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ABOUT THE INSTITUTIONAL EQUITY SERIES 
The Institutional Equity Series of Freedom Dynamic® is comprised of individual security-based strategies that seek to create 
long-term value through in-depth company research and security selection. These strategies integrate the following key 
principles: long-term approach, focus on quality companies, and high-conviction strategy.  

U.S. CORE DIVIDEND 
Dynamic U.S. Core Dividend is a total return strategy focused on large capitalization, high-quality U.S. companies that pay 
attractive dividends, are positioned to grow dividends, and provide a potential source of ballast in challenging markets.  

Key takeaways 
• The strategy was well positioned for inflationary pressures that accelerated following the invasion of Ukraine, 

outperforming in a volatile quarter. 
• Russia’s attack revealed the fragility of the international order, changed global energy flows, and drove home the 

importance of local manufacturing for critical industries. 
• Our performance benefited from overweights to energy as well as aerospace and defense and from our underweight 

to high-multiple stocks whose multiples compressed as interest rates rose. 

Market overview  
The first quarter of 2022 was a volatile one for the capital markets. The S&P 500 Index finished down 4.6% — quite good 
considering it was down 12% year to date through early March. The U.S. Core Dividend Strategy meaningfully outperformed 
the market during the quarter, driven by 1) our overweight to energy stocks, 2) our underweight to high-multiple stocks (whose 
multiples compressed as interest rates rose), and 3) our significant overweight to aerospace and defense stocks. 

The seeds of these broader market dynamics were planted two years ago in the early months of COVID-19. Companies 
ratcheted back production as demand cratered. The federal government injected trillions of dollars of fiscal stimulus to soften 
the blow of lockdowns and reduced economic activity. Additionally, for reasons that are still unclear, many workers 
permanently left the labor force. As the economy recovered, demand outstripped supply. Flush consumers bid up the price of 
the limited goods they could get their hands on. Workers, finding themselves with the upper hand, extracted higher wages. 

Throughout most of 2021, the Federal Reserve (“Fed”) maintained that these inflationary pressures were “transitory” and did 
little to contain them. In the last several months, however, the Fed pivoted and embraced a more hawkish stance. 

High-quality dividend growers provide offset to inflation  

While we never expected war in Ukraine, our strategy was well positioned for the further inflationary jolt it gave to prices. 
Between February 23 and March 8 global oil prices rose 27% and electricity prices in Europe soared 400%! Our considerable 
overweight to energy, which we have discussed many times before, benefited us meaningfully as commodity prices soared 
and investors reappraised the value of North American resources. Our investments in infrastructure, Enbridge and Williams, 
and in oil production, Pioneer Resources, performed well. At the same time, higher commodity prices were headwinds for our 
materials companies. PPG Industries, a paint and coatings maker, and Ecolab, a specialty chemicals and hygiene company, 
both use petrochemical products as feedstocks. As oil prices rise, these input costs increase and squeeze profit margins. 

As raw material prices skyrocketed, inflation expectations and interest rates soared. During the quarter, the 10-year U.S. 
Treasury yield rose 45% to 2.3%. The 30-year mortgage rate rose 50% to 4.7%. Rising rates lifted our insurance holdings and 
weighed on high-multiple stocks — such as mega-cap tech companies in the information technology (IT), consumer 
discretionary and communication services sectors — which we are significantly underweight. 

Our material overweight to aerospace and defense (~5% in the strategy vs. ~1.5% in the index) was another large contributor 
to performance in the quarter. Both Raytheon and Northrop Grumman performed well. Our investment in these companies 
was obviously not predicated on war breaking out in Europe. Rather, they both embody many of the core attributes we look for 
in all our companies. Both have favorable long-term growth outlooks that should enable them to compound earnings and 
dividends for years to come. Raytheon has been a long-term holding and benefits from solid positions in both defense and 
commercial aerospace. The defense business provides a stable and predictable foundation of recurring revenues while the 
commercial aerospace business offers leverage to recovering travel as the world bounces back from COVID-19. 
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Northrop Grumman is a more recent addition to the strategy. We started following it closely in late 2019 based on the strength 
of its product portfolio. While we immediately liked the company and the story, the valuation did not initially screen well. 
Defense stocks sold off around the 2020 election as investors worried that a Democratic administration would result in weaker 
defense spending. We found that interpretation misguided and took advantage of the sell-off to build a position. Last month, as 
defense stocks surged post Russia’s attack, we trimmed our Northrop position. While we continue to like the company, we 
believe the recent run in the shares appropriately discounts the higher level of defense spending we now expect to see. 

Portfolio Positioning 

We are long-term investors underwriting investments in high-quality companies where we can compound returns at superior 
rates. As our companies’ earnings compound, so do their dividends. Our emphasis on companies with pricing power and 
robust competitive advantages results in a portfolio well suited to navigate the ups and downs of the uncertain world we live in. 
With rising costs all around us, growing dividends are critical to maintaining purchasing power. 

In the early days of the invasion, we made two measured changes to the strategy based on longer-term fallout we anticipate 
from Russia’s invasion of Ukraine. First, we initiated small positions in U.S. natural gas producers Chesapeake and EQT. 
Second, we initiated a position in Intel. 

Given its superior environmental profile compared to other fossil fuels, we have long favored natural gas in our energy 
holdings. Combustion of natural gas releases 50% less CO2 than coal, 25% less CO2 than gasoline and dramatically less 
particulate and pollution, per the U.S. Energy Information Administration. With the advances in shale production this century, 
the U.S. has become a natural gas powerhouse with some of the lowest-cost and largest reserves in the world. But because 
natural gas is difficult to ship across the ocean (it must be liquefied, which requires expensive infrastructure on both ends of 
the voyage), America’s gas bounty has ironically proved a burden for U.S. producers. 

The surplus of natural gas in North America has resulted in low prices and weak earnings for gas-focused producers. Exports, 
while growing, are restrained by the high cost of building export infrastructure. Europe, in a Faustian bargain, has relied on 
abundant, inexpensive Russian gas transported by pipeline. Despite the abundance of low-cost resources and a superior 
environmental profile, the investment case for U.S. natural gas producers was previously unfavorable due to oversupply in the 
domestic market. 

In the days preceding the invasion, we were quick to realize the war would change global energy flows. Europe is shifting 
away from Russia and toward new sources of imported liquified natural gas. We purchased our stakes in Chesapeake and 
EQT to capitalize on these trends. The recently announced energy pact between the U.S. and Europe represents an early 
positive datapoint in support of this investment thesis. We funded these purchases, in part, with a trim of Pioneer. While we 
continue to like Pioneer, the risk/reward outlook for the stock is more balanced following recent gains in the shares. 

Over the last year, Pat Gelsinger, Intel’s new CEO, has devised a bold and aggressive strategy shift for the company. 
Gelsinger wants to open Intel’s factories to manufacture chips for competitors and thereby increase the utilization of Intel’s 
machinery. Doing so could increase the company’s returns and profits and bolster its competitive moat. While we admired 
these moves and saw their potential merit, we sat on the sidelines. Intel’s repositioning requires tens of billions of dollars of 
increased investment and entails more risk than we are usually comfortable with. Russia’s invasion of Ukraine, however, 
changed our calculus. It revealed the fragility of the international order and drove home the importance of local manufacturing 
for critical industries like semiconductors. 

Over several decades, Taiwan has become the leading source for cutting-edge computer chips. With China determined to 
control Taiwan, this poses a critical strategic risk for the U.S. and the West. Concern over this threat has simmered for years 
but the war in Ukraine marks a boiling point. Indeed, just two weeks after Russia invaded Ukraine, Germany offered Intel over 
€5 billion in subsidies to build a plant in-country. We expect the U.S. will soon do the same. As Intel embarks on this new 
course, there is significant, long-term upside potential for the shares. This strategy entails meaningful risks, but at the $45 
price we paid for our shares, we believe the risk/reward was asymmetrically skewed in our favor. We partially funded our 
acquisition of Intel with trims of semiconductor holdings Broadcom and Texas Instruments. 

