private label
goods are the nineth largest CPG portfolio in the United
States. We expect this margin to trickle down to the bottom
line more and more as inflationary pressures ease. On top of
that, Kroger manufactures 29% of its own private label goods,
cutting out the middleman to provide cost savings to its
consumers. In 2021 alone, Kroger made over $1 billion in
Home Chef ready-to-cook meals. Kroger has strategically
shifted, predicting that the average consumers are trying

to stretch their dollars more while still demanding delicious
meals in their own homes. Whether it’'s meal prep for home
or organic products courtesy its Simple Truth product line,
Kroger is constantly expanding its product mix to serve all.

Second, Kroger has managed to capture data on about 92%
of sales via its loyalty cards. Kroger cultivates the customer
relationship from several angles. Connecting data back to
customer’s behaviors, motivations and influences allows

for Kroger to individualize the grocery experience. Kroger
doesn’t just let this data sit there either; leadership uses it
to drive actionable results. Nearly 80% of Kroger customers
have asked to receive relevant information and offers from
the company, resulting in a redemption rate that is
significantly higher than the national average. Kroger uses
data science to individualize coupons and market new
product offerings to consumers. In fact, approximately 95%
of customer interactions with products on Kroger’s website
and app are enabled by personalization. This personalization
drives a significantly higher level of engagement in product
offerings and nearly doubles the likelihood of customers
adding those items to their carts, according to Kroger’s 2021
annual report.
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Lastly, Kroger’s valuation appears attractive relative to other
grocers in the market. Compared to its peers with a median P/E
ratio of 20.3x, Kroger is cheaper, with a P/E ratio of 15.2x. The same
picture is painted with EV/EBITDA as well. Kroger's EV/EBITDA
ratio of 6.9x is lower than the Consumer Staple’s average EV/
EBITDA of 8.3x. Kroger compares well to its closer peers, such as
Costco’s EV/EBITDA ratio of 21.9x or Weis Market’s EV/EBITDA
ratio of 8.1x. Kroger’s current ratio is below its five-year historical
EV/EBITDA ratio of 7.6x, leading us to conclude the company is
attractively priced both historically and comparatively.

After analyzing Constellation’s recent performance and strategic
outlook, the CUSP Fund managers voted to exit the CUSP position
in the firm in March 2023. Two recent strategic moves by the firm
have failed to pay off. Constellation’s change of focus in its Wine
and Spirits market has generated negative growth in operating
income each of the last four years, with no promising catalyst for
meaningful growth on the horizon. Additionally, a 2017 investment
in Canopy Growth Corporation has generated losses nearing $2
billion. Given the firm’s recent strategic missteps and lack of a
meaningful strategy to recover, the CUSP managers decided to
direct investment in this sector to other firms.

The first of these missteps is the dedication to the Wine and Spirits
market despite consistent underperformance. Since 2018, this
segment has seen its revenues steadily decrease each year while
costs have been increasing. The combination of declining revenue
with increased expenditures has harmed Constellation’s margins
in this segment. Similarly, operating income has decreased every
year since 2018. While the firm’s Beer segment has experienced
favorable growth, the profitability of the Beer segment has been
quickly eaten away by the lackluster performance of the Wine and
Spirit segment. In 2017, to gain exposure to the cannabis market,
Constellation Brands entered into a 10% ownership of Canopy
Growth Corporation (CGC), which subsequently grew to a 38%
stake by the end of 2018. The 38% stake represented about a $4
billion investment in Canopy. The acquisition proved to be
disastrous. Extensive impairment losses in Canopy have led to
Constellation reporting negative net income in three of the last
four years, including losses of $71 million for fiscal year 2023. The
Canopy segment generated a $2 billion loss in operating income
for 2023. Constellation brands announced in October of 2022 that
the firm would be surrendering its controlling interest in Canopy.
Considering these missteps, the CUSP managers voted to sell
Constellation in March 2023.

In addition to Constellation Brands and Kroger, we investigated
Monster Energy (MNST) as a potential buy for the portfolio.
However, given the firm’s current valuation and its irregular cost
structure, the team decided that the long-term growth potential did
not outweigh the costs.

CUSP Managers Buy Corning Inc.
and Rebalance Technology

Tristan Houk

| analyzed three companies in the Information Technology
sector during March 2023. | proposed buying Corning Inc.
(GLW), decreasing our position in Fabrinet (FN) and
increasing the CUSP Fund investment in Adobe Inc. (ADBE)
The CUSP portfolio managers agreed with my
recommendations. My rationale follows.

