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Collision on Wall and Main: Disruption at the K Street Intersection
Darwinism has certain parallels in economic and business survivorship. Unlike the policy prescription afforded
by the Endangered Species Act or The Paris Accord, a Zombie Reprieve has not been legislated for once proud
enterprises rendered moribund by an inability to adapt, a failure to embrace change, or a denial to reimagine.
Alas, the democratization of finance may have served – at least temporarily, and most ferociously – as a pseudo–
Zombie Reprieve, rescuing victory from the jaws of defeat for beleaguered enterprises. Reddit and Robinhood
(with a nod to the unintended consequences of lavish liquidity bestowed by the Federal Reserve and Treasury)
have done for select franchises what legitimate economic value creation could not: allow them to pen another
chapter after the obituary ink had nearly dried.
Democratization of finance didn’t originate with Robinhood or Reddit, though those symbiotic platforms
represent the latest derivation of mass audience capital market accessibility. May Day 1975 (deregulation of
commissions on stock trades), Regulation FD (requiring material corporate events be shared broadly among
investors large and small), Vanguard’s nascent rise and subsequent prominence, crowdfunding, exchangetraded-funds (ETF’s), globalization, and no-cost/low-cost trading platforms served to reduce friction thereby
yielding greater market accessibility.
Over the course of my investment career, one of the notable changes I’ve witnessed has been the vast
proliferation and commoditization of information. Small innovations – that internet thing, pocket mainframes
that you can talk into and take pictures with – exponentially amplified the Information Age. The gathering of
data to make reasoned decisions – key in my early investment days – has been overwhelmed by far too much
data (and lots of misinformation) and replaced with the art of sifting for what matters. In our judgement,
conceptualization – the interpretation of useful and relevant information – has become far more critical than
financial model precision in determining investment outcomes.
The digital marriage of the millions of users on Reddit’s communal platform to Robinhood’s commission-free
fintech app have colluded to shatter investment conventions. Occupy Wall Street’s long shadow has become
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Robinhood’s abrupt rebuke, with Main Street’s revolt on Wall Street’s hedge fund aura a modern-day financial
Armageddon. The Biden Administration and securities regulators are now engaged in the conversation.
Scorned Fundamentals & The Valuation Void
The Robinhood/Reddit tumult is real. Even so, the unfathomable moves in a number of individual securities and
alternative instruments (Bitcoin, Dogecoin, et al) have in some respects permissioned such possibilities,
emboldening highly prolific and increasingly speculative trading patterns. As shown in the chart below, courtesy
of Morgan Stanley, a basket of unprofitable tech companies handsomely outperformed the S&P 500 - and even
the notable advances enjoyed by the Nasdaq 100 - since the global pandemic induced March lows. To be sure,
there are a number of tech companies with market capitalizations exceeding $1 trillion today who spent years
before becoming profitable and cash flow self-sufficient and have created great wealth for those who believed
and consistently refused the instinctual urge to liquidate positions. That said, more such enterprises don’t make
it to the promised-land, and the agony of that defeat is as emotionally trying as it is financially damaging.

Source: Used with permission of Morgan Stanley research

At HS Management Partners such bimodal outcomes are beyond the risk tolerance we are willing to consider
when prudently managing client assets. As a team, we’re proud of the discipline and resolve we’ve
demonstrated even as we may go through stretches – sometimes long, always painful – where what we prize
doesn’t reconcile with what Mr. Market deems important over a given duration. And with that resolve has come
a certain consistency in our investment approach. As unsettling and volatile as is the public health crisis and its
impact on each of us personally and professionally, our Composite’s net-of-fee performance last year of 13.9%
was similar to our net compound annualized return of 12.5% that we realized since inception for the HSMP
Composite (4/1/2007 thru 12/31/2019). (For more detail, see “March (23rd) On,” our thought piece dated
12/21/20.)