Outlook 

As we enter the second quarter, we like our positioning. We were surprised by the strength of the market’s recovery at the end 
of the first quarter. We believe investors are being complacent in the face of the myriad risks we see: inflation at its highest 
level in decades, interest rates rising sharply, elevated asset values and continued speculative excess in the form of 
cryptocurrencies and NFTs, for example. 

We continue to stick to our discipline. We are free-cash-flow-focused investors concentrated on building a diversified portfolio 
of businesses with strong balance sheets; recurring, predictable revenues; robust competitive advantages; low risk of secular 
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disintermediation; reasonable valuations; and attractive dividend growth profiles. We believe this type of portfolio is well suited 
to thrive amid elevated global challenges. 

Portfolios’ highlights 

On an absolute basis, the strategy had gains in three of 11 sectors in which they were invested for the quarter. The main 
contributors were the energy, industrials, and utilities sectors, while the materials, IT and consumer discretionary sectors 
detracted the most. 

On a relative basis, both sector allocation effects and stock selection contributed positively to performance. In particular, stock 
selection in the industrials, IT, communication services, and utilities sectors and overweight allocations to the energy and 
utilities sectors and underweights to the consumer discretionary, IT, and communication services sectors were beneficial. 
Conversely, stock selection in the materials, consumer discretionary, and energy sectors detracted. 

On an individual stock basis, the main positive contributors were Williams Companies, Pioneer Natural Resources, Sempra 
Energy, Raytheon Technologies, and Enbridge. Positions in Home Depot, PPG Industries, Microsoft, Ecolab, and Apollo 
Global Management were the main detractors from absolute returns. 

Top contributors 
In terms of individual stocks, the top contributors to portfolio performance for the quarter included:  

• Williams Companies (WMB), in the energy sector, is a large energy infrastructure company focusing on large natural 
gas processing and transportation. Higher oil and gas prices, driven by rebounding demand and low inventories, and 
further supported by Russia’s invasion of Ukraine catalyzing a push for energy security, led to energy sector 
outperformance in the first quarter. 
 

• Sempra Energy (SRE), in the utilities sector, is a best-in-class utility with regulated assets in California and Texas. 
Ongoing demand for Liquefied Natural Gas (LNG) from Asia, combined with the recent cancellation of gas pipeline 
projects between Germany and Russia, have led to a very robust outlook for U.S.-sourced LNG, and Sempra’s 
infrastructure business is experiencing a sizable uptick in interest to sign long-term LNG contracts. 
 

• Raytheon Technologies (RTX), in the industrials sector, is a leading aerospace manufacturer and defense contractor. 
The stock was lifted in the quarter, along with other defense companies, following Russia’s invasion of Ukraine that 
should lead to increased defense spending, especially among NATO countries. 

Bottom contributors 

• Home Depot (HD), in the consumer discretionary sector, is a leading building supplies and home improvement 
retailer. Shares were hurt by weakening sentiment over the company’s ability to maintain market share gains amid 
normalizing unit volumes and tough comps ahead as COVID-19 risks recede. 
 

• PPG Industries (PPG), in the materials sector, is the second-largest paint company in the world. After being rewarded 
in the fourth quarter for implementing aggressive pricing to offset raw material inflation, further inflation in the first 
quarter weighed on sentiment. As pandemic restrictions recede, PPG should benefit from recovery in miles driven 
and air travel, which should support its most profitable segments, aerospace and automotive refinish coatings. 
 

• Microsoft (MSFT), in the IT sector, develops software including the Windows family of products, the Microsoft Office 
system and the Azure cloud platform. Shares were down slightly amid a broad selloff in technology stocks on 
expectations of rising interest rates. 
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ABOUT THE INSTITUTIONAL EQUITY SERIES 
The Institutional Equity Series of Freedom Dynamic® is comprised of individual security-based strategies that seek to create 
long-term value through in-depth company research and security selection. These strategies integrate the following key 
principles: long-term approach, focus on quality companies, and high-conviction strategy.  

U.S. GROWTH EQUITY 
Dynamic U.S. Growth Equity is a strategy focused on leadership companies with secular tailwinds to support multi-year 
investment opportunities where the market price underestimates the magnitude of future growth potential. 
 
Key takeaways 

• Recent underperformance was driven by stock selection, where earnings shortfalls impacted Netflix, PayPal, and 
Facebook.  

• Growth stocks were pressured as the Federal Reserve turned hawkish, ending a historic period of accommodation, 
but they tend to stabilize and deliver better performance once a tightening cycle is underway.  

• The market is challenging growth stocks where, in some cases, there is not a fundamental issue. This creates an 
opportunity for us to underwrite investments where our advantage over consensus is the durability of growth.  
 

Market overview   
Volatility spiked to 12-month highs in the first quarter as Russia’s invasion of Ukraine combined with monetary tightening, 
stubbornly high inflation, and lingering effects of the COVID-19 omicron variant to pressure equities. The S&P 500 Index 
suffered a 10% correction mid-quarter before recovering to finish down 4.60%, while the NASDAQ (-9.10%) flirted with a bear 
market before paring losses. Growth stocks bore the brunt of the selling, with the benchmark Russell 1000 Growth Index 
declining 9.04% compared to a loss of 0.74% for the Russell 1000 Value Index. 
  
The Federal Reserve (“Fed”) raised short-term interest rates 25 basis points (bps) in March, ending a period of unprecedented   
accommodation, and projected at least six more rate increases through year end. We believe the rate cycle could last through 
2023 with the neutral interest rate approaching 3%. Yields were volatile, declining in a flight to safety during the early days of 
the invasion before resuming their climb, with the 10-year U.S. Treasury rising over 80 bps in aggregate to end the period at 
2.3%.  
 
Growth stocks have historically been 
pressured leading into a tightening cycle and 
the past three months have tracked that 
pattern (Exhibit 1). What’s different this time is 
the speed of the Fed’s shift from a gradual 
withdrawal of liquidity in the second half of 
2021 to an aggressive program to attack the 
highest U.S. inflation in 40 years. Growth 
equities tend to stabilize and deliver better 
performance once a tightening cycle is 
underway and we view the strategy as well 
positioned to participate in this potential 
leadership shift. 
 
The Russian invasion drew an immediate and united response from Western democracies in the form of economic sanctions 
on one of the world’s largest commodity producers. Beyond the wrenching humanitarian toll of the conflict, the cutoff of 
Russian oil, natural gas, and raw materials for such high-demand applications as semiconductor manufacturing and electric 
vehicle production has exacerbated global inflation and further complicated supply chain bottlenecks. While the strategy has 
no direct exposure to Russia or Ukraine, the secondary effects of rising input costs and constrained raw material availability 
could further blur already challenged corporate earnings visibility. In the current market, companies are being punished for 
being conservative in their guidance. 
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We manage the strategy to promote diversification and participate through the full market cycle, especially during turbulent 
periods like the current one. The unusual confluence of factors experienced recently has meant that some typically defensive 
sectors in the stratgey like consumer staples or health care have not been as defensive as one would expect. While portfolio 
construction hurt relative returns when a narrow band of mega-cap growth names dominated performance, first-quarter 
underperformance was due to lackluster stock selection. Earnings shortfalls impacted three names in particular: Netflix, 
PayPal, and Facebook (now Meta Platforms). 
 
After being a prime beneficiary of increased viewing patterns during the stay-at-home period of COVID-19, Netflix is 
recalibrating what a normal growth trajectory will look like as global economies fully reopen. The stock fell sharply after the 
company modestly reduced its net subscriber additions for the current quarter, calling into question its ability to continue to 
deliver double-digit subscriber growth. 
 