Corning Inc. is involved in the design and manufacturing of
glass for many applications. Its business is divided into six
segments: display technologies, optical communications,
specialty materials, environmental technologies, life
sciences and all other, which includes the auto glass and
Hemlock Semiconductor Group businesses. Corning Inc.’s
largest segments are its Optical Communications segment,
responsible for creating fiber optic communication, and

its Display Technologies, responsible for creating glass
substrates for display panels. The company had a market
capitalization of approximately $30 billion at the time of
analysis and traded at a price-to-earnings ratio of 22 and a
forward P/E of 16. In addition to the attractive valuation, the
company was able to grow its core sales by 5% and
produce a core gross margin of 36%. CUSP Fund
managers found these metrics to be attractive for a
company with such varied vectors of growth.

Another large factor driving CUSP managers’ decision to
purchase Corning Inc. are the macroeconomic and political
factors impacting the broader technology hardware sector.
These impacts include reduced demand from the wind
down of pandemic-fueled technology spending, foreign
exchange rates being hit due to a strengthening U.S. dollar
and the CHIPS Act restricting China’s access to American
advanced semiconductor equipment. The view of CUSP
managers is that Corning Inc. overcomes most of the impact

of these concerns. The firm has product applications that
aren’t blocked by the CHIPS Act and has segments that are
sheltered from poor macroeconomic conditions thanks to
subsidies related to the BEADS program. On the negative
side, the company does have significant overseas
operations that impacted the company’s profits by $616
million in 2022.

The decision to invest also stems from bullish outlooks
given by analysts and company management. Management
warned that disruptions would continue in the first quarter
due to pandemic-related lockdowns and other measures
happening in China. Despite this hiccup, management has
reiterated that the company has pricing power in much of
its portfolio and gave a core EPS estimate in the range of
$0.35 to $0.42. Industry consensus has been that
macroeconomic conditions will result in depressed sales
and profit margins in the first half of 2023, but growth
trajectory will resume in the second half of the year. With
the long-time horizon CUSP managers take when assessing
possible investments, the short-term headwinds the
company is facing present an opportunity to buy a great
company for a good valuation.

Considering the addition of GLW to the portfolio, CUSP
managers decided to rebalance some technology holdings.
CUSP managers decided that it would be appropriate to
reduce exposure to Fabrinet due to its weak market power
but maintain a position because of the company’s strong
financial performance. CUSP managers also thought it best
to increase the position in Adobe Inc. due to its non-cyclical
nature and strong financial performance. All changes were
undertaken in March 2023.
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CUSP Managers Vote to
Maintain Status Quo in the
Communications Sector

Katie Allen | Maggie Harens

The Creighton University Student Portfolio (CUSP) Fund
currently holds Alphabet Inc Cap Stock (GOOG), Walt
Disney (DIS), Electronic Arts (EA), Meta Platforms (META),
Nexstar Media Group (NXST) and Verizon Communications
(VZ) in the Communications sector. Our team pitched to sell
Electronic Arts and Meta and hold the remaining stocks.
Our team also pitched Formula One (FWONA) and
Interpublic Group (IPG) as potential additions to the
portfolio. The CUSP managers decided not to move forward
with any of the potential buys or sales.

Electronic Arts was considered a hold in our initial
presentation in the fall of 2022. Subsequent events led us
to reconsider this decision. The firm’s portfolio of games
evolved with the new Electronic Arts Football Club after its
decision to end its partnership with FIFA. Additionally, many
of the company’s games seem to be successful year after
year. However, in February of 2023, EA had not
demonstrated continued growth and seemed to stagnate.
The firm revealed in earnings calls that it had not increased
the number of players it services, which means that
revenue growth was limited as well. Despite these
concerns, the CUSP Fund managers could not agree on a
decision to sell Electronic Arts, so ultimately it remains in
the portfolio.

We pitched Formula One as a potential buy in February as
well. The CUSP managers decided not to invest in this stock
as it is a tracking stock for Liberty Media and the returns are
hard to determine. Days prior to the pitch to buy the stock,
Saudi Arabia made an offer of $20 billion for this specific
branch of the larger company, and it ultimately was rejected
by Liberty Media. The class decided that the opaque
characteristics of a tracking stock made the stock too
challenging to adequately evaluate and value.

