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Dear fellow investors,

PERFORMANCE
Our long-only strategies were generally in line with 
benchmarks during the quarter. Our Long/Short Equity 
strategy outperformed both the net-adjusted S&P 500 return 
and the HFRI Equity Hedge (Total) Index.

As a reminder, we are focused on long-term outcomes for our
investors. We believe it’s important for you to understand the
exposures in our portfolio so you know what to expect. For
an “owner’s manual,” please see our 2Q21 Investor Letter
here. For additional positioning data, please see our strategy
Fact Sheets here.  

One important point – we’ve gone through a ten-year period 
where buying the most expensive stocks in the market has 
been a winning strategy.  Our approach has always been to 
utilize balance – and we’re confident that this is the right 
approach over the long term.
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NOTABLE PURCHASES

PERFORMANCE (NET)                   SEPTEMBER              Q3 '21           SINCE INCEPTION

-4.05%

-3.23%

-3.15%

SMID CAP

Style Bench

RUSSELL 2500

-2.67%

-1.97%

-2.69%

-2.67%

-1.97%

-2.69%

-3.14%

-3.57%

-4.65%

MULTI-CAP

Style Bench

S&P 500

0.31%

-0.57%

0.59%

2.94%

-0.35%

2.93%

-0.57%

-0.35%

-4.65%

-1.86%

LONG/SHORT

HFRI Equity Hedge

S&P 500

S&P 500 Net Adj.

0.55%

-0.42%

0.59%

0.28%

0.55%

-0.42%

0.59%

0.28%

Grand Canyon Education (GCE, ticker LOPE)
We initiated a new position in Grand Canyon Education (GCE) in all three strategies during the quarter.  
While this is a new holding at City Different, we know the company and the management team well.  
We have followed the company for many years and the stock’s recent pullback led to us revisiting the 
investment.

GCE is a for-profit education services company.  We like investments where we can see the bear case – 
that allows us to better understand and test our contrarian view.  In this case, it’s easy.  We believe so 
many online for-profit education companies have been hucksters, selling and marketing bad educational 
products to students that were unlikely to graduate.  These companies help students line up federal 
loan funding to pay for their educations, saddling their students with debt and no degree to show for it.  
Grand Canyon Education is different.  GCE’s largest university partner, Grand Canyon university (GCU), 
operates an online and ground university in Phoenix, AZ.  While more of Grand Canyon’s students are 
online, over 20,000 ground students mostly live in dorms (with pools!) on a beautiful campus and cheer 
for NCAA Division I sports teams.  On our work, GCU provides an excellent education for a reasonable 
price.  We’ve noticed more smart students at local New Mexico high schools headed to Grand Canyon 
each year, with good reviews from students and parents alike.

We initially invested in Grand Canyon under a democratic administration, while GCE and GCU were a 
sole entity – a for-profit university.  Generally, Democrats in DC have been tougher on for-profit 
education than Republicans.  Standards defining which universities can accept federal loan funding, 
especially those based on the default rates of students receiving loans, are harder for for-profit 
Universities.  GCU students have consistently performed well enough to qualify the university for 
federal loan funding despite more demanding standards.  Even so, for this reason, and others, 
management pursued a split creating a not-for-profit university (GCU) and a for-profit services 

company (GCE).  A new entity was formed and borrowed money to buy the hard assets of the 
university from the publicly traded entity.  Following the transaction, the IRS has ruled that GCU is an 
independent not-for-profit entity, though the Department of Education has not.  The split has awarded 
GCU some of the benefits of the not-for-profit status, but not all (especially federal loan qualification 
standards).

Today, GCE is an asset-light, high margin, cash flow generative services business.  Because we worry 
about the financial health of GCE’s largest customer, GCU, we’re happy to report that the 
not-for-profit GCU has generated higher income since the conversion than was initially forecast.  GCE 
looks cheap for the expected consistency of the business as is, at less than 15x this year’s earnings.  
We expect GCE to grow earnings greater than 15% a year.  We see two further upside drivers.

1/ Buybacks.  To facilitate the split, GCU borrowed money from GCE.  GCU is likely to refinance this 
note at a lower interest rate, at which point GCE will receive a $1B repayment (vs. the company’s 
current $4B market cap).  Buybacks will increase per-share earnings.  2/ Orbis Education.  In 2019, 
GCE acquired Orbis.  Orbis is an education services company focused on supplying the increasing 
demand for healthcare professionals through custom-designed licensure programs in partnership with 
universities and healthcare providers.  Orbis is growing quickly and could become a material piece of 
GCE’s business.