We believe one of our edges as active managers is our long-term orientation and willingness to be both early and patient with 
additions to the strategy. With Netflix, we remain convinced that our thesis for owning the stock is intact. While some fear the 
U.S. streaming market is becoming saturated, Netflix’s penetration of global broadband homes is still less than 50%, a figure 
that doesn’t even include the opportunity to attract more mobile-only smartphone users. We believe Netflix can improve 
returns even if growth is weighted towards lower average revenue per user international markets while the company’s nascent 
video game strategy and potential pivots into advertising represent upside scenarios not reflected in its current valuation. 
 
Most of the net subscription growth will occur outside the U.S., as will much of the content creation, which will be much lower 
cost. In retesting the competitive landscape for streaming, we are encouraged that Netflix has been able to pass on price 
increases without existing subscriber attrition. Churn remains exceptionally low and engagement exceptionally high. The 
company is also committed to reducing its content spend if subscriber growth remains challenged. 
 
We entered a position in PayPal in December well aware of the electronic payment platform’s ambitious goals for user growth. 
The company has started to experience a reduction in revenue growth due to weakening in the macro environment and a 
deceleration in e-commerce broadly due to reopening headwinds and difficult comps. This led to a sharply reduced outlook for 
2022 revenue and long-term earnings that has weighed on the stock. We initiated a position after the shares had already fallen 
40% from their all-time high but were wrong in modeling that a muted outlook was already priced in. Nevertheless, we believe 
PayPal is fundamentally holding share in the industry and is set up for continued growth in e-commerce once reopening 
headwinds pass. The company onboarded nearly 120 million net new users over the last few years; naturally, many users will 
churn off the platform. We also see the company’s strategy to add additional use cases to its wallet, such as investing, crypto, 
savings accounts and bill pay as catalysts to accelerate revenue growth over time. In addition, Venmo continues to be under-
monetized and a new partnership with Amazon.com will be something to watch.  
 
Facebook shares derated following fourth-quarter earnings results and first-quarter revenue guidance that was weaker than 
expected. We knew going into Facebook’s latest reporting period that Apple’s iOS14 privacy changes (measurement, loss of 
signal) would have a near-term impact on earnings, but competition in the social media space (primarily from TikTok) further 
catalyzed multiple compression in the stock.  
 
While TikTok is a competitive threat and Apple’s privacy changes have impacted the industry, we believe these risks are 
manageable and Facebook retains a number of advantages around user scale, advertiser scale, new product development 
and sophistication of its digital advertising technology that are not being valued at current levels. New product innovation, 
including Reels, are currently being under-monetized, as were many previous product introductions initially over the last 
decade. Furthermore, we believe the company’s bigger profile with small and midsize (SMB) customers, who reduced 
spending during the omicron surge and due to supply chain issues that kept product off the shelves, was partly responsible for 
its conservative guidance. Facebook properties still have three billion monthly active users and the overall platform remains 
the highest return on advertising spend for advertisers.  
 
Among mega-caps, Facebook is our second-largest active overweight relative to the benchmark, but we trimmed the position 
slightly in the first quarter while adding to our overweight in Amazon.com. With Amazon’s capex build largely done in 2020 and 
2021, we believe it is now set up to generate robust revenue growth and margin expansion in all three of its key segments: e-
commerce, cloud (AWS) and advertising. 
 
United Parcel Service, a key provider of delivery services for both business-to-business (B2B) and business-to-consumer 
(B2C) commerce, continued to execute well with its pricing power and focus on improving margins (better, not bigger strategy), 
while Visa is benefiting from increasing debit card usage for purchases, along with early signs of high-profit cross-border travel 
returning. The Portfolio also saw solid performance from cybersecurity names Palo Alto Networks and Splunk, which are 
gaining prominence as the risk of global cyberattacks increases as part of the Russian offensive, as well as Raytheon 
Technologies, which is levered to the likelihood of increased defense spending among Western countries. 
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Portfolio positioning 
Growth company valuations tend to anticipate changes to input variables (in this case, interest rates) well in advance, and they 
have largely derated following a predictive path. That said, valuations are largely in check after a significant drawdown and are 
now set up much better than just six months ago. The market is challenging growth where, in some cases, there is not a 
fundamental issue. This creates an opportunity for us to underwrite investments where our advantage over consensus is the 
durability of growth. Clearly, the impact of higher interest rates has been most acutely felt in the longer-duration assets of the 
market where interest rate pressures are most acute. Given our overall positioning, we have room to increase our tech 
exposure and did so with the additions of Unity Software to the select growth bucket and Intel as a cyclical play on the 
reshoring of semiconductor production.  
 
Gaming is an attractive end market within the 
media/technology sector with strong growth and a long 
runway, particularly in mobile gaming. Unity’s platform 
provides an engine and toolkit for development and 
monetization of games, e-commerce and industrial 
applications, adding to our industry exposure, which 
also includes Nvidia in graphic processing chips and 
Sea Ltd., which operates an international gaming 
platform. Unity is levered to growth of the overall 
gaming market, offering developer tools for designing, 
rendering and publishing games. It maintains leading 
share in the third-party game development market and 
helps game publishers monetize games with advertising 
tools. The company is also expanding its total 
addressable market by making its editor and 3D content 
creation tools available to other industries like auto 
manufacturers and architecture/design firms (Exhibit 2). 
Risks we are monitoring include competition in game 
development, execution risk in balancing growth while nearing profitability and delays in shifts to newer technologies like the 
metaverse.  

Intel is the world’s largest manufacturer of semiconductors, especially CPUs for computers and mobile devices. The company 
had been mismanaged in the past, hurting its competitive position. CEO Pat Gelsinger has completely revamped the 
organizational structure and burned down technology sharing between its owned product and fabrication customers to better 
compete in this latter area. Intel has differentiated technologies and a roadmap to achieve product leadership in its core PC 
and data center markets and is using operating leverage to reinvest in new business opportunities such as chip production and 
GPUs. Chip production has become a bipartisan national security and intellectual property issue due to geopolitical tensions 
and Intel is expected to be a prime beneficiary of U.S. and European government subsidies to develop new leading-edge 
fabrication capacity outside of Asia. 

We believe Intel has underappreciated growth/margin drivers over the next several years as it regains technology leadership. 
The company’s defensive characteristics should allow it to outperform other semi names in the event of an industry downturn. 
We are adding Intel as we trim exposures to our other semiconductor holdings tied to secular growth trends in electric vehicles 
(NXP) as well as gaming, data center and the metaverse (Nvidia). 

Other actions during the quarter included the sale of consumer names Home Depot and Booking Holdings. The Home Depot 
move is based on where we are in the consumer and housing cycle as we come out of a period of nesting and dedensification 
and as government stimulus related to COVID-19 expires. The company has effectively pulled forward demand over the last 
two years and taken share because of in-stock inventory availability relative to peers. Many of those tailwinds are now turning 
neutral to negative and our thesis for Home Depot of optimizing the business in terms of merchandising/inventory, 
omnichannel, professional/do it yourself mix, labor and distribution centers has played out. The exit is part of our efforts to 
reduce consumer discretionary exposure and provide better risk management if volatility persists. We sold Booking, the owner 
of online travel agencies Booking.com, Priceline and Kayak, due to its higher exposure to Europe where we believe a rebound 
in travel will be slowed by the spillover effects of the Ukraine invasion on consumer spending. 

Outlook 
We are entering a period of policy reversal that should lead to a normalization of capital market returns and economic growth 
from a peak everything environment (liquidity, profit margins, global growth). This is the type of environment where GDP 
growth is likely to slow and liquidity becomes less abundant and our diversified approach to portfolio construction and focus on 
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quality growth should thrive. Heightening levels of volatility should also be an advantage, allowing us to be opportunistic given 
our longer-duration growth horizon for the companies we target and own in the strategy. We did not deliver on our objective 
this quarter to have better down capture in a volatile market due to consequential poor performance in a select few names.  
 