Meta Platforms is a current holding in the CUSP Fund. We
evaluated Meta in the fall of 2022 and ultimately pitched

Meta as a possible sell, with initial support from the CUSP
managers. Meta had some success during 2022, with its
daily active usage increasing by 5% year over year. Ad
impressions had increased by 23% year over year,
stemming from Instagram’s newest feature, Reels, which
competes with TikTok. The increase in users did not transfer
directly into earnings. Revenues decreased while the cost
of revenue increased during 2022. This was mainly due to
a substantial increase in research and development costs
stemming from the firm’s Reality Labs Segment. Reality
Labs is the virtual reality segment at Meta, and investors are
banking on it for the future of Meta’s success. The CUSP
managers viewed the firm as sending mixed signals. The
stock price fell to new lows even as the firm made
substantial cuts in its workforce. Meta reported overall
disappointing year-end earnings and results. However, the
class decided the prospects for future growth were
sufficient to maintain the position.

Interpublic Group was pitched as a potential buy in
February of 2023 and a new addition to the CUSP
Communications sector. Interpublic Group is one of the top
global marketing solutions companies with many
well-known clients who generate over 80% of its revenue.
Our investment thesis was that the firm has strong
relationships with big-name clients while also having
diversification in specialized marketing solutions.
Interpublic Group is focusing on differentiation to solve a
broader set of business problems. It had a strong year in
2021, with organic revenue growth of 19.8% in Latin
America. In 2022 it demonstrated strong organic growth
within its largest sector. A downside for Interpublic Group
is its disappointing quarterly earnings. EPS was down from
0.91to 0.77 in quarter three of 2022. It reported similar
decreases in net income due to a large increase in
expenses. The class noted the uncertainty of the current
economy and the way marketing companies may be
affected during a recession. Due to the firm’s operating
results combined with too many uncertainties, the class
decided against the purchase of Interpublic Group.

MPW: Purchased to Further
Diversify the Real Estate Sector

Juan Carlos Fernandez Wohler

Medical Properties Trust (MPW) was added to the CUSP
Fund during the first quarter of 2023. MPW is a triple-net
Real Estate Investment Trust (REIT) that invests in healthcare
real estate. Its triple-net REIT nature gives lease payments
stability and predictable growth in nearly any economic
climate. From January 2022 until mid-March 2023, MPW'’s
stock price declined by almost two-thirds because of
macroeconomic headwinds putting pressure on some
healthcare operators. Rising interest rates and high inflation
environment also had a negative effect on MPW'’s stock
price. Despite the pullback in price, MPW continued to
deliver strong results during 2022.

Why do the CUSP managers believe there is a good
investment opportunity in MPW? The answers are its
underwriting model, its strong profitability and growth and
an aging population and the corresponding increased need
for healthcare services.

First, as one of the biggest healthcare real estate owners
in the world, MPW benefits from its scale and expertise,
which gives it a competitive edge over other healthcare
REITs. Its expertise is reflected on its underwriting model.
MPW invests in healthcare real estate, not the consolidated
financial performance of its tenants. Its portfolio is carefully
chosen so that the facilities are extremely important to the
community they serve, and its leases are structured so that
even if the operator changes, the facility remains
operational. In 2022, MPW’s largest tenant, Stewart,
struggled to maintain profitability in some of its facilities.
However, during the first quarter of 2023, it was announced
that a new tenant would assume management of these
facilities. This transaction provides evidence of the success
of MPW’s underwriting model, and the change aided MPW
by decreasing its exposure to its largest tenant. In light of

these events and MPW’s history of successful underwriting,
we believe that MPW has a bright future

Second, MPW has a proven track record of strong
profitability and growth over the years. This success can be
attributed, in part, to MPW’s robust acquisition activity, which
has contributed significantly to both its top and bottom-line
growth. Over the past five years, MPW has nearly doubled
its revenue and normalized funds from operations (FFO).
Despite the challenges with Steward, MPW was able to
sustain revenue growth and even improve its margins. Its
sustained profitability and growth despite a challenging
macroeconomic environment give us confidence in its
financial stability and long-term growth prospects.

Third, MPW'’s real estate portfolio is diversified amongst
several types of facilities offering different healthcare
services. Its portfolio gives exposure to 10 different
countries, all of which have an increasingly aging
population. MPW’s portfolio is positioned to make the most
of this demographic shift, and we believe this makes MPW
an attractive investment.