In our upside scenario, combining continued growth in the GCU student population, significant 
buybacks, and growth in Orbis, we see EPS doubling from around $6 this year to $12 in 2025.  In that 
scenario, at 25x forward earnings, we think the stock could climb from $90 today to over $300 in 
2024.  Even in our downside scenario, buybacks are completed at lower stock prices, which creates 
upside to the company’s current valuation.  Things can always go worse than we expect – but we like 
our odds on this long-term investment. 

Stitch Fix, Inc. (SFIX) 
We purchased Stitch Fix for all three domestic strategies in the third quarter. Stitch Fix matches 
customers with apparel online, utilizing unique customer data and AI.  Company stylists, aided by AI, 
select five items they think you might like and mail them to you in a box.  You keep what you want and 
send back what you don’t.  With each delivery, Stitch Fix gets better at understanding your style and 
fit.
 
In physical retailing, there is product scarcity with limited shelf space, but online there is an abundance 
of offerings where curation is key. We think Stitch Fix is well-positioned to simplify online apparel 
shopping.  Having worked at matching customers’ style and fit online for a decade, Stitch Fix has 
unique data and learnings about customers and key clothing metrics.
 
While Stitch Fix started as a niche clothing subscription service, the company is beginning to evolve 
into a personalized online clothing store.  We expect the new sales model will better capitalize on the 
company’s apparel recommendation capabilities.  Stitch Fix seems to have the raw materials needed for 
success.  We believe the market opportunity is tremendous, and the stock’s upside potential will be 
determined by how much of the online apparel market the company can capture.  We will enjoy 
watching this business develop.

  

Performance shown is of the respective strategy's composite. Individual account performance may vary.
Please see important definitions on page 5.
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The team is excited to have our first full quarter under our belts.  It was a productive quarter.  We 
found a few new investments that we were excited to partner with for the long term.  Hopefully, ten 
years from now, we will be doing a portfolio review with some of these stocks still in the holdings list.  
We have conviction in our long-term focus, allowing us to ignore the short-term noise and hone in on 
the long-term signals.  We appreciate our clients who share our long-term perspective – without you, 
investing with a long-term approach is impossible.

To our earliest clients – thank you for your trust and confidence!
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PARTING WORDS
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B R O W N E

CEO, Portfolio Manager 

connor@citydifferentinvestments.com

R O B
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Portfolio Manager

rob@citydifferentinvestments.com

PURCHASES AND SALES

MULTI-CAP

PURCHASES

Atlas Technical Consultants

DigitalOcean

Grand Canyon Education

Landec Corp

Luna Innovations

Stitch Fix

PURCHASES

DigitalOcean

Grand Canyon Education

Stitch Fix

PURCHASES

Grand Canyon Education

Stitch Fix

SALES

ITT Inc

Huntsman Corp

Otis Worldwide

Repay Holdings

SALES

FTI Consulting

Huntsman Corp

SALES

FTI Consulting

Huntsman Corp

Lore

SMID CAP

 LONG/SHORT 



C I T Y  D I F F E R E N T  I N V E S T M E N T S

+1 505 416 4550
info@citydifferentinvestments.com
www.citydifferentinvestments.com
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IMPORTANT DISCLOSURES

The Multi-Cap Core Composite includes al l  d iscretionary portfol ios that are managed to City Different Investments '  Multi-Cap Core strategy.  The 
objective of the Multi-Cap Core strategy is  to generate strong r isk-adjusted returns in a focused portfol io of stocks invested across the business 
l i fe cycle.  Portfol ios invest pr imari ly in U.S.  stocks with greater than $100 mi l l ion in market cap.  Portfol ios typical ly hold between 20-35 positions,  
with no position representing more than 10% of the portfol io.  The strategy may take on international  exposure up to 25% of portfol io assets .  An 
investment in the strategy is  subject to certain r isks.  The value of an investment may fal l  as  wel l  as r ise and is  not guaranteed.  Equities may 
decl ine 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 portfol ios.
 
The SMID Cap Core Composite includes al l  d iscretionary portfol ios that are managed to City Different Investments '  SMID Cap Core strategy.  The 
objective of the SMID Cap Core strategy is  to generate strong r isk-adjusted returns in a focused portfol io of smal l  and mid-cap stocks invested 
across the business l i fe cycle.  Portfol ios invest pr imari ly in U.S.  stocks with greater than $100 mi l l ion in market cap.  Portfol ios typical ly hold 
between 20-35 positions,  with no position representing more than 10% of the portfol io.  Not less than 80% of portfol io assets wi l l  be invested in 
companies whose market cap is  within the market cap range of the Russel l  2500 Index.  The strategy may take on international  exposure up to
25% of portfol io assets .  An investment in the strategy is  subject  to certain r isks.  The value of an investment may fal l  as  wel l  as r ise and is  not 
guaranteed.  Equities may decl ine 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 portfol ios.
 