We still have high conviction in the benefits of our diversified approach and will not waver from our large-cap mandate in 
pursuit of alpha. Instead, we will continue to apply the learnings of the last several years, both the decisions we got right as 
well as the situations where we misjudged the timing of improvement stories, the competitive risks of specific industries or the 
growth drivers of certain mega-caps that maintain significant weightings in our benchmark. We will remain patient when our 
business case for owning a company is unchanged by near-term pressures. However, we have been and will continue to be 
more disciplined sellers if we see fundamental issues or anticipate such issues on the horizon. This was the case with Booking 
as well as our recent exits from Ecolab, Nutanix, and Comcast. 

Positioning moves through the pandemic were focused on improving our up capture in strong markets through increasing our 
weighting to select growth companies in technology and shadow tech. More recently, we have been adding countercyclicality 
to the portfolio with our additions in health care. We believe medical device makers such as Alcon and Intuitive Surgical will 
see a ramp-up in activity post-COVID-19, while innovators like DexCom, a new position in the quarter that has leading share in 
the market for glucose monitoring systems for diabetes patients, stand to benefit. These companies offer a more efficient 
solution to managing chronic health conditions and provide a key point of differentiation for our portfolio from passive 
strategies going forward. 

We are also committed to participating in the most powerful secular growth trends our research efforts have identified. These 
include cloud computing/software-as-a-service, gaming, digital payments as well as electrification. A new trend that has 
emerged with rising geopolitical tensions between the West and China and now Russia is the need for reshoring of production 
and fortifying supply chains. We have exposure to this theme, which we believe will involve a multiyear, if not longer, 
commitment by most multinational companies. 

 
Portfolio highlights 
On an absolute basis, the strategy suffered losses across seven of the eight sectors in which it was invested (out of 11 sectors 
total). The leading detractors from performance were in the communication services and information technology (IT) sectors, 
while the financials sector was a contributor.  

On a relative basis, overall stock selection detracted from performance. In particular, stock selection in the communication 
services sector had the most significant negative impact on results while selection in the IT, health care and consumer staples 
sectors was also detrimental. On the positive side, an overweight to the industrials sector, an underweight to communication 
services and stock selection in financials contributed to performance. Top contributors 

In terms of individual stocks, the top contributors to strategy performance for the quarter included:  

• Palo Alto Networks (PANW), in the IT sector, is a provider of enterprise security solutions, including next-generation 
firewalls and threat detection software. The company continues to have strong operating results driven by high 
customer demand for its security products. In particular, Palo Alto’s next generation security cloud suite is growing at 
very robust levels and the company continues to introduce new product enhancements to its portfolio. The stock 
benefitted in the quarter along with other security companies following Russia’s invasion of Ukraine due to 
anticipation of rising global cybersecurity attacks.  
 

• Raytheon Technologies (RTX), in the industrials sector, is a leading aerospace manufacturer and defense contractor. 
The stock was lifted in the quarter, along with other defense companies, following Russia’s invasion of Ukraine that 
should lead to increased defense spending, especially among NATO countries.  
 

• S&P Global (SPGI), in the financials sector, provides credit ratings, capital markets index services, analytics, and 
workflow solutions. The company outperformed due to investor enthusiasm around the closing of the IHS Markit 
acquisition, which closed at the end of February. Following deal closure, S&P Global introduced pro forma 2022 and 
2023 guidance that was better than expected. 

 Bottom contributors 
• PayPal (PYPL), in the IT sector, is a platform and provider of digital and mobile payment services and lending 

services through brands including PayPal and Venmo. The shares faced pressure due to a sharply reduced outlook 
for 2022 revenue and long-term earnings. The company has started to experience a reduction in revenue growth due 
to weakening in the macro environment and a deceleration in e-commerce broadly due to reopening headwinds. We 
believe PayPal is fundamentally holding share in the industry and well- positioned for continued growth in e-
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commerce once reopening headwinds pass. We also believe PayPal’s strategy to add additional use cases to its 
wallet such as investing and bill pay have the potential to accelerate revenue growth over time.  
 

• Zoetis (ZTS), in the health care sector, is a provider of animal health products. The stock was pressured by a general 
sell-off in higher multiple stocks and due to a 2022 EPS outlook modestly below consensus as the company invests 
in selling, general and administrative initiatives to drive future growth.  

 
• Sea Limited (SE), in the communication services sector, is a Singapore-based platform for e-commerce, digital 

payments and gaming. Sea underperformed due to a general sell-off in higher multiple stocks and weakening of its 
gaming segment. In gaming, the company has seen a slowdown in bookings growth due to economic reopening — a 
trend seen at other gaming platforms like Roblox. The company also suffered an unexpected ban of its key gaming 
title, Free Fire, from India. Sea is working to overturn the India Free Fire ban currently while pulling back on 
investment in India in gaming and e-commerce. We remain optimistic about Sea due to its compelling growth 
opportunity in e-commerce and digital payments, businesses where it has a strong execution track record. The 
company has also set out a clear framework for improved profitability over the next several years, which should ease 
market fears about margins. Valuation remains compelling against its growth opportunity ahead. 
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ABOUT THE INSTITUTIONAL EQUITY SERIES 
The Institutional Equity Series of Freedom Dynamic® is comprised of individual security-based strategies that seek to create 
long-term value through in-depth company research and security selection. These strategies integrate the following key 
principles: long-term approach, focus on quality companies, and high-conviction strategy.  

U.S. MULTI-CAP EQUITY 
Dynamic U.S. Multi-Cap Equity is an all-capitalization strategy that seeks to capitalize on the long-term compounding of 
earnings and cash flow through investments in select companies that can be held for long periods of time. 
 
Key takeaways  

• The stratgey outperformed during the quarter due to greater resilience of the steadily growing, highly free-cash-flow-
generative and more moderately valued companies we target.  

• During periods of market transition such as the current one, our experience has taught us that bearish investor 
sentiment often overlooks business fundamentals, creating opportunity for us as long-term investors, especially 
among disruptors.  

• One of the key outcomes of our active repositioning over the last 15 months, which included six new positions over 
the last two quarters, has been an increase in the strategy’s overall growth rate, both on an absolute basis and 
compared to the benchmark.  
 

Market overview  
Volatility continued to increase in the first quarter, both on a market-wide and individual stock basis, with Russia’s invasion of 
Ukraine adding to the existing risks of monetary tightening and rising inflation. The S&P 500 Index suffered a nearly 15% 
correction mid-quarter before recovering to finish down 4.60%. Growth stocks bore the brunt of the selling, with the benchmark 
Russell 3000 Growth Index falling 9.25% compared to a loss of 0.85% for the Russell 3000 Value Index. Small- and mid-cap 
growth stocks suffered even greater losses than their large-cap peers, with the Russell 2500 Growth Index down 12.30%. 

The Federal Reserve raised short-term interest rates 25 basis points (bps) in March, ending a period of unprecedented 
accommodation, and projected at least six more rate increases through year end. Yields were volatile, declining in a flight to 
safety during the early days of the invasion before resuming their climb, with the 10-year U.S. Treasury rising over 80 bps in 
aggregate to end the period at 2.3%. The spike in yields had the greatest impact on higher-multiple stocks, particularly those 
with limited earnings or free cash flow support. This was reflected in the underperformance of growth stocks, most acutely in 
the small- and mid-cap space. 

The strategy outperformed the benchmark Russell 3000 Growth Index during the quarter due to greater resilience of the 
steadily growing, highly free-cash-flow-generative and more moderately valued companies we target. We continue to see 
these types of durable compounders as the foundation of the strategy, though we believe that complementary exposure to 
disruptors, which are generating rapid growth in revenues (20%+), as well as cyclical and improving growth companies, should 
position the strategy to perform well in a variety of market and economic environments. 