The CUSP managers believe MPW'’s future looks promising.
Its proven history of successful underwriting, its financial
stability and long-term growth prospects and its strategic
position to meet the healthcare demand of an aging
population lead us to believe that MPW is a good
investment. The addition of MPW into the CUSP Fund helps
diversify our holding in the Real Estate sector, in which we
currently have exposure to industrial, communications and
entertainment REITs. Additionally, the team believed that
the decline on price offered an attractive entry point with
the potential for significant price appreciation and a high
dividend yield.
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United Rentals and Herc Rentals Replace Triton
International in the CUSP Industrials Holdings

26

Evan Weerts | James Steichen

The Industrials sector returned — 8.57% in 2022, according to
Morningstar, compared to the S&P 500 Index’s performance for
2022 of —19.44%. The Industrial sector has long been thought
of as a defensive sector, and it was just that in the year 2022.
With rising interest rates and economic uncertainty, investors
have shifted toward more defensive sectors and companies.
This has provided both complexities and opportunities within
the sector. One of the CUSP Fund holdings, Triton International
(TRTN), was acquired by the Canadian asset management firm
Brookfield in March 2023. This deal caused Triton’s stock price
to jump 30% on the day of the acquisition. CUSP Fund
managers decided to exit the position given the level of the
premium offered and the fact that the offer price was fully
priced in by investors. This merger is expected to close in Q4
of 2023.

From a portfolio management perspective, CUSP managers
want to remain slightly overweight in the Industrial sector. To fill
the hole that Triton left in the Industrial sector, CUSP managers
decided to add United Rentals Inc. (URI) and Herc Holdings Inc.
(HRI) to the portfolio.

United Rentals is the largest rental company in the United
States, capturing 16% of the rental market according to Statista.
The company’s rentals include general construction and
industrial equipment, such as backhoes, skid-steer loaders,
forklifts, earthmoving equipment and material handling
equipment, among others. Customers include construction
and industrial compaies, manufacturers, utilities, municipalities,
homeowners and government entities. Even though United
Rentals is the market leader, overall, the rental market is an
extremely fragmented market. United Rentals has used this to
its advantage, using its strong balance sheet to acquire firms to
expand its physical footprint. One such example is United
Rentals’ acquisition of Ahern Rentals Inc. for $2 billion in Q4 of
2022. This was one of United Rentals’ largest acquisitions in
the last 20 years.

CUSP Fund managers deemed United Rentals attractive
because of its recent pullback in valuation despite perceived
growth potential. United Rentals’ stock price dropped
approximately 20% during to the regional banking crisis of
early 2023. Since many construction projects are financed by
regional banks, recent worries about bank runs and constricted
lending caused investors to pull back on investments in firms
such as United Rentals. In our view, nothing in the underlying
business of United Rentals had changed, and CUSP managers
viewed the price drop as providing for a more attractive entry
point into a profitable and growing company. With an industry
median P/E ratio of 16.71x, United Rentals looks attractive at a
P/E ratio of 14.67x. United Rentals’ EV/EBITDA ratio of 712x is
exactly the sector median at 712x as well. Additionally, United
Rentals boasts an attractive five-year revenue CAGR of 11.88%
and a decade high return on invested capital of 13.43%. It also

appears URI is poised to capitalize from a forthcoming
significant uptick in spending on infrastructure as a result of
several recent spending bills that were signed into law. The
impressive double-digit growth combined with the recent
pullback in valuation led CUSP managers to vote to buy URI
for the portfolio in April 2023.

In addition to URI, the CUSP managers voted to add Herc
Holdings Inc. to the industrials sector. Herc Holdings Inc.
operates through a subsidiary, Herc Rentals, as an
equipment rental supplier, offering a large portfolio of
industrial equipment for rent. Herc Rentals’ classic fleet
includes equipment such as aerial, trucks and trailers,
material handling, air compressors, earthmoving,
compaction and lighting. Its industry-specific services
include power generation, climate control, remediation and
restoration, pumps, trench shoring and studio and
production equipment. According to the firm’s 10k, Herc
Rentals has approximately 6,700 employees in 364 locations
in North America and generates about 90% of revenues
from the U.S., with another 10% coming from Canada. The
firm has grown significantly over the past two years, mostly
by acquiring smaller specialty equipment firms.

CUSP managers considered Herc Rentals a good
investment due to its attractive valuation and aggressive
growth strategy. Herc Rentals has had significant growth in
revenues of 16.4% in 2021 and 32.10% in 2022. Similar to
URI, HRI’s stock price has been discounted during the
period of instability in regional banks in early 2023. The
CUSP managers view the drop in price as providing a good
entry point for the stock. For example, Herc Rentals’ P/E
ratio of 9.98x compares favorably to the rental industries
median P/E ratio of 16.71x. Like URI, HRI stands to benefit
tremendously from the Build Back Better Act, giving the
company ample opportunity for growth in the near term.
Finally, it is worth noting that Herc Rentals is the third largest
player in the equipment rental space. Given the firm’s
profitability, strong balance sheet and reasonable valuation,
the stock was added to the portfolio in April 2023.