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Dimming the Noise, Staying True to Form
Warren Buffet captured the imperative to exercise non-emotional, clear minded investment judgment when
market noise is deafening: “We simply attempt to be fearful when others are greedy and to be greedy only when
others are fearful.” The consistency of our approach means we resist new-fangled ways of trading or investing
when a Rage Against the Machine phenomenon captivates markets as has been the case in the past week. More
headlines and financial media attention were directed to the Robinhood/Reddit narrative than was assigned to
the earnings discussion and its portent for the markets from large technology and fintech stalwarts, and positive
vaccine news. For us, it is another loud example of the importance to silence the noise and focus on the
foundational principles upon which our philosophy rests: identifying companies possessive of what we deem to
be good business models; assembling those businesses into a concentrated portfolio, generally ranging between
20 to 25 securities, that we think is capable of attractive future earnings/cash flow growth; and being very
attentive to valuation. These disciplines guide our investment decision-making process and the manner in which
we apply clients’ scarce capital day in and day out.
Our management of assets also extends beyond pure stock selection. As was true during the financial crisis and
other intervals, the volatility of the equity market and associated capital requirements imposed on Robinhood
and others necessitates that we consider the trading counterparties with whom we are doing business on clients’
behalf. The point is that there exist risks to be aware of and account for in our practice that extend well beyond
the media captivating tweets.
Investment Styles Ebb and Flow...Fundamentals Never Go out of Favor...
Our investment philosophy is fairly simple, as outlined above. Further, our aim is to own businesses that we
understand, and that we believe will advance our ability to satisfy the goals we hope to realize on behalf of
clients. We do so in a benchmark agnostic fashion, with emphasis on absolute returns that we expect, over time,
will translate into attractive relative returns. Importantly, we try to conduct our affairs with a level of
transparency that is straightforward for clients to understand. Similarly, with our portfolio, client access to their
assets is readily available. We have no lock-up period such as may exist with other investment alternatives. This
past week, investors in many hedge products and those individuals trading on Robinhood were encumbered by
lack of fund liquidity and trading restrictions.
As the HSMP tagline has consistently maintained, investment styles ebb and flow…fundamentals never go out
of favor.
With hedge funds in the eye of the recent market storm, we thought it useful to describe what our work has
wrought since the 4/1/2007 inception of the HSMP track record. That interval of time has been characterized
by considerable market/economic dislocation, two crises (Great Recession, Global Pandemic), and four different
U.S. Presidents. Over the long term, the HSMP Composite net-of-fee annualized since inception performance
through 12/31/2020 is more than double that of the HFRI Index, a commonly referenced composite of hedge
fund performance. We cannot opine on the derivation of the index. However, some observers have suggested
that, as hedge funds with poor performance close their doors, those who do provide such data may contribute
to a certain survivorship bias that enhances the reported performance metrics. As well, there have been reports
of January being a notably difficult month for the hedge fund community, with large losses of capital amongst
some high-profile managers.
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“May we live in interesting times” is a common refrain often used to describe the state of affairs we find
ourselves in. A global pandemic, impeachments, social discord, the fictionalization of facts, a Capitol
insurrection, climatic climate change, financial market mirages…well, if these are “interesting times,” I’m happy
to volunteer for a world less interesting. As John Houseman famously pronounced in the classic Smith Barney
TV commercial, “We make money the old-fashioned way…we earn it.” Enduring principles – old fashioned to
some, timeless to us – will continue to be our North Star.
From all members of the HSMP team, thank you for the trust and confidence you’ve shown in us; we recognize
the need to continue to “earn it.”
Stay safe and healthy, and know the news on the vaccination front continues to be encouraging.
As always, an ode of gratitude to our front-line workers for your tireless efforts on behalf of the greater good.