One of the key outcomes of our active repositioning over the last 15 months has been an increase in the strategy’s overall 
growth rate, as measured by forward revenue and EPS growth, both on an absolute basis and compared to the benchmark. 
We have achieved this higher, long-term growth profile by taking a disciplined approach in rotating some of the strategy into 
faster-growing disruptors. We have also worked to broaden out our industry exposures to further diversify the holdings. The 
strategy strives to manage downside risk during turbulent periods, and we are encouraged that we have been able to 
outperform during the market correction, while simultaneously improving our participation in strong growth rallies. We see this 
as an early testament to recent changes and our more formalized approach to portfolio construction, though we believe the 
performance of the strategy should be measured over a longer time frame. 
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Portfolio positioning  
Short-term price inefficiencies created by recent market volatility have allowed us to ramp up our repositioning efforts over the 
last two quarters, laying the groundwork for six new positions. While our initial purchases are usually small, we have been 
patiently building our exposures by dollar cost averaging into market or security-specific weakness. During periods of market 
transition such as the current one, our experience has taught us that bearish investor sentiment often overlooks business 
fundamentals, creating opportunity for us as long-term investors. These efforts are evidenced in the increase in turnover over 
the past several quarters, though we expect turnover to settle out in the 10%–20% range over time.  
 
We took advantage of a correction in higher-multiple stocks early in the first quarter to purchase shares of Unity Software, a 
leading platform to create, run and monetize 3D content. With about 1.6 million monthly active creators versus roughly 15 
million potential content creators in gaming alone, we believe the company’s Create Engine is still underpenetrated relative to 
its core addressable market. We similarly see a long runway for growth in Unity’s Operate Solutions segment given its 
advertising network commands single-digit share of the $60 billion mobile app install ad market today. Furthermore, we believe 
Unity is well-positioned to expand its addressable market to include industries beyond gaming, on both the operate and create 
sides of their business. The company is not yet free cash flow positive but given strong net expansion rates and high gross 
margins, we see a path to improving profitability over time, with management notably targeting positive free cash flow this 
fiscal year.  
 
Health care has always been a core foundation of the strategy and we have been diversifying our health care exposure to 
include services and solutions beyond our traditional overweight to biopharmaceuticals and managed care. We first purchased 
Insulet, a leading provider of insulin pumps for diabetes patients, in the fourth quarter of 2021, and we have aggressively 
added to the position since then. The company is currently the only meaningful manufacturer of patch pumps, the preferred 
form factor for many patients as compared to traditional tubed pumps. We believe Insulet has a long runway for growth given 
its large and underpenetrated market, which is only one-third penetrated in Type 1 diabetes and low-single-digit penetrated in 
the insulin-intensive Type 2 diabetes population. Additionally, we see the launch of the company’s next generation offering, 
Omnipod 5, which received FDA clearance in January, as an accelerant to growth. Insulet has strong gross margins and is 
profitable today, though we still see room for significant operating margin expansion ahead.  
 
Doximity, another new purchase, operates the largest professional social network for physicians. We believe Doximity is 
poised to gain share within its core addressable market for medical professional marketing, hiring and telehealth solutions. We 
also see significant opportunity for growth beyond this initial target market, driven by the potential for the company to add new 
member types, broaden its customer base, expand internationally and offer direct-to-consumer applications. Doximity has a 
profitable financial model, though we see room for further margin expansion ahead, particularly as growth matures. 
 
Outlook 
As we wrote last year when introducing the pyramid of growth, “We believe how the companies we own fit together in the 
portfolio is just as important in seeking to generate consistent, long-term results and helps to inform investor expectations and 
outcomes.” Performance during the quarter illustrated this balanced approach with leading contributions from such diverse 
businesses as long-time biotech holdings Vertex Pharmaceuticals and Ionis Pharmaceuticals, L3Harris Technologies in the 
defense industry as well as a recent addition in the disruptor category, leading-edge cybersecurity solutions provider 
CrowdStrike.  
 
While several smaller positions suffered sharp losses during risk-off periods of the first quarter, we remain confident in the 
fundamentals of their business models and were able to use short-term dislocations in the market to scale new holdings where 
appropriate. Fear and uncertainty may be dissipating from the extremes of the initial Russian invasion of Ukraine, but we 
expect volatility to continue going forward. This is the type of environment where we feel comfortable leaning on cash flow 
generators and owning businesses whose ability to compound growth, innovate and execute change, driving long-term value 
for shareholders, is underappreciated. The result is a strategy that has the potential over time be able to compound returns 
through a market cycle at a higher rate than the benchmark Russell 3000 Growth Index. 

Portfolio highlights 
On an absolute basis, the strategy had losses across four of the six sectors in which it was invested (out of 11 sectors total). 
The contributors to performance were the health care and materials sector while the primary detractors were in the information 
technology (IT) and communication services sectors.  
 
Relative to the benchmark, overall stock selection contributed to performance but was partially offset by negative sector 
allocation effects. In particular, stock selection in the communication services, health care, and materials sectors and an 
overweight to health care drove positive results. Conversely, stock selection in the IT and consumer discretionary sectors and 
an overweight to communication services weighed on relative performance.  
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On an individual stock basis, positions in Vertex Pharmaceuticals, AbbVie, CrowdStrike, L3Harris Technologies, and Freeport 
McMoRan were the leading contributors to absolute returns during the period. The primary detractors were Autodesk, TE 
Connectivity, Seagate Technology, DocuSign, and Guardant Health.  
 
In addition to the transactions mentioned previously, we closed positions in Cerence and Citrix Systems in the IT sector.  

Top contributors 
In terms of individual stocks, the top contributors to portfolio performance for the quarter included:  

• Vertex Pharmaceuticals (VRTX), in the health care sector, is a biotechnology company developing treatments for 
cystic fibrosis. Strong fourth-quarter results, driven by cystic fibrosis drug Trikafta and better-than-expected product 
revenue guidance for 2022, lifted the shares. Solid Phase II trial results for their compound for the treatment of acute 
pain was also supportive.  

• AbbVie (ABBV), in the health care sector, is a pharmaceutical company developing treatments for a range of 
conditions including several types of cancers and psoriasis. Greater confidence in the company’s growth following the 
loss of patent exclusivity for its Humira franchise and being a beneficiary of a value rotation within pharmaceuticals 
boosted the stock.  

• L3Harris Technologies (LHX), in the industrials sector, is a defense and aerospace contractor focused on mission-
critical communications and support systems. The shares rerated with the overall defense sector following Russia’s 
invasion of Ukraine, which has raised the priority of defense spending, especially among NATO countries. 

Bottom contributors 
In terms of individual stocks, the leading detractors to performance for the quarter included:  

• Autodesk (ADSK), in the IT sector, is a developer of software for architectural and related engineering and design 
projects. While fourth-quarter results were solid, the company lowered its fiscal 2023 guidance due to incremental 
foreign exchange headwinds. A lack of visibility over anticipated fiscal 2024 free cash flow declines as the company 
transitions customers from multi-year to annual billings also weighed on the shares.  

• Seagate Technology (STX), in the IT sector, is a provider of flash memory, hard-disk drives and related digital 
storage products. A negative preannouncement for its March quarter results, driven by weaker Chinese demand, 
higher input costs and logistical disruptions, pressed the stock.  

• Guardant Health (GH), in the health care sector, is the leader in liquid biopsy-based cancer testing. The company’s 
initial 2022 outlook projected revenues below Wall Street estimates while the stock was also a victim of the broader 
selloff in higher-multiple-growth names that lack earnings and free cash flow support. 
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ABOUT THE INSTITUTIONAL EQUITY SERIES 
The Institutional Equity Series of Freedom Dynamic® is comprised of individual security-based strategies that seek to create 
long-term value through in-depth company research and security selection. These strategies integrate the following key 
principles: long-term approach, focus on quality companies, and high-conviction strategy.  