The surplus of funds provided by the acquisition of Triton
provided CUSP managers with the ability to alter some of
the other holdings within the CUSP industrials sector. These
funds were strategically allocated to Acuity Brands and
Snap-on, two existing holdings. CUSP managers decided on
this due to the recent drawback in Acuity’s stock price and
the strong Q1 performance from Snap-On, with 10.2%
organic sales increase from FY 2022. Both are solid names
within the sector, and we believe they continue to provide
meaningful return potential for the portfolio. All these
transactions were completed in April 2023.

Financials: Evercore is Replaced by

Carlyle Group

Joseph Joas

The CUSP currently consists of eight companies within the
Financials sector and four companies specifically within the
banking subsector. The banking firms include JP Morgan
Chase & Co. (JPM), Bank of America (BAC) and Hilltop
Holdings (HTH). The CUSP managers added Carlyle Group
Inc. to the sector and sold Evercore Inc. (EVR). In my
presentation, | proposed Carlyle Group Inc. (CG) and Stifel
Financial Corp. (SF) as possible buys and Evercore Inc. and
Bank of America as potential sells.

Carlyle Group is a leading alternative investment company
known for its specialization in private credit, real estate and
private equity transactions. Carlyle Group Inc. is well
diversified geographically between its operations in the
Americas, EMEA and Other — Pacific and has approximately
$373 billion assets under management. The firm has
consistently grown assets in spite of the volatility and
uncertainty in the financial markets. The firm demonstrates
strong profitability metrics and has experienced strong
returns relative to that of similar large private equity firms,
such as Ares Management (ARES), Apollo Global
Management (APO), Brookfield Asset Management (BN) and
KKR & Co. (KKR). Additionally, Carlyle recently appointed a
new CEOQ, a position that has been vacant for an extended
period. The incoming CEO will provide leadership and
direction for the company going forward. These historical
metrics coupled with the firm’s strong balance sheet and
reasonable valuation motivated the CUSP managers to add
the firm to the CUSP in March of 2023.

Stifel Financial Corp. was also considered as a potential
addition to the CUSP Fund. Stifel Financial Corp. has
experienced large growth in its revenues, assets and
increasing EPS through operations as well as strategic
acquisitions. Most of Stifel Financial Corp.’s revenue is
generated through its Global Wealth Management at 64.8%
of total revenues, followed by its Institutional Group at 35.2%
of total revenues. This sector includes investment banking,
fixed income and equity operations. The CUSP managers
viewed the firm’s historical growth and metrics favorably but
ultimately decided the potential for growth for other sub-
sectors of the banking field provided more appealing return
potential.

Given that the CUSP is fully invested and that any purchase
must be countered with a sale, | presented Bank of America
and Evercore Inc. as potential sells. Bank of America has
been in the CUSP since 2017, and Evercore Inc. has been in
the CUSP since 2019. The CUSP managers ultimately voted
to continue to hold Bank of America. The firm has highly
diversified revenue streams in the form of Consumer
Commercial Banking, Global Banking, Global Wealth and

Investment Management and Global Markets. We believe
the firm’s prospects, combined with its strong balance sheet
and reputation, enhance its potential for appreciation,
especially given the recent market developments related

to the collapse of Silicon Valley Bank, Signature Bank and
Credit Suisse.

| also pitched Evercore Inc. as a possible sale. Evercore Inc.
is a leading independent boutique investment banking firm
that advises on deals pertaining to mergers and
acquisitions, corporate restructurings, financings,
divestitures, initial public offerings and private placements.
The firm also provides a small amount of equity research to
certain institutional investors. Since Evercore Inc.s

revenue is highly dependent on investment banking
services at roughly 98%, the firm is highly sensitive to
increasing interest rates. This negatively affects deals within
the capital markets and overall deals within the pipeline.
The CUSP managers decided this large dependence on
investment banking services coupled with interest rate
effects leaves the firm more exposed to risks that could
lead to unfavorable returns relative to others in the industry.
We also noted the firm’s decreasing return multiples from
2017 to 2022 when compared to industry peers, such as
Moelis & Company (MC) and Lazard (LAZ).

