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Commentary

After years of underperformance, recently, there has been a lot of existential reflection about
the nature of small cap stocks. Last quarter, we highlighted performance and this quarter, we
note a debate about the definition of a small cap stock.

This topic is inspired by an article that caught my eye on Bloomberg-- a piece suggesting that
many small cap managers are cheating by holding mid and large cap companies. There is a
lot of truth to this but there is a catch to the article. In it, David Cohne of Bloomberg
Intelligence suggested that the oft-cited ceiling for what’s considered small cap is $2 billion.

How to say this politely? Well, that definition was true 20 years ago. When I entered the
business in the late 90s, the threshold for small cap stocks was usually defined as $1 billion.
By 2012, it was in the $2-$4 billion range. As of 1/17/25, the largest holding in the Russell
2000 is Sprouts Farmers Market with a market cap of $13 billion. The largest holding in the
S&P 600 is VF Corp. with a market cap of §9.2 billion.

A quick retort is that the indices are hardly perfect and that a manager should not rely on
them to define their universe. Okay, but then explain why the oft-cited ceiling is $2 billion
and have a reason other than that is what it was when you first entered the industry. After
all, the limit should increase as the broad market value of stocks continues to increase.

Another interesting thing of note is the nature of the constituents in varying market cap
ranges. When I was a small cap analyst 15 years ago, it was not too hard to find solid
companies with market caps between $500 million and $1 billion. What we find in that range
now are companies that resemble microcaps. By that, we mean we find companies that are
mired in stakeholder issues, low trading volume, odd corporate ownership structures and
other related issues that are typically associated with microcap companies.

We base our criteria on the Russell 2500, Russell’s small-mid cap index. The index is our
“opportunity cost” so it seems to make sense to do so. The largest company in the index is
EQT Corporation with a market cap of $30 billion and that is our upper limit at purchase
and ideally, we have most of our holdings well below the threshold.

That said, the size issue has been a recurring theme for the last 18 months. Many of the sales
in the portfolio have been due to companies growing too large. The challenge is that we
want to be long-term holders of business while still being true to the mission of buying
small-mid cap stocks. It’s a good problem to have though as it means the portfolio owns
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companies that are growing. But those winners do need to be replaced by the next
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generation of winners.
Fourth Quarter Review and Outlook

The Small-Mid Cap Strategy performed well. For the year ending December 31, 2024, the
strategy was up 17.2% gross of fees, versus the benchmark, which was up 12.0%. Stock
selection, particularly new purchases, drove our relative returns in Q4 as DocuSign and
Paycom returned 44% and 23%, respectively.

The portfolio also benefited from a size effect. As of December 31, 2024, our weighted
average market cap was $12 billion, compared to the benchmark’s of $8 billion. The strategy
does not actively seek to exploit size factors in the strategy. The relative size was driven by
the availability of high-quality names with market capitalizations ranging between $15 billion

and $30 billion.
Relative
Portfolio Russell 2500 Returns
Q124 6.6% 6.9% -0.4%
Q224 -0.8% -4.3% 3.5%
Q324 7.6% 8.7% -1.1%
Q424 3.0% 0.6% 2.4%
YTD 17.2% 12.0% 5.2%

Source: indexcalenlator.fiserussell.com

With enormous pride, we are happy to share that the strategy now has a five-year track
record. Since inception, the portfolio has grown at a compound annual growth rate of 11.1%
versus the Russell 2500 at 9.1%. Further, the portfolio has outperformed four out of the five

years in existence.

Venado Small-Mid Cap Performance

1/1/2020-12/31/2024

Since
3-Year Inception
Performance 1-Year (Annualized) (Annualized) 2024 2023 2022 2021 2020
SMID Compound Annual Returns Gross of Fees 17.2% 6.1% 11.1% 17.2% 18.9% -17.2% 16.3% 26.6%
SMID Compound Annual Returns Net of Fees 16.0% 5.0% 10.0% 16.0% 17.7% -18.0% 15.2% 25.4%
Russell 2500 12.0% 2.4% 9.1% 12.0% 17.4% -18.4% 18.2% 20.0%
Excess Compound Annual Returns Gross 5.2% 3.7% 2.0% 5.2% 1.5% 1.2% -1.9% 6.6%
Excess Compound Annual Returns Net 4.0% 2.6% 0.9% 4.0% 0.3% 0.4% -3.0% 5.4%
Alpha (annualized) Gross of Fees 8.2% 4.2% 3.8% 8.2% 7.9% -2.6% 2.5% 11.4%
Alpha (annualized) Net of Fees 7.1% 3.2% 2.7% 7.1% 6.7% -3.5% 1.3% 10.1%