INTERNATIONAL GROWTH EQUITY 
Dynamic International Growth Equity is an all-capitalization international equity strategy that seeks to identify high-quality 
companies with compelling long-term growth characteristics that are trading at a discount to intrinsic value. 
 
Key takeaways 

• A sharp spike in bond yields pressured growth stocks and weighed on the strategy’s performance against its core 
benchmark, where leadership was decidedly one-sided in favor of value. 

• Despite the wide-ranging impacts of Russia’s invasion of Ukraine, we believe Europe has the support structures and 
spending capacity to avoid a recession and keep an incipient post-COVID-19 recovery intact. 

• We were active in repositioning the strategy to better manage the volatile risk/reward environment in international 
markets, adding significantly to our structural growth exposure while sharply reducing our weighting to emerging 
growth stocks. 

Market overview 
International equities were faced with numerous risks in the first quarter, ranging from resurging COVID-19 cases in large 
geographies like China to inflation and potential monetary tightening globally, before Russia’s invasion of Ukraine on February 
24 overshadowed all else. Europe was most directly impacted by the conflict as crude oil and natural gas prices spiked and 
already-challenged supply chains were further pressured. The benchmark MSCI EAFE Index declined 5.91%, while the MSCI 
Emerging Markets Index fell 6.97%. Large-cap equities held up better than small-caps, with the MSCI EAFE Small Cap Index 
giving back 8.53%. More importantly, value outperformed growth by substantial margins, with the MSCI EAFE Value Index 
gaining 0.33% for the period while the MSCI EAFE Growth Index declined 11.94%. 
 
One of the key drivers of the rotation from growth to value stocks was action in the bond market. A significant rise in long-term 
bond yields reflected heightened inflationary pressures in the global economy and the outlook for tighter monetary policy. 
Higher rates are typically a short-term headwind to long-duration assets such as growth stocks. And while, in the longer run, 
high-quality growth stocks can typically pass on inflation, the sudden and sharp spike in bond yields puts pressure on near-
term valuations. 
 
There has been a lot of debate about whether inflation is as permanent post-Covid. A certain amount of inventory restocking 
was needed to cure supply chain disruptions impacted by frictional costs and labor shortages. Manufacturing finally seemed to 
have found its footing and ports were reopening. China, the world’s largest consumer of commodity goods, has been easing 
economic policies for some time to tackle a broad real estate problem and 
navigate further COVID-19 lockdowns continuing to slow its economy. 
These actions should have ameliorated significant commodity pressures — 
until war broke out. Coupled with the potential for Russia to now control 
significant parts of the food supply output and other key materials and 
minerals, the calculus shifted overnight. 
 
Under these conditions, the strategy underperformed its core MSCI EAFE 
Index benchmark. This is to be expected, but it doesn’t mean we are 
satisfied with the results. Our observation is that in these types of markets, 
the strategy tends to underperform until more balance is achieved in the 
market between growth and value. Simplistically, the index is a blend of both 
value and growth stocks. However, similar to the first quarter of 2021 
(Exhibit 1) — when the value component outperformed so meaningfully — 
they remain tilted to whatever is doing the best, and this quarter it was value. 
In virtually every sector, the stocks we identify most as value did the best. 
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On a sector and industry basis, energy (+16.98%), materials (+3.30%) and defense (+4.63%), given the invasion impact, did 
well. We evaluate and own these types of stocks within our structural bucket if we believe they will see a step change in 
forward returns at attractive valuations. We began to buy energy last year, and that has worked well for the portfolio more 
recently. While the structural bucket is a component of our diversified approach to growth, the portfolio also remains invested 
in growth companies with a significant overweight to information technology (IT); these names underperformed in a narrow, 
one-sided value market. 
 
Europe and the U.K., which represent the strategy’s’ largest regional exposures, were a microcosm of these crosscurrents. 
Early in the first quarter, economies were still influenced by COVID-19, but a peak in cases was in sight and reopening was 
under way. Markets played the improvements, rates moved moderately, consumer spending picked up, and services like travel 
recovered from depressed levels. War in Ukraine changed the picture dramatically. Inflation picked up even further, driven by 
higher natural gas, oil and agricultural commodity prices, which will be passed on to the consumer. Germany's inflation passed 
the 7% level last seen after the 1990 reunification. The war has caused manufacturing and consumer sentiment to plunge. 
 
While natural gas is still flowing from Russia to Europe, there are discussions that could change this. Germany, a massive 
importer of oil and gas, is currently in Stage 1 monitoring of energy usage and asking customers to monitor usage. A serious 
reduction or complete shutoff of Russian gas could lead to a recession in Europe, which is the growing consensus view. We 
don’t agree, however, as we believe Europe has the support structures and spending capacity to keep the incipient post-
COVID-19 recovery intact. The telltale signs of recession, such as European credit spreads widening, have not happened. 
 
Positively, the urgency of energy security has accelerated spending on renewable energy. The EU commission has proposed 
a new measure regarding energy security and plans to reduce European dependence on Russian natural gas. 
REPowerEU emphasizes two pillars in order to reduce reliance on Russian gas and drive resilience: diversifying gas supplies, 
mostly via higher liquified natural gas imports; and more rapidly reducing fossil fuel use by boosting energy efficiency while 
increasing renewables and electrification. Many wind and solar projects will accelerate with easier permitting and financing. 
 
The strategy is well-exposed to this secular shift and to accelerated spending on alternative energy sourcing and generation. 
Growth in renewables should benefit EDP, an operator of wind farms for power generation, and SolarEdge, a company we 
repurchased on weakness in the first quarter that develops electronics for solar installations and should take advantage of 
greater incentives for solar installations in many geographies. The company has expanded its products offering to address 
larger markets in commercial and utility solar, on top of its traditional residential solar market. The acceleration in electrification 
of transport should support electric vehicle-related stocks like TE Connectivity and Nidec. In addition, industrial manufacturer 
Atlas Copco should benefit from demand for greater efficiency in mid-voltage applications such as energy-efficient 
compressors. 
 
The conflict could also boost the trend toward “reshoring” or “near-shoring” supply chains and production. Market worries 
about China’s intentions toward Taiwan, which could alter the global balance of power in semiconductors, have hastened the 
near-shoring of semiconductor production globally. Such growing risks are hastening the need to build new capacity in Eastern 
Europe, Canada, and Mexico, and they should result in a positive, multiyear, capex-heavy trend for Western companies. Such 
a transition would most directly benefit the strategy’s structural growth companies, a bucket we have been increasing (and that 
now accounts for more than 40% of strategy’s assets) to better manage the volatile risk/reward environment in international 
markets. 
 
Portfolio positioning 
We initiated a position in exchange operator Deutsche Boerse, a company with higher rate sensitivity and a higher orientation 
toward financial data. It operates a fund administration business with recurring revenues that have allowed these non-
transaction divisions to do well. 
 
The purchase complements our financials exposure in Europe. While sensitive to the macro environment, European banks 
have already taken a serious hit and trade at levels implying stagflation or a technical recession. Higher rates will help the 
banks, and their capital levels are high across the entire sector. Provisioning reserve releases are unlikely from here, and 
perhaps faster buildup is needed again for future losses in the years to come, but we believe these headwinds are already 
priced in. 
 
Also, within the structural bucket, we added to our commodity exposure with the purchase of Suncor Energy. Suncor, a past 
holding, is a Canadian integrated oil company where we capitalized on attractive valuation due to a COVID-19-induced 
slowdown. We expect recovery in oil demand and strong pricing will result in faster-than-expected free cash flow growth and 
financial deleveraging. 
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The structural bucket has the shortest investment horizon across the spectrum of growth companies we target in the strategy. 
We closely monitor the macro impacts and turnaround progress of these companies and will be disciplined sellers when the 
thesis for a holding plays out. 
 
