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COMMENTARY

I find myself at a crossroads as two basic assumptions held by me are now conflicted. These two have

affected the performance of the small-mid cap equity strategy the last six months and will likely continue

to do so in the near future. 

The first assumption is a heuristic I’ve developed: when a company or group of stocks experiences a

sudden, dramatic decline, it is likely undergoing a fundamental sea change, meaning the assumptions that

previously applied to it are no longer relevant. That doesn't mean you need to abandon them entirely,

but you should really re-visit your base case assumptions. I've seen this time and time again where

investors don't re-examine those assumptions, proceed on prior ones, and find themselves catching

falling knives, as the term goes. 

The other assumption is that software stocks are some of the best businesses that have ever existed, at

least in my lifetime. They traditionally have possessed tremendous competitive advantages, opportunities

for growth, and generated solid returns for investors. 

That said, over the last six months, with the rapid improvements in artificial intelligence, software

companies have seen their stocks get absolutely obliterated. Some of this initially was due to the fact that

many were overvalued and their growth rates were declining after a long period of high growth. So, some

of the decline is due to valuations adjusting to reflect slower growth rates. However, the threat posed by

AI is now affecting prices, driving them to lows, including multiples that I would normally expect only

when you have ongoing concerns about the business. 

And so, here exist two strongly held opinions operating in contrast. On one hand, as a quality investor, I

should be predisposed to adding to the positions on the decline. On the other hand, the market is telling

me this is different and I should be re-evaluating my assumptions.

The portfolio’s performance has certainly been affected as I have continued to hold software companies.

In re-evaluating my core assumptions, I did sell a few of them and I continue to hold others and in fact

have added to a couple of new positions. 

So why am I contradicting the heuristic that I normally like to hold? Am I anchoring myself on software

and ignoring new evidence, or am I exhibiting insight that the market is currently not showing? 

I'm in the process of developing a longer paper to discuss this. I've been doing it for four months now,

and every time I get ready to write it and get it published, something dramatically changes, and I have to

re-visit the topic, But, I think we are now at a point where I've got thoughts to share.

The highlights are: AI is going to lead to tremendous changes in the world and software in particular.

However, while some companies will experience painful disruption, others will benefit from

incorporating AI into their existing offerings and continue to generate desirable returns. And the primary

drivers of competitive advantage, such as distribution and domain expertise, will continue to create value

for customers, software companies, and shareholders.
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The SMID portfolio was flat during the quarter while the Russell 2500 was up 2.0%. Energy and all

things related to AI led during the quarter. Consumer staples, health care, and software continued to lag.
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FIRST QUARTER REVIEW AND OUTLOOK

Within the portfolio, Element Solutions, Casey’s General Stores, and PriceSmart were our top

performers. Element is levered to AI as it makes products used in the production of semiconductors.

Tyler Technologies, FactSet and McCormick were the three worst performers. Tyler and Factset both

suffered as investors rotated out of software. McCormick shares slid as a result of its combination with

Unilever’s food business.

By and large, the biggest drivers of our performance were our exposure to software and lack of exposure

to energy, both of which hurt the portfolio, offset by a variety of holdings driven by company-specific

fundamentals.

On a high level, the portfolio is positioned similarly to prior quarters. Our sizable overweight to

consumer staples is heavily influenced by the size of our largest position, Casey’s General Stores,

currently almost 10% of the portfolio. This position is notable because we have never bought or sold

shares following the initial purchase of 3%. Its current weight is due entirely to the sizable

outperformance of the shares over the five plus years we have owned it, a scenario we like immensely.



415.378.6228
2945 Townsgate Road, Suite 200 | Westlake Village, CA 91361 |805.418.7570 | www.venadoinvestments.com

Quality Service, Quality Investments, Quality Business

PURCHASES

During the quarter, we purchased The Trade Desk, a company we have owned off  and on over the last

several years. The company provides internet advertising solutions to advertisers. Between AI, increased

competition from Amazon, and some operational missteps, the company has seen its shares decline

dramatically from its high in 2025. We believe the company will move on from its misjudgments and

ultimately retain a competitive position in the industry. As such, we took advantage of  a weakness and

purchased a small position during the quarter.

SALES

We sold DocuSign and Bill Holdings during the quarter, both software companies. Our gut says both

companies should survive the disruption emanating from AI however we do not believe either is durable

enough to thrive. Given the challenges, we elected to concentrate our software holdings into a few

names in which we hold higher conviction.
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FINAL THOUGHTS

Quality has been out of  favor as AI offers investors an opportunity to invest in a new shiny object. And

for good reason as it offers the potential for very high returns. But, over the long run, we believe our

portfolio is invested in companies that possess the ability to grow over an extended period of  time with

less volatility than the market. We remain steadfast in our discipline and deeply appreciate the trust and

confidence you have placed in us as partners and clients.

Regards,

Gregory Toppe, CFA
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Sources: Koyfin, FTSE Russell
Based on a representative account. Weights in client portfolios may vary.
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