The Long/Short  Equity Composite includes al l  d iscretionary portfol ios that are managed to City Different Investments '  Long/Short  Equity strategy.  
The objective of the Long/Short  Equity strategy is  to generate strong r isk-adjusted returns in a focused portfol io of stocks,  long and short ,  
invested across the business l i fe cycle.  Portfol ios invest  pr imari ly in U.S.  stocks with greater than $100 mi l l ion in market cap.  Portfol ios typical ly 
hold between 20-35 long positions,  25-50 short  positions & ETF’s ,  with no position representing more than 10% of the portfol io.  The strategy may 
take on international  exposure up to 25% of portfol io assets .  An investment in the strategy is  subject to certain r isks.  The value of an investment 
may fal l  as  wel l  as r ise and is  not guaranteed.  Equities may decl ine 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 portfol ios.

The metr ics that define each strategy are guidel ines,  and not necessar i ly hard and fast  restr ictions.

Please see Style Benchmark Construction and Important Disclosures for a descr iption of the SMID and Multi-Cap Style Benchmarks.

The securities discussed in this  presentation may not be suitable for a l l  investors .  Past  performance is  not an indication of future performance and 
is  no guarantee that losses wi l l  not occur in the future.  The value of an investment,  and income generated ( i f any)  may fal l  as  wel l  as r ise and is  not 
guaranteed.  Investors may not get back the ful l  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 bel ieve to be rel iable,  we do not guarantee their accuracy,  and any such information may be incomplete or 
condensed.  The Firm has not independently ver ified third-party sourced information and data.  This  communication is  intended for informational  
purposes only and does not constitute a sol ic itation to invest  money nor a recommendation to buy or sel l  certain securities and should not be 
rel ied 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.  Histor ic  market trends are not rel iable indicators of actual  future market behavior.  This  mater ia l  may contain projections or other 
forward-looking 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 wi l l  be achieved and may be s ignificantly different than that shown here.  The information presented,  including 
statements concerning financial  market trends,  is  based on current market conditions,  which wi l l  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 
bel ieved to be reasonable,  they can be affected by inaccurate assumptions or by known or unknown r isks 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 jur isdictions where i t  is  authorized to do so.  The 
information contained herein does not represent personal  or customized investment advice.  City Different wi l l  only render investment advice under 
the terms of a legal  agreement between parties.

Benchmark Definitions

The Russel l  2500 Index
The Russel l  2500 Index measures the performance of the smal l  to midcap segment of the US equity universe,  commonly referred to as "smid" cap.  
The Russel l  2500™ Index is  a  subset of the Russel l  3000® Index.  It  includes approximately 2500 of the smal lest  securities based on a combination 
of their market cap and current index membership.

The S&P 500 Index
The S&P 500 is  widely regarded as the best s ingle gauge of large-cap U.S.  equities.   The index includes 500 leading companies and covers 
approximately 80% of avai lable market capital ization.

Gross Long Exposure,  Gross Short  Exposure,  Net Exposure
Gross long exposure is  the total  exposure to a l l  long (or adjusted long)  positions in the long/short  strategy.   Gross short  exposure is  the total  
exposure to a l l  short  (or adjusted short )  positions in the long/short  strategy.   Net exposure is  the difference between gross long and gross short  
exposures.

The S&P 500 Net Adj .  Index
CDI reports on exposure and performance for the S&P 500 Index adjusted for CDI’s  Long/Short  Net exposure monthly.  S&P Index adjusted is  40% 
of the S&P monthly return.

The HFRI Equity Hedge Index
The HFRI® Indices are broadly constructed indices designed to capture the breadth of hedge fund performance trends across a l l  strategies and 
regions.  Equity Hedge:  Investment Managers who maintain positions both long and short  in pr imari ly equity and equity derivative securities.  A wide 
var iety of investment processes can be employed to arr ive at  an investment decis ion,  including both quantitative and fundamental  techniques;  
strategies can be broadly diversified or narrowly focused on specific sectors and can range broadly in terms of levels  of net exposure,  leverage 
employed,  holding period,  concentrations of market capital izations and valuation ranges of typical  portfol ios.  EH managers would typical ly maintain 
at  least  50% exposure to,  and may in some cases be entirely invested in ,  equities,  both long and short .

Style Benchmarks for SMID and Multi-cap are created by Kiski  Analytics.   The Style Benchmarks are designed to show an approximation of 
“ Investing Across the Business Life Cycle” util iz ing al l  the avai lable stocks in each portfol io’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 Establ ished,  Mature and 
Emerging businesses.

Benchmark indices are unmanaged,  are not avai lable 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  avai lable upon request .


