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DEAR FELLOW INVESTORS,
What’s our goal? We aim to outperform our index by an average of
300bps per year, net of fees, over a very long time. We believe that our
flexibility to find great investments, our differentiated approach to
diversification, and our authentic long-term focus will help us get there.
In our first nine months, we haven’t delivered.
Here’s what we believe:

•
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•
•

Stocks in our portfolio are compounding in value, even if the
market isn’t recognizing it.
We’re finding attractive investment opportunities outside the
mega caps.
Concentration is a critical competitive advantage, even if it
increases short-term tracking error.

Next, we’ll highlight two stocks that we believe will help drive positive
relative performance over the coming years.

1

Flex (FLEX)
Flex is a contract manufacturer specializing in making products for other companies. We believe industry demand is
strengthening and business dynamics are improving.
There are two primary demand tailwinds for contract manufacturers. First, due to the massive pandemic-related
sourcing issues, companies are redesigning their supply chains. We believe Flex will increasingly play a part in helping
companies source their products. Secondly, as products become more digital and complex, manufacturing specialists
like Flex can help. Examples of growth areas are digital healthcare and electric vehicles.
Historically, the contract manufacturing industry has been very competitive, but these dynamics seem to be improving.
The customer base is more diverse, and manufacturers have varying niches of expertise, leading to less head-to-head
competition. Margin improvements at Flex and other contract manufacturers suggest that improving competitive
dynamics translate into higher profits.
Looking at valuation, management believes it can earn EPS of $2.65 in 3 years after selling its Nextracker solar
business (estimates of up to $6/share of value). With high single-digit sales growth, improving margins, and mid-teens
EPS growth, we believe this stock has strong upside potential.

Patria Investments (PAX)
Patria is a Brazilian alternative asset manager. Our portfolio managers have a long history of investing in the US
alternative asset managers and believe the South American market may develop similarly.
There are many things to like about the alternative asset manager business model. Successful firms tend to have long
track records, limiting competition from new entrants. The business is capital-lite, needing little capital while
distributing most earnings to shareholders. Firms earn a steady revenue stream from long-term capital while also
earning performance fees if investments do well. Lastly, there is strong investor demand for alternative products, and
the managers continue to increase fund sizes and add new products.
Investors now appreciate the US alternative asset managers for the incredible businesses they are, whereas Patria’s
valuation doesn’t yet reflect the company’s robust business model and long runway for growth. Patria’s stock trades
for about 20x its management fee earnings; this is a conservative multiple for a stable, long-term earnings stream that
should grow over time. Additionally, Patria earns performance fees, has balance sheet value, and acquisition
optionality. We believe this stock has strong upside potential in the long run.

1Q RESULTS
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Our SMID Cap Core strategy slightly outperformed our benchmark, the Russell 2500 Index, and our style benchmark
during the quarter. SMID showed good downside capture characteristics in January, down 6.36% to the index decline
of 8.32%, but trailed in up months February and March. Since inception, we are slightly trailing our benchmark.

PERFORMANCE (NET)

1Q 2022

SINCE INCEPTION

SMID CAP CORE

-5.40 %

-5.64%

STYLE BENCHMARK

-5.97%

-3.91%

RUSSELL 2500

-5.82%

-4.84%

Source: Bloomberg, City Different Investments

POSITIONING
Our Style Benchmark is a passive representation of our unique basket diversification approach (Mature, Established,
Emerging) implemented across US stocks (see our inaugural investor letter). We review allocation and stock selection
impact across basket, market cap, and sector, comparing our strategy to our style bench and benchmark. Our goal is to
explain past performance and give you a sense of our expectations for the future.
Strategy positioning weighed on results.
• Our market cap exposure hurt during the quarter. We are more SMID than the Style Bench or the R2500.
The largest companies in the R2500 outperformed the smallest, which hurt our relative performance by
about 1%.
• Our sector positioning weighed on our performance more significantly, with our overweight Consumer
Discretionary (a weak sector) and our underweight Energy (a strong sector) the most significant drivers.
Sector allocation hurt performance by more than 3% during the quarter.
• Our basket exposures didn’t drive relative results. Mature businesses outperformed Established businesses
while Emerging businesses were in-between. Our overweight in the Mature basket was offset by our
underweight in Emerging.

BASKET WEIGHTS as of 03/31/2022
EMERGING

ESTABLISHED

MATURE

SMID CAP CORE

16.3%

39.5%

42.0%

STYLE BENCHMARK

20.0%

40.0%

40.0%

RUSSELL 2500

23.0%

32.9%

32.7%

Source: Bloomberg, City Different Investments

STOCK SELECTION
Our stock selection looked excellent when compared across sectors (>3% benefit during the quarter), with the best
stock selection in our Financials holdings, especially Assured Guarantee (AGO). When compared across baskets, our
stock selection generally looked in line.