The CUSP managers ultimately decided to sell Evercore Inc.
and replace it with Carlyle Group Inc. in March of 2023. We
believe that Carlyle Group Inc. offers the largest potential
stock appreciation in the next three-to-five years through its
strong operating ratios, well-diversified business segments
and diversification of operations geographically. The CUSP
managers believe that the private equity sector, in which
Carlyle Group Inc. resides, has greater return potential as
compared with Evercore Inc.’s investment banking sector.
Thus, Evercore Inc. was sold to gain exposure to these
trends.

ADDENDUM: Hilltop Holdings (HTH) is the sole regional
bank held within the CUSP. The uncertainty surrounding
regional banks in early 2023 spurred the CUSP managers
to look closer at this holding. We noted the bank is
profitable, has good liquidity and a strong capital base. But
we also noted the bank has a relatively high loan-to-deposit
ratio. The CUSP managers decided it prudent to sell HTH
and replace it with Evercore in April 2023. We did not make
the switch because we believe HTH to be flawed. Rather,
we are acutely aware that the CUSP Fund will not be
actively managed during the summer months. Thus, we
decided to act with an abundance of caution in making the
switch. We will reverse the switch once the current market
uncertainty has subsided.
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2022-2023 CUSP Fund Buy
and Sell Decisions

PURCHASES:

Company: Rationale:

Aon PLC
(AON)

Aon (AON) is one of the largest insurance brokers in the U.S. We believe that the firm is a particularly
attractive investment given its strong profitability, growth, shareholder returns and valuation. For
example, relative to its peer group average, Aon’s profit margin is 43% higher, its FCFF/Assets is 65%
higher, its FCFF/Assets three-year CAGR is 657% higher and its combined buyback-dividend yield is 142%
higher. Despite Aon’s superior financials, its P/E was only 2% above its peers, and its P/FCFF was 19%
below its peers. The CUSP managers added AON to the portfolio in March 2023.

Carlyle Group Inc.
(CG)

The CUSP Fund positions in banks within the Financials sector are JP Morgan Chase & Co., Bank of
America and Hilltop Holdings. The CUSP Fund managers voted to exit its position in Evercore Inc. and
purchase Carlyle Group Inc. (CG) as a replacement. We believe Carlyle Group Inc. has a larger stock
appreciation potential due to the firm’s strong profitability metrics and reasonable valuation metrics. We
also believe the private equity subsector has the potential for the largest tailwinds in the next
three-to-five years relative to other sectors within the industry. We added CG to the CUSP in April 2023.
(ADDED NOTE: Before breaking for the summer, CUSP managers sold its only regional bank, Hilltop
Holdings (HTH), out of an abundance of caution given the current stresses in that market. HTH was
replaced by Evercore but only so long as the uncertainty surrounding regional banks subsides. The
change was made largely because the CUSP is not monitored as closely during the summer months.)

Corning Inc.
(GLW)

Corning Inc. (GLW) is involved in the design and manufacturing of glass for many applications. Its
business is divided into six segments: display technologies, optical communications, specialty materials,
environmental technologies, life sciences and all other, which includes the auto glass and Hemlock
Semiconductor Group businesses. With its superior products, large number of meaningful patents and
diverse revenue sources, Corning Inc. has pricing power in a market that is facing pressure on margins.
CUSP managers voted to add Corning Inc. to the portfolio in April 2023 to diversify within the technology
hardware space and add a company producing a product with a wide range of use cases that was
trading at an attractive valuation.

Crocs Inc.
(CROCX)

Crocs (CROCX) is the second largest casual footwear retailer in the world. A recent acquisition of
HEYDUDE shoes further solidifies Crocs’ market share and expands its product offerings. Crocs is
projected to leverage its significant international presence and its logistics network to increase
HEYDUDE's revenues by 20% with an operating margin around 25%. Moving forward, the firm is
expected to maintain and expand industry-leading operating and net profit margins, generating favorable
returns for the CUSP. The CUSP managers voted to add the stock to the portfolio in March 2023.

Exelixis Incorporated
(EXEL)

Exelixis Incorporated (EXEL) is a market leader in tyrosine kinase inhibitor (TKI)-based oncology therapies.
The potential of Cabozantinib, the biotech firm’s primary revenue driver, made for an intriguing
investment proposition. Cabozantinib, used to treat kidney cancer, is the leading drug of its treatment
type with properties that are adaptable for use in other cancers, as reflected in the firm’s pipeline of
drugs. The firm’s prospects coupled with a relatively conservative valuation, likely due to volatility on the
income statement, led the class to add EXEL to the portfolio in March 2023.