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IMPORTANT DISCLOSURES

When we use HSMP, HS Management Partners, or Firm, we mean HS Management Partners, LLC. When we use Composite, we mean our HS Management Partners
Concentrated Quality Growth Composite. This piece is written from the perspective of our Composite holdings, performance, and estimated metrics, and it does not refer
to any specific group/client account (when we use our portfolio(s)/your portfolio(s), we mean client portfolios in general from our Composite perspective – see below
regarding differences between the Composite and client portfolios/ accounts). This piece represents our opinion as of 2/3/21 based on our understanding of market
conditions and publicly available information. It has forward-looking statements that are by their nature uncertain and based on our assumptions (such as when we refer
to possible/future/estimated earnings, cash flows, earnings-per-share (EPS), growth rates, price-earnings ratios (P/E), market conditions, or portfolio/client portfolio
outlook); there is no assurance that forward-looking statements are accurate as actual results and future events can differ materially from our assumptions, particularly
under current market conditions. The performance shown should not be taken as an indication of how the Composite or a client account will perform in the future; past
performance is not indicative of and does not guarantee future results. The information here is solely for illustration/discussion, is subject to change without notice,
should not be construed as a recommendation to buy or sell any particular security, and should not be used as basis for making investment decisions. Investing in securities
involves significant risks, including the risk of loss of the original amount invested.
HSMP claims compliance with the Global Investment Performance Standards (GIPS®). HS Management Partners, LLC is an independent SEC registered investment adviser
(SEC registration does not imply any certain level of skill or training). The HS Management Partners Concentrated Quality Growth Composite includes all fully discretionary,
actively managed, fee paying accounts which employ our style of investing in 20-25 quality growth businesses. These accounts must have a market value exceeding
$500,000 at the time of initial inclusion in the Composite and have a market value exceeding $300,000 to maintain inclusion. The U.S. Dollar is the currency used to express
performance. For more information and/or list of composite descriptions, please contact us at 212-888-0060 (a copy of our fully compliant GIPS® Report is attached to
this piece).
Composite performance is presented net-of-fees (net of actual investment advisory fees and trading costs). The performance shown should not be taken as an indication
of how the Composite or a client account will perform in the future; past performance is not indicative of and does not guarantee future results. In some instances,
Composite performance is presented by itself on an absolute basis (i.e., without comparing it to any index or benchmark). In other instances, the Composite is compared
to the HFRI Equity Hedge (Total) Index for illustration/market context only. This index reflects certain hedge fund industry performance (Equity Hedge: Investment
Managers who maintain positions both long and short in primarily equity and equity derivative securities. A wide variety of investment processes can be employed to
arrive at an investment decision, including both quantitative and fundamental techniques; strategies can be broadly diversified or narrowly focused on specific sectors
and can range broadly in terms of levels of net exposure, leverage employed, holding period, concentrations of market capitalizations and valuation ranges of typical
portfolios. EH managers would typically maintain at least 50% exposure to, and may in some cases be entirely invested in, equities, both long and short.). The HFRI Equity
Hedge (Total) Index is a composite of the hedge funds that employ the alternative strategies and who report their performance figures to HFRI; the number of hedge funds
reporting may vary between each reporting period. This Index is calculated and presented by Hedge Fund Research, Inc. (HFRI), which does not approve of or endorse the
contents of this piece. (www.hedgefundresearch.com). Our Composite annualized net-performance for the periods ending December 31, 2020 is as follows: 13.9% (last 1
year); 14.0% (last 3 years); 16.0% (last 5 years); 15.7% (last 10 years); and 12.6% (since 1/4/2007 inception). The HFRI Equity Hedge Index annualized performance for the
periods ending December 31, 2020 is as follows: 17.4% (last 1 year); 7.4% (last 3 years); 8.2% (last 5 years); 5.3% (last 10 years); and 4.5% (since 1/4/2007).
The Composite is also compared to the Russell 1000® Growth Index and the S&P 500® Index as benchmarks for market context only. The Russell 1000 Growth Index is an
unmanaged index that measures the performance of those Russell 1000® Index companies (largest 1,000 U.S. companies based on market capitalization) with higher
price-to-book ratios and higher forecasted growth values. The S&P 500® Index is an unmanaged market capitalization-weighted index designed to measure performance
of the broad domestic economy through changes in the aggregate market value of 500 stocks representing all major industries. There are meaningful differences between
the Composite and each index that should be considered when comparing performance, such as in terms of composition, concentration and volatility (e.g., the Composite
contains securities not represented in either or both indices and is much more concentrated than either index in terms of companies and sectors; the average market
capitalization of companies in the Composite will likely differ from that of either index; and market or economic conditions can affect positively/negatively the Composite’s
performance but not the indices to the same extent). In addition, neither index bears fees and expenses and investors cannot invest directly in either of them.