Page 3 of 6

Contributors and Detractors 1Q 2022

TOP CONTRIBUTORS

% ENDING WEIGHT

% CONTRIBUTION

10.03%

2.17%

Atlas Technical Consultants

2.38%

0.74%

Grand Canyon Consultants

5.73%

0.73%

Patria Investments

5.37%

0.51%

FTI Consulting

6.00%

0.18%

% ENDING WEIGHT

% CONTRIBUTION

Assured Guaranty

Source: City Different Investments calculations

TOP DETRACTORS
CarMax

5.56%

-1.82%

API Group

6.80%

-1.41%

Berry Global

4.73%

-1.25%

Stitch Fix

1.33%

-1.13%

Affiliated Managers Group

6.36%

-0.95%

Source: City Different Investments calculations

PURCHASES AND SALES
We didn’t have much new purchase or sale activity during the quarter, aligning with our long-term approach.

SMID CAP CORE
P UR C HAS E S

S AL E S

Ne o g a me s

T e e k a y L NG
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PARTING WORDS
We like the businesses we’ve decided to partner with for the long term. We remain incredibly excited about today's
discounts versus our calculations of intrinsic value.
Thank you for your trust and confidence!

ROB
MACDONALD

CONNOR
BROWNE

Portfolio Manager

CEO, Portfolio Manager

rob@citydifferentinvestments.com

connor@citydifferentinvestments.com
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IMPORTANT DISCLOSURES
The SMID Cap Core Composite includes all discretionary portfolios that are managed to City Different Investments' SMID Cap Core strategy. The
objective of the SMID Cap Core strategy is to generate strong risk-adjusted returns in a focused portfolio of small and mid-cap stocks invested across
the business life cycle. Portfolios invest primarily in U.S. stocks with greater than $100 million in market cap. Portfolios typically hold between 20-35
positions, with no position representing more than 10% of the portfolio. Not less than 80% of portfolio assets will be invested in companies whose
market cap is within the market cap range of the Russell 2500 Index. The strategy may take on international exposure up to 25% of portfolio assets. An
investment in the strategy is subject to certain risks. The value of an investment may fall as well as rise and is not guaranteed. Equities may decline in
value due to both real and perceived general market, economic and industry conditions. The strategy could be more volatile than the performance of
more diversified portfolios.
The metrics that define each strategy are guidelines, and not necessarily hard and fast restrictions.
The securities discussed in this presentation may not be suitable for all investors. Past performance is not an indication of future performance and is no
guarantee that losses will not occur in the future. The value of an investment, and income generated (if any) may fall as well as rise and is not
guaranteed. Investors may not get back the full amount invested and may lose the entire amount invested. Diversification does not assure a profit or
protect against loss. Data herein is reflected in USD unless specified otherwise.
The views expressed herein are solely the opinions of the Firm. Although the statements of fact and data in this report have been obtained from, and
are based upon, sources that we believe to be reliable, we do not guarantee their accuracy, and any such information may be incomplete or condensed.
The Firm has not independently verified third-party sourced information and data. This communication is intended for informational purposes only and
does not constitute a solicitation to invest money nor a recommendation to buy or sell certain securities and should not be relied upon for, accounting,
legal, or tax advice.
Opinions and statements of financial market trends that are based on market conditions constitute our judgment and are subject to change without
notice. Historic market trends are not reliable indicators of actual future market behavior. This material may contain projections or other forwardlooking statements regarding future events, targets or expectations, and is only current as of the date indicated. There is no assurance that such events
or targets will be achieved and may be significantly different than that shown here. The information presented, including statements concerning
financial market trends, is based on current market conditions, which will fluctuate and may be superseded by subsequent market events or for other
reasons. Although the assumptions underlying the forward-looking statements that may be contained herein are believed to be reasonable, they can be
affected by inaccurate assumptions or by known or unknown risks and uncertainties. The Firm assumes no duty to provide updates to any analysis
contained herein.
JURISDICTIONAL LIMITATIONS
City Different may only transact business or provide investment advice in those states and jurisdictions where it is authorized to do so. The information
contained herein does not represent personal or customized investment advice. City Different will only render investment advice under the terms of a
legal agreement between parties.
Benchmark Definitions
The Russell 2500 Index
The Russell 2500 Index measures the performance of the small to midcap segment of the US equity universe, commonly referred to as "smid" cap. The
Russell 2500™ Index is a subset of the Russell 3000® Index. It includes approximately 2500 of the smallest securities based on a combination of their
market cap and current index membership.
Style Benchmarks for SMID Cap Core are created by Kiski Analytics. The Style Benchmarks are designed to show an approximation of “Investing Across
the Business Life Cycle” utilizing all the available stocks in each portfolio’s benchmark. CDI Style Benchmarks carry consistent 40%/40%/20% exposure
to each basket, weighted by market cap, amongst those holdings that rank highest within Established, Mature and Emerging businesses.
Benchmark indices are unmanaged, are not available for direct investment, and do not reflect any fees, expenses, or sales charges. There are important
differences between proposed strategies and referenced benchmarks, including differences related to the number of holdings and diversification,
among others.
A copy of City Different’s current written disclosure statement discussing our advisory services and fees is available upon request. Disclosures may also
be found on our website at citydifferentinvestments.com/terms-privacy/
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