Most of our selling over the last several quarters has occurred among emerging growth companies, where we have reduced 
our exposure to under 5% to better manage risk. Exits from the emerging growth bucket in the quarter included Sea Ltd. after 
the company issued below-consensus guidance due to a slowdown in its gaming business coupled with a second miss in its e-
commerce business due to the pull-forward effects of the pandemic and continued difficult comps. We also trimmed back 
workflow software maker Atlassian after a strong run-up in its shares in 2021. 
 
Most of our reductions in emerging growth have involved IT or related companies where innovation is a key to their business 
model. That said, we remain positive on the IT sector and have largely maintained holdings in our highest-conviction ideas. 
During the quarter, we reduced our semiconductor exposure through the sale of Tokyo Electron and a trim of ASML to 
manage concerns of a slowdown due to the risk of double ordering and potential softness in some consumer end markets. We 
increased our position in IT services with the purchase of Accenture, as we remain optimistic about the long-term growth 
potential these companies provide, which is underpinned by the compressed digital transformation cycle, rising cloud adoption 
and growth in data-driven insights. 
 
Despite the market volatility and hyper focus on rising rates, chief information officer surveys continue to forecast resilience in 
IT budgets this year. Growth in IT spending for 2022 is expected to remain above the 10-year pre-COVID-19 average, 
according to Morgan Stanley. We believe this is a result of the strong secular underpinnings brought on by digital 
transformation and businesses focusing on increasing efficiencies through technology. 
 
New addition Olympus, a Japanese precision equipment and medical device maker, is a good example. The company is the 
number one player in gastrointestinal endoscopy, with 70% market share and an entrenched moat. Its therapeutic solutions 
division should continue to scale with new product investments in high-growth areas, coupled with improvement in procedural 
volumes from COVID-19 recovery. We are also seeing progress in a restructuring plan that will create a streamlined global 
medical technology company with improving profitability and a reliable governance structure. 
 
Outlook 
We continue to invest for the long term and are willing to endure volatility as long as our secular thesis for owning a company 
has not been impacted. The post-COVID-19 hangover for our emerging growth bucket has been very tough, but we 
understand the risks, and we have culled the strategy of several challenged stocks, and we see a way back for disruptive 
growth names. 
 
From a regional standpoint, we continue to see promise in Europe and are increasing our exposure to regions like Canada 
through companies well-suited for developing trends around energy security and supply chains. While headline inflation 
remains high across Europe, the region does not face the same wage pressures as the U.S., which could temper the 
increasing hawkish stance of policymakers once the Ukraine situation becomes more settled. Without question, higher energy 
and agricultural commodity prices creates new challenges for emerging markets, where we greatly reduced exposure in 2021. 
We expect continued volatility around both economic performance and political change to remain a feature of these markets. 
 
Heightened levels of uncertainty remain across international markets. In Asia, COVID-19 has become a significant risk again, 
not only in mainland China but also in markets where Chinese tourists drive retail spending, like Japan and Europe. 
Currencies are also in flux, with the yen, typically a port in the storm, the worst-performing developed market currency for the 
quarter. We believe our risk-aware approach 
to growth investing, emphasizing quality 
companies with pricing power, can provide 
balance as the global economy continues to 
work through these myriad uncertainties. It 
has been well-documented how tightening 
cycles hurt long-duration growth assets. As 
the Bank of England moves ahead with further 
tightening similar to the U.S. Fed and the ECB 
contemplates its own monetary actions, it is 
also worth noting that growth equities tend to 
outperform value once a tightening cycle is 
under way (Exhibit 2).  
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Portfolio highlights 
On an absolute basis, the strategy had losses across nine of the 10 sectors in which it was invested (out of 11 total), driven by 
the subsector and stock-specific allocations toward growth areas versus the benchmark. The IT and industrials sectors were 
the primary detractors, while the energy sector was the sole contributor. 

On a relative basis, overall stock selection and sector allocation detracted from performance. 

Stock selection in the materials sector, hurt by our lack of metals and mining stocks, also had a negative impact on results, as 
did selection in health care, where an underweight to large-cap pharma names and an overweight in a life science/tools 
company and more consistently growing medtech names proved detrimental. Stock selection in the industrials, IT and 
communication services sectors also weighed on performance, as did an overweight to the IT sector. 

On the positive side, stock selection in energy and an underweight to the consumer discretionary sector aided performance. 

On a regional basis, stock selection in Europe Ex U.K., Japan and the U.K. and an underweight to Asia Ex Japan, primarily 
Australia with its large components of both mining and bank stocks, detracted the most from performance. 

On an individual stock basis, the largest contributors to absolute returns in the quarter included Schlumberger, Canadian 
Pacific Railway, London Stock Exchange, MonotaRO and Novo Nordisk. The greatest detractors from absolute returns 
included positions in Recruit Holdings, ICON, Atlas Copco, TE Connectivity and ASML Holding. 

Top contributors 
In terms of individual stocks, the top contributors to strategy performance for the quarter included:  

Canadian Pacific Railway (CP), in the industrials sector, is a leading railroad freight carrier. The stock benefited from its North 
America-focused operations that are more insulated in an uncertain macro environment, with positive pricing in the rail industry 
supporting results, as well as positive sentiment on synergies of its pending acquisition of Kansas City Southern. 

London Stock Exchange (LSEG), in the financials sector, operates capital market exchanges and provides financial industry 
data. The shares were lifted by reassuring fourth-quarter and full-year performance as the company confirmed it is on track in 
meeting targeted growth rates. These results reassured investors that the Refinitiv acquisition was the right move. 

MonotaRO (MONOY), in the industrials sector, is a Japanese online retailer of safety protection equipment, work clothes, and 
safety shoes, logistics, storage and related supplies. The stock reacted positively to the opening of new distribution centers 
that provide capacity for sustained growth, as well as positive full-year guidance. 

Bottom contributors 
In terms of individual stocks, the leading detractors to strategy performance for the quarter included:  

TE Connectivity (TEL), in the IT sector, makes connectors for a wide range of uses, from automobiles to data centers and 
medical devices. After a strong appreciation over the last two years, the shares were down amid softening trends in the 
automotive market. 

ICON (ICLR), in the health care sector, is a leading contract research organization serving biopharmaceutical and life science 
customers. The stock was impacted by concerns about a slowdown in early-stage biotechnology funding and customer 
activity. Atlas Copco (ATCOA), in the industrials sector, is a Swedish manufacturer of precision industrial products and 
machinery. The company was impacted by profit taking after strong performance last year and participated in a broader sell-off 
of industrial stocks that was driven by expectations of lower activity due to geopolitical tensions, inflationary pressure, and 
lockdowns in China. 

Atlas Copco (ATCOA), in the industrials sector, is a Swedish manufacturer of precision industrial products and machinery. The 
company was impacted by profit taking after strong performance last year and participated in a broader sell-off of industrial 
stocks that was driven by expectations of lower activity due to geopolitical tensions, inflationary pressure, and lockdowns in 
China. 
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ABOUT THE INSTITUTIONAL EQUITY SERIES 
The Institutional Equity Series of Freedom Dynamic® is comprised of individual security-based strategies that seek to create 
long-term value through in-depth company research and security selection. These strategies integrate the following key 
principles: long-term approach, focus on quality companies, and high-conviction strategy.  

GLOBAL VALUE DIVIDEND 
Dynamic Global Value Dividend seeks to provide global exposure to a select group of high quality, large capitalization stocks 
that have historically paid consistent dividends and trade at attractive valuations.  