Furthermore, we do not seek to mimic any market index in our investment approach and do not maintain limits on industry or sector weightings.
Although most discretionary client accounts are included in the Composite and dispersion is typically low over time, not all client accounts are in the Composite, and even
for those in the Composite, there can be dispersion, particularly for small client accounts and also when viewed over narrow time periods. Client account holdings and
performance can vary from the Composite or from other client accounts (even different accounts of the same client), and also from the representative portfolio, for
several reasons, such as: client restrictions, account type and size, timing and market conditions at an account’s inception and contributions/withdrawals, timing and
terms of trades, actual client investment advisory fees (or the lack thereof), and client directed brokerage/commission recapture instructions. Furthermore, under our
sole investment strategy (HSMP Concentrated Quality Growth Equity strategy) we provide investment advice on a discretionary basis (we make all the investment decisions
and trade the accounts) and also on a non‐discretionary basis in the form of model portfolios for use in multimanager products (we act as a non-discretionary sub-adviser
and do not make the final investment decisions nor trade the accounts); therefore, certain information here (including holdings, performance, Composite, and investment
strategy implementation) is not applicable to model portfolio clients as we have no control and do not monitor the implementation (complete, partial or not at all) of
model portfolios, and the performance of model portfolio clients is not attributable to us.
The chart in this piece was obtained from the indicated third-party source which we believe reliable, but we did not verify, nor do we guarantee the accuracy of this
information. The performance shown should not be taken as an indication of how the Composite or a client account will perform in the future; past performance is not
indicative of and does not guarantee future results. Unprofitable Tech Companies (MSXXUPT) includes US-exchange traded stocks with negative trailing 12-month net
income and negative forward net income at the time of rebalance, liquidity weighted with a cap. Historical rebalance frequency is every six months back to January 2019.
We typically build a concentrated portfolio with a hard cap on company names and with an aim to keeping clients’ capital nearly fully invested. Our investment advice is
limited to domestic and foreign equity securities of publicly traded companies. Client accounts generally hold 20-25 companies, although in certain circumstances they
may hold more or less names. We do not maintain limits on industry or sector weightings, and while we do limit portfolio positions by company, clients’ portfolios are
likely to be significantly concentrated by sector, industry and/or geography, among other factors. While we believe that our investment strategy will produce desired
returns, there can be no assurance that we will achieve our investment objectives. We encourage you to refer to our Firm Brochure (which is available on our website—
www.hsmanage.com—or upon request at 212-888-0060) for some material risks applicable to our investment strategy and additional information regarding our Firm.
This document includes general information and has not been tailored for any specific recipient or recipients. Accordingly, the information in this document is not intended
to cause HSMP to become a fiduciary within the meaning of Section 3(21)(A)(ii) of the Employee Retirement Income Security Act of 1974, as amended, or Section
4975(e)(3)(B) of the Internal Revenue Code of 1986, as amended.
Trademark and Copyright Disclosures: Russell Investment Group is the source and owner of the trademarks, service marks, and copyrights related to the Russell 1000®
Growth Index. Russell® is a trademark of Russell Investment Group. S&P 500® Index is a registered trademark of Standard and Poor’s Financial Services LLC, a division of
the McGraw-Hill Companies, Inc. Standard & Poor’s is the owner of the trademarks, service marks, and copyrights related to its indexes. GIPS® is a registered trademark
of the CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained herein. Neither
Standard and Poor’s nor Russell Investment Group nor CFA Institute endorses, promotes, or sponsors HSMP. The marks, trade names, or copyrighted work included in
this document are mentioned for identification purposes only and are the property of their respective owners.
© Copyright 2021 HS Management Partners, LLC. All rights reserved.
This material shall not be reproduced without permission.
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