Source: Koyfin
Management fees are assumed to be 1.00%
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Venado Small-Mid Cap Risk Metrics
1/1/2020-12/31/2024

Performance Metrics 1-Year
Beta 0.75
Standard Deviation 15.2%
Sharpe Ratio (annualized) Gross of Fees 1.13
Sharpe Ratio (annualized) Net of Fees 1.05

Source: Koyfin
Management fees are assumed to be 1.00%

Since

3-Year Inception

0.78 0.80

18.2% 19.8%
0.33 0.56
0.28 0.51

We continue to believe the portfolio is well positioned for 2025. As said elsewhere, the only
certainty out of a Trump administration is uncertainty. We believe we have a portfolio of

businesses that can weather political uncertainty quite well.

As mentioned previously, the portfolio continues to be, on average, larger than the
benchmark. Our companies also tend to trade at higher multiples, which we believe is due to
our focus on higher quality. The focus on quality is most evident in the profitability
(EBITDA Margin), the lower levels of debt (LT Debt to Equity) and profit growth (3 Year
EBITDA Growth), all of which are superior to the benchmark.

SMID STRATEGY PORTFOLIO CHARACTERISTICS

As of December 31, 2024

Weighted Average Market Cap (in Smil)
Price to Earnings

EV / EBITDA

Price to Sales

Price to Book

Dividend Yield

EBITDA Margin

LT Debt to Equity

3 Yr Revenue Growth

3 Yr EBITDA Growth

Source: Koyfin

Based on a representative account

Portfolio Russell 2500
12,040 8,622
27.2x 26.2x
17.6x 14.0x
2.6x 1.5x
4.0x 2.4x
0.84% 1.52%
18.38% 14.99%
0.31 1.27
11.27% 16.01%
11.29% 8.08%

On a sector basis, our largest overweight is within Consumer Staples, followed by Industrials

and Technology. We do not have a position in Communication Services, Real Estate, or
Utilities. The sector weights are driven purely by bottom-up analysis although we are aware

of the weights and what they imply for the portfolio.
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Currently, the underweight to Health Care is most notable. Health Care is tricky in the small
and mid-cap space as there tends to be a lot of small biotechnology companies. Even outside
of this, many of the companies tend to have less proven business models and as a result,
health care has fewer high-quality businesses than its large cap brethren. That said, it is an
area where excess returns exist, and we intend to sharpen our pencils here in 2025.

Sector Weights as of December 31, 2024
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Source: Koyfin

Based on a representative account. Weights in client portfolios may vary.

Additionally, as we own shares in several companies that are on the upper end of what we
consider SMID, we are proactively looking for new ideas with market values below $5
billion. Given the lagging performance in small cap stocks over recent years, we hope to find
a few companies that have been overlooked despite their quality. If successful, portfolio
turnover might be higher than normal during the first half of the year.

Purchases

We made no new purchases during the quarter.

Sales

Coupang

Coupang was a victim of success. The company, the “Amazon of South Korea,” was
severely undervalued at the beginning of the year when we first purchased it. The shares
rallied to where the market cap reached $40 billion. While we prefer not to hold positions
for such a brief period of time, the stock outperformed our expectations, increasing 49% in
nine months, and was arguably too large for the portfolio. As such, we used the shares as a
source of funds for new purchases.
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Final Thoughts

Venado Investment Advisors passed its one-year anniversary and the SMID strategy now
has a five-year track record. We are excited for the future. As a result, we will be marketing
the strategy heavily in 2025. If you know someone who would benefit from this strategy,
please consider referring them to me. Thank you to all of our partners.

Regards,

Varar o

Gregory Toppe, CFA

This material represents an assessment of the market environment at a specific point in time and is not intended to be a forecast of future events, or a gnarantee
of future results. This information should not be relied upon by the reader as research or investment advice regarding any funds or stocks in particular, nor
should it be construed as a recommendation to purchase or sell a security. Past performance is no gnarantee of future results. Investments will fluctuate and
when redeemed, may be worth more or less than when originally invested.
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