Valuation & Fundamentals Matter 
Valuation is back! Company fundamentals are beginning to matter again.  For investors, this means that liquidity-driven 
speculation in equity markets fueled by easy money Federal Reserve policies is fading, giving way to traditional fundamentals 
and valuation as drivers of stock prices. Markets are moving away from high valuation companies with rapid revenue growth 
and little in the way of earnings or cash flows and moving toward attractively valued, high-quality companies with stable 
earnings that generate excess cash flow which can be used to reward shareholders. This re-valuation was on display in the 
first quarter: Two of the highest valued S&P 500 sectors, Consumer Discretionary and Technology, experienced meaningful 
compression in their Price/Earnings ratios as investors re-valued these sectors lower in anticipation of slowing economic 
growth this year.  At the same time, the Consumer Staples and Utilities sectors experienced valuation expansion as investors 
rewarded their earnings and cash flow stability in an environment of slowing growth.  
 
As we move through the year, company management teams and investors will be navigating a host of factors presenting both 
risks and opportunities: 
 

• Risks: 
o Geopolitical risks 
o Federal Reserve tightening cycle slowing the U.S. economy 
o Rapidly rising interest rates 
o The highest inflation rate in 40 years 
o Wages rising at the fastest pace in 40 years 
o Supply chain bottlenecks & worker shortages 
o U.S. stock valuations at the high end of their historic range 

 
• Opportunities: 

o Consumers are in great shape financially  
o Historically high number of job openings & low unemployment rate 
o Highest wage growth in 40 years.   
o Household debt service ratio at historical lows  
o Consumer spending on services is rising as COVID fears and restrictions ease 

 
Taking into account the factors above, we believe the most attractive companies in the current environment are well managed, 
stable businesses with modest debt, strong pricing power, and a culture that attracts top talent.  We continue to believe that 
buying these high-quality, cash flow generating businesses trading at attractive valuations and paying consistent dividends 
remains the best path to building long-term wealth. 
 

First Quarter 2022 Activity 
First Quarter Buys 

BASF is a chemical company operating multiple segments including, Chemicals, Materials, Industrial Solutions, Surface 
Technologies, Nutrition & Care, and Agricultural Solutions. A rapid recovery from Covid-19 is showcasing responsive price and 
volume performance in BASF's upstream units. Over the past decade, BASF has shifted to downstream products and higher-
margin end-markets, a strategy that is beginning to bear fruit. Showing stronger margins downstream remains a key goal with 
volumes rising. Rising cash flows may be sufficient to fund organic growth initiatives, which would enhance the company’s 
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overall growth through 2022. Another positive is BASF recently announced a share buyback of up to €3bn (around 5% of the 
current market cap) to be completed by the end of 2023. Importantly, this represents BASF’s first buyback in over 10 years 
and the first signal of shareholders sharing in earnings and cash generation growth across the business (over and above 
growing the dividend). 

Danone is one of the largest dairy food and water producers in the world. The company is organized around three core 
activities: Essential Dairy and Plant Based Food, Waters (Evian, Aqua, and Volvic), and Specialized Nutrition.  Danone is a 
turnaround story with an entirely new management team of seasoned executives from world class consumer products 
companies like Unilever, Avon, Coca Cola, and Mars. After pressure from COVID-19, the market is underappreciating a 
gradual recovery in the company's Waters business, normalization of infant formula growth, and structurally enhanced plant-
based demand, which is expected to drive accelerating growth in the coming years. Margins should recover toward 15-16% in 
the mid-term, with further potential upside to margins and growth from the disposal of low return assets. Current valuation is 
pricing a worst-case scenario and the stock offers upside potential based on an underappreciated turnaround story. Also, 
Danone is selling at historic valuation discount to competitors Nestle & Unilever. 

Sanofi manufactures and markets prescription drugs in Europe, the United States, and other countries. It focuses on major 
therapeutic areas such as multiple sclerosis, cardiovascular, immunology, neurology, oncology, rare blood disorders, and 
diabetes.  Sanofi’s Dupixent has become the key top-line driver for Sanofi. With outside U.S. revenues accelerating and 
multiple approvals for new indications expected in the near future, its sales are expected to accelerate. Sanofi possesses a 
leading vaccine operation, which has become the primary top-line driver and its R&D pipeline is strong. Several data read-outs 
are expected in 2022. The company has also launched several new drugs in recent years and is expanding its pipeline 
through M&A deals. Sanofi recently announced a collaboration and license agreement with UK-based pharmatech company 
Exscientia, which possesses a unique AI-driven platform. Sanofi intends to use the platform to develop up to 15 small-
molecule candidates targeting oncology and immunology. 

Bayer is a life science company with core competencies in healthcare and agriculture.  The company reports results in three 
segments: Pharmaceuticals, Consumer Health, and Crop Science. Management is undertaking several initiatives to 
strengthen its position across portfolios, while also increasing its efficiency and implementing structural measures, including 
the divestiture of some of its businesses. Moreover, its recent acquisitions will strengthen and diversify Bayer’s portfolio. 
Restructuring initiatives should help the bottom line, as well. Bayer’s performance going forward will depend on: (1) Earnings 
momentum, we see Bayer’s near-term growth outlook being at the top-end of its sector, with 2022E Core EPS growth of 14% 
vs. 10% for the sector and (2) The Solicitor Council recommendation on whether to reverse the $25m in damages awarded to 
plaintiff Edwin Hardman. Also, the middle of the year could bring clarity around the chance of the Supreme Court accepting 
Bayer’s file for review of the Hardeman case. While the medium-term growth outlook is modest, we believe this is more than 
priced in as the shares are trading at a meaningful discount to our estimate of fair value. 

Anheuser-Busch InBev (AB InBev) is a global brewing company with more than 500 iconic brands including Budweiser, 
Corona and Stella Artois; multi-country brands like Beck’s, Hoegaarden, Leffe and Michelob Ultra; and local names like Aguila, 
Antarctica, Bud Light, Brahma, Cass, Castle, Castle Lite, Cristal, Harbin, Jupiler, Modelo Especial, Quilmes, Victoria, Sedrin, 
and Skol. AB InBev sells its product in more than 150 countries. The company reported a revenue beat in third-quarter 2021. 
Its top line also improved on a year-over-year and two-year basis. The company’s results reflected continued business 
momentum, owing to relentless execution, investment in its brands, and accelerated digital transformation. Revenues 
improved 11% from the year-ago quarter and the company registered organic revenue growth of 8%, primarily driven by robust 
volume and revenue per hectoliter (hl) growth. Revenues in the third quarter were higher than pre-pandemic levels.  We 
expect results to improve as COVID subsides, driving sales and EPS growth. Future growth will also be driven in part from the 
company's Beyond Beer portfolio, including products like Ready to Drink Beverages like Canned Wine and Canned Cocktails, 
Hard Seltzers, Cider, and Flavored Malt Beverages. 

First Quarter Sells 
 
Automatic Data Processing was sold due to limited valuation upside following strong performance and in response to rising 
operating costs. 
 
Broadcom was sold due to limited valuation upside given the stock's historically high valuation following very strong 
performance. 
 
Home Depot was sold due to limited valuation upside following strong performance and challenging year-over-year growth 
prospects given difficult comps vs. last year's very strong results.   
 
Oracle was sold due to limited valuation upside as higher spend on product enhancements, especially toward the cloud 
platform, amid increasing competition in the cloud domain is likely to limit margin expansion. 
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First Quarter Contributors 
 
Chevron followed energy prices higher during the quarter.  WTI Crude Oil rose 45% in the first quarter, peaking at +70% in 
early March.  Natural Gas prices rose more than 150% during the quarter. 

 
Newmont: Materials companies outperformed as commodities prices rallied. 
 
Lockheed Martin: Defense companies were in focus spurred by the Ukraine/Russia conflict. 
 
 

First Quarter Detractors 

Autoliv, BASF, Unilever: These European stocks underperformed following Russia’s invasion of Ukraine in February.  We 
believe the long-term fundamentals of these high-quality companies are still intact and continue to hold them in portfolios. 
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