Herc Holdings
(HRI)

CUSP managers added Herc Holdings (HRI) to the industrials sector in April 2023. Herc Holdings Inc.
operates through a subsidiary, Herc Rentals, as an equipment rental supplier offering a large portfolio of
industrial equipment for rent. Herc Rentals’ classic fleet includes equipment, such as aerial, trucks and
trailers, material handling, air compressors, earthmoving, compaction and lighting. Its industry-specific
services include power generation, climate control, remediation and restoration, pumps, trench shoring
and studio and production equipment. Herc Rentals was deemed a good investment by the CUSP
managers due to its attractive valuation and its aggressive growth strategy.

PURCHASES CONTINUED:

Company: Rationale:

McKessen Corporation
(MCK)

McKesson Corporation (MCK) is a leading drug and medical device distributor. McKesson profiles as
a consistent earner, with increasing revenue in each of the past 10 years. The CUSP managers view
the prospects of the firm post-opioid crisis as providing the potential for generally higher margins.
Much of this will come from the sale of the firm’s satellite businesses and increased focus on
technology solutions. The core distribution business will see continued growth driven by
prescription volume, an aging populace and changes in available generic options. MCK was added
to the Healthcare sector of the CUSP in March 2023.

Medical Properties Trust
(MPW)

Medical Properties Trust (MPW) is a real estate investment trust that invests in healthcare facilities.
MPW'’s stock price declined significantly during 2022 because of macroeconomic headwinds that
put pressure on healthcare operators. The CUSP managers believe that MPW’s history of consistent
growth and strong profitability make it a good long-term investment. Additionally, the team believes
that the decline in price offers an attractive entry point with the potential for significant price
appreciation, which combines favorably with MPS’s high dividend yield. MPW was added to the
CUSP in March 2023.

Nutrien
(NTR)

The CUSP managers voted to add Nutrien (NTR) to the CUSP in March 2023. Nutrien is a large
player in the fertilizer space. We believe the firm is poised to benefit from the growing volume of
fertilizer and related products demanded by farmers in both mature and emerging markets. We
expect the large size of Nutrien relative to its competitors to offer economies of scale, allowing for
increased cost efficiency and improved margins and growth going forward. We believe that, at its
current valuation, Nutrien represents a good choice for capitalizing on those trends.

NXP Semiconductors
(NXPI)

NXP Semiconductors (NXPI) operates as a global designer of semiconductor and software solutions
for mobile communications, consumer electronics, security applications, in-car entertainment and
networking. NXPI offers its products for automotive, identification, wireless infrastructure, lighting,
mobile and computing applications. The firm is unique in the fact that it is headquartered in the
Netherlands, meaning it is not affected by the recent CHIPS Act. NXPI has a fairly new management
team that brings an experienced, ambitious drive to the company. The team has recently completed
transactions in EV and Tech startups. NXPI was added to the CUSP in March 2023.

United Rentals
(URI)

United Rentals (URI) is the largest rental company in the United States, with about 16% of the rental
market, according to Statista. The company’s rentals include general construction and industrial
equipment, such as backhoes, skid-steer loaders, forklifts, earthmoving equipment and material
handling equipment, among others. Customers include construction and industrial companies,
manufacturers, utilities, municipalities, homeowners and government entities. Even though United
Rentals is the market leader, overall, the rental market is an extremely fragmented market. United
Rentals has used this to its advantage, using its strong balance sheet to acquire firms to expand its
physical footprint. United Rentals was deemed attractive by CUSP managers because of the recent
pullback in valuation in spite of perceived growth potential. URI was added to the CUSP in April
2023.
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SALES:

Company: Rationale:

Allstate Corp.
(ALL)

The CUSP managers voted to sell Allstate (ALL) in March 2023. We believe Allstate’s
stock price does not adequately reflect the challenges that primary insurers like
Allstate could face when underwriting against factors such as climate change,
monetary inflation, social inflation and global decoupling between the U.S. and Asia.
Additionally, we do not believe that Allstate was well positioned to overcome those
challenging underwriting prospects in the future given that the firm already had a
loss ratio significantly higher than its peers. Finally, we concluded primary insurers’
fundamental basis of competition would yield worse long-term results than insurance
brokers, such as Aon.

