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Long Short Equity — Brighter Days Ahead?

In Las Vegas casinos, one of the oldest and rowdiest games is craps. Craps is a dice game where players
bet on the outcomes from a roll of two dice thrown by a “shooter.” One of the reasons that gamblers gravitate
towards craps is because there are close to 60 different bets that a player can make. These different bets
have a wide range of odds (i.e., probability of occurring) and payouts associated with them. Of all the
different bets in craps, the Any Seven bet is perhaps the most popular and well-known wager. When a
gambler bets Any Seven, they are betting that the shooter will roll a 7 on the next roll. The number 7 is the
most frequent and probable number to appear when the dice are rolled because the odds of rolling a 7 are
6 in 36 or 5:1 odds against the better. The house (i.e., casino) only pays out 4:1 on a winning Any Seven bet,
which makes this the absolute worst bet you can make in craps. In fact, the Any Seven bet is one of the
worst risk-adjusted bets a gambler can make in any casino game because of the disparity between the odds
and the payout ratio.

Going into 2023, investing with the expectation that the S&P 500 and MSCI World Indexes would be up over
20% for the year certainly would have seemed like gambling (more on this point later). The Federal Reserve
was raising interest rates at the fastest pace since the 1980s. The consensus market forecast implied a 66%
probability that the U.S. economy was headed for a recession. Wall Street expected earnings growth for the
S&P 500 Index to be flat to negative based on the anticipated recession. The S&P 500 Index’s forward price-
to-earnings ratio was 17, which is not cheap from a historical perspective.
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In the end, all that mattered was that inflation rapidly declined towards the Fed’s 2% target, there was no
recession, and seven stocks, known as the Magnificent Seven (Apple, Microsoft, Alphabet, Amazon, Nvidia,
Tesla, and Meta), propelled the market higher. Investors’ hopes that these seven companies would generate
windfall profits from Artificial Intelligence pushed their collective prices up 86.7% for the year.'

' The Magnificent Seven stocks were up 105% for 2023 utilizing a simple price average versus the capitalization
weighted average which is quoted.



The December 17th headline article in the Wall Street Journal declared, “/t's the Magnificent Seven’s Market.
The Other Stocks Are Just Living in It.” There is no hyperbole in that statement when you look at the
attribution data. The Magnificent Seven contributed 10.6 points of the MSCI World Index’s 24.4% return for
2023, an amazing 43.3%. The MSCI World Index has 1,480 stocks that cover approximately 85% of the free
float-adjusted market capitalization in each country. The total market capitalization of the Magnificent Seven
is now greater than the combined equity markets of the United Kingdom, Canada, and Japan. The story was
similar when you look at how these seven stocks performed relative to the other 493 stocks in the S&P 500
Index. Currently, the Magnificent Seven make up roughly 28% of the S&P 500 Index’s total market
capitalization. This level of concentration is unprecedented in the index’s history.

Admittedly, the S&P 500 and the MSCI World Indexes both had good years, even if you exclude the
performance of the Magnificent Seven. The point of disaggregating the return of the indexes is to highlight
the level of concentration risk that an investor had to take to achieve this result in 2023. As a fiduciary, there
is no way that the portfolio management team would ever construct a long/short equity portfolio with this
level of concentration risk. The risk emanates from the extraordinary weighting of just seven stocks, and the
fact that all seven companies reside in the technology sector. To be clear, the team understands that the
Magnificent Seven are very good companies with high growth rates, strong balance sheets, and are well
positioned to take advantage of Artificial Intelligence., Many active managers certainly have exposure to
these companies, just not anywhere near the same level of concentration as the index. In our final analysis,
the benchmark’s performance for 2023 seems more like an Any Seven craps bet that hit versus a prudent
investment strategy.

Recently, the investment team made its traditional January research trip to New York City to meet with
several of our long/short equity managers. The trip is a great opportunity to review the previous year with
our managers and to get their perspective on industry dynamics. One of the biggest takeaways from these
meetings is that fundamental long/short equity, as a strategy, is still very much out of favor. You can see this
trend across different data sets. One manager commented,

“50% [of the float] shorted used to be high, now it’s like 25% on heavily shorted names. People don’t short
[stocks] anymore .... Our track record is very good and nobody seems to care. | don’t see any of my peers
in the space raising money either. The data is squishy and hard to aggregate, but my take is that the hedge
fund industry has grown a lot in the past decade and AUM for fundamental long/short is the same, maybe a
little less. As a percentage it has declined a lot.”

This perspective was the consensus across all our meetings. In addition, the “less competition theme” is
consistent with our observations on industry allocation trends. Less competition in combination with other
structural tailwinds that we have discussed previously, like increasing stock dispersion and price volatility,
make long/short equity a compelling contrarian bet in our opinion — certainly much better than an index or
Any Seven bet.
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Important Disclosures

Information contained in this presentation is based on the views and opinions as they exist as of the date
this presentation was made available. Information in this presentation does not constitute advice or a
recommendation or offer to sell or a solicitation to deal in any security or financial product. It is provided for
information purposes only and on the understanding that the recipient has sufficient knowledge and
experience to be able to understand and make its own evaluation of the proposals and services described
herein, any risks associated therewith and any related legal, tax, accounting or other material
considerations. To the extent that a reader has any questions regarding the applicability of any specific
issue discussed above to their specific portfolio or situation, they are encouraged to consult with the
professional adviser of their choosing, and recipients should not rely on this material in making any future
investment decision.

We do not represent that the information contained herein is accurate or complete, and it should not be
relied upon as such. Opinions expressed herein are subject to change without notice. Certain information
contained herein (including any forward-looking statements and economic and market information) has
been obtained from published sources and/or prepared by third parties and in certain cases has not been
updated through the date hereof. While such sources are believed to be reliable, we do not assume any
responsibility for the accuracy or completeness of such information. We do not undertake any obligation to
update the information contained herein as of any future date.

The statements in this presentation, including statements in the present tense, may contain projections or
forward-looking statements regarding future events, targets, intentions or expectations. Due to various risks
and uncertainties, actual events or results may differ materially from those reflected or contemplated in
such forward-looking statements. Past performance is no guarantee of future results. Investments are
subject to risk, including the possible loss of principal. There is no guarantee that projected returns or risk
assumptions will be realized or that an investment strategy will be successful. Different types of investments
involve varying degrees of risk, and there can be no assurance that the future performance of any specific
investment, investment strategy, or product made reference to directly or indirectly in this document, will
be profitable, equal any corresponding indicated performance level(s), or be suitable for your portfolio.