Constellation Brands Inc.
(STZ)

After an analysis of Constellation’s (STZ) recent performance and strategic outlook,
the CUSP managers voted to exit its position in the firm in March 2023. Two recent
strategic moves by the firm have failed to pay off. Constellation’s change of focus in
its Wine and Spirits market has generated negative growth in operating income each
of the last four years with no promising catalyst for meaningful growth on the horizon.
Additionally, a 2018 investment in Canopy Growth Corporation has generated losses
nearing $2 billion. Given the firm’s recent strategic missteps and lack of a meaningful
strategy to recover, the CUSP managers decided to direct investment in this sector to
other firms.

Evercore Inc.
(EVR)

The CUSP Fund exited its position in Evercore Inc. (EVR) for multiple reasons: the
firm’s decreasing return multiples, a very large dependence on investment banking
services that are quite sensitive to increasing interest rates and Evercore’s overall
unprofitable deals within the capital markets. We believe this could negatively impact
stock appreciation in the next three-to-five years. EVR was sold in April 2023.

Freeport-McMorran Companies
(FCX)

The CUSP managers voted to divest its interest in Freeport-McMorran Companies
(FCX), a firm in the Materials sector, in March 2023. Freeport McMoRan is best known
for its production and sale of copper (80% of revenue) and gold (10% of revenue).
Because of its heavy reliance on copper as an output, the firm’s stock price is highly
correlated with the price of copper, which has increased significantly in recent
months. As a result, FCX has a high earnings multiple and perceived premium over its
intrinsic value when compared with other firms within the Materials sector.

Hasbro Inc.
(HAS)

In March 2023, the CUSP voted to sell Hasbro (HAS), a game and toy producer in the
Consumer Discretionary sector. Hasbro Inc., one of the largest toy conglomerates in
the world, recorded very poor performance over the course of 2022 and provided
a poor outlook for 2023. The firm continues to struggle with the aftermath of the
acquisition of eOne in 2019 and, at last report, had begun to look for buyers of the
production company. While Hasbro has a strong video game and digital media
presence with Dungeons and Dragons and Peppa Pig, it struggles to compete with
larger, more established firms that have hundreds of digital games and content in
their portfolios. This, in addition to the seemingly industry-wide downturn in net
revenues and increase in costs due to the macroeconomic environment, led CUSP
Fund managers to sell Hasbro and buy Crocs in its place.

Horizon Therapeutics
(HZNP)

Horizon Therapeutics (HZNP) is a biotechnology company focused on the discovery,
development and commercialization of medicines. The firm has a portfolio of 12
medicines in the areas of rare diseases, gout, ophthalmology and inflammation. HZNP
was sold from the CUSP in December 2022 when news of a possible acquisition of
the firm caused the stock price to jump.

LyondellBasell Industries N.V.
(LYB)

The CUSP managers voted to sell LyondellBasell Industries N.V. (LYB) in March 2023.
LYB is a globally diversified chemicals company. The firm primarily offers products
within the categories of olefins and polyolefin, intermediates and derivatives and
advanced polymer solutions. While LYB is solid financially, the CUSP managers fear
growth in supply in the firm’s product space will outpace demand in the coming years.
We viewed this as an opportunity to shift resources within the Materials sector into a
firm with more promising growth prospects.

SALES CONTINUED:

Company: Rationale:

Micron Technology
(MU)

Micron Technology (MU) is a semiconductor manufacturer focused on two main types of
semiconductors, both focused on storage. MU has been a strong competitor in its field, and the
stock has performed well for the CUSP. Prospects, however, are less promising. Micron’s chips are
facing a significant drop in demand, shifting from a shortage of supply to a shortage of demand.
The CHIPS Act will hamper Micron as it pushes firms to move production out of China. MU has a
large majority of its production operations in China and thus is no longer able to produce at the
same capacity as it did previously, and new factories under construction are years away from being
operational. CUSP managers concluded the uncertainty and the risk of holding MU were not worth
the potential benefit. The position was liquidated in March 2023.

Triton
(TRTN)

Triton International (TRTN) provides leases of shipping containers. It offers acquisition, leasing,
re-leasing and sale of intermodal containers and chassis to shipping lines, freight forwarding
companies and manufacturers. It operates in two segments of industrials, equipment leasing and
equipment trading. Triton is the leading player in container leasing, providing efficiency and
certainty through its extensive international network and large inventory. Triton International agreed
to be acquired by the Canadian asset management firm, Brookfield, in March 2023. This deal
caused Triton’s stock price to jump 30% on the day of the acquisition. CUSP managers decided to
exit the position given the level of the premium offered and the fact that the offer price was fully
priced in by investors.
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