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“What the wise man does in the beginning the fool does in the end.”

To our Client Partners:

First and foremost, we want to thank you for partnering with us to manage your investments -
it is a privilege we take very seriously. Our flagship strategy, the Enhanced Core Strategy, in
place now for over 11 years, has been renamed Masonry All Cap Select. This coincides with the
launch of Masonry Capital Management in 2018. We hope this letter helps give meaningful
insight into our current thinking and positioning.

Overview of the Portfolio

We currently have a portfolio that contains multiple companies in various industries trading for
6x earnings or less. In fact, over 40% of our holdings fall into this category. To say that is
unusual would be doing this anomaly an injustice. In all my years of investing | have never been
able to own this many securities trading this cheaply. Post the high inflation years of the 1970’s,
even in the worst of times, very few companies with growing revenues and earnings, free cash
flow generation and valuable assets ever trade below 10-12x EPS. The bifurcation between the
obscenely richly valued and the ridiculously cheap is wider than we have ever experienced. We
have been able to make investments in a long list of companies in various industries, seemingly
every month, that are very inexpensive relative to their near-term and long-term prospects.

Examples of what we own and are currently researching and their respective multiples:

Category # of Investments Range of Multiples
Regional, well-run banks 2 10x EPS
Insurance companies 2 3-4x EPS
Media & Content producers 5 3-7x EPS
Automotive 1 4x EPS




We are of the opinion that the market generally doesn’t give away investments. There has to be
an extraordinary set of circumstances in place to provide these types of opportunities and we
believe this is the case at present.

This was taken from Warren Buffett’s Partnership letter in 1959:

Most of you know | have been very apprehensive about general stock
market levels for several years. To date, this caution has been
unnecessary. By previous standards, the present level of "blue chip"
security prices contains a substantial speculative component with a
corresponding risk of loss. Perhaps other standards of valuation are
evolving which will permanently replace the old standard. | don't think
so (our emphasis). | may very well be wrong; however, | would rather
sustain the penalties resulting from over-conservatism than face the
consequences of error, perhaps with permanent capital loss, resulting
from the adoption of a "New Era" philosophy where trees really do grow
to the sky.

We share a similar philosophy and mindset with regard to both investing and today’s market.
Simply put, the lower the price you pay as compared to the calculated intrinsic value the higher
the expected return and the lower the risk of a permanent loss of capital. We remain amazed at
how financial market cycles and market psychology rinse and repeat through time.

Market Thoughts and Observations

We have wondered aloud with some regularity this year and last, how so many of the obvious
and painful investment lessons from the relatively recent past could be ignored today so freely
and easily. It is not uncommon in the later stages of a bull market (ours is now over 10 years
old) to see behavior that is increasingly irrational, driven in part by excessive optimism and the
fear of missing out.

Recurring themes as described below abound:

e This time is different

e The next 10 years will closely resemble the previous 10

e Time-tested, traditional valuation metrics like price-to-earnings ratios and free cash flow
generation are viewed with indifference

e New valuation metrics and buzz words like ‘Total Addressable Market’ are put forth as the
new measuring sticks

e High profile IPO’s and heavy insider selling from the most popular names
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The chart below is striking to us. The biggest U.S. Initial Public Offerings (IPOs) and best
performers are generating incredible operating losses:

"Profitless Success'
Biggest U.S. IPOs and best performers this year have losses in common

B Adjusted first-quarter profit (in millions of U.S. dollars)

-41.4 l Pinterest

ve Medical

-6.4 | Beyond Meat

Source: Bloomberg Bloomberg

If that weren’t scary or mystifying enough, one needs only a superficial knowledge of history to
make the connection between the incredibly high level of profitless IPOs at present and
historically ‘what happens next’. It is important, at moments in time such as this, to stop and
think about one of the actual market mechanisms an IPO provides. The founders, private
equity, and other early investors are turning to the public markets with the very real effect of
being able to cash out. The late investors, anxious to get in on the next big thing, are the ones
that get stuck holding the bag.

100%

SHARE OF IPOs BY TECH COMPANIES
THAT WERE PROFITABLE

1980 1990 2000 2010 2018
CALCULATED USING LAST 12 MONTHS OR LAST FISCAL YEAR BEFORE IPD. SOURCE: JAY R. RITTER, UNIVERSITY OF FLORIDA
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History has repeatedly shown us that investing late in a market cycle while using the thematic
criteria described previously is a recipe for disaster and potential financial ruin. Again, we
wonder how it is that so soon after the internet craze of the late 90’s that we could be at this
place. Our general observations on this phenomenon are as follows:

e A large swath of Millennials is now in important roles as investment decision-makers. This
group of people has grown up in a stock market that has annualized over 15% per year for
10 years and has been accompanied by incredible change driven by technology. Should it
surprise anyone that the possibility exists that they possess a muted sense of the risks
inherent in investing?

e Many of the older, wiser investors whom we have followed and admired for many years are
now retiring or closing their firms. This group has generally demonstrated wonderful long-
term returns and has understood risk and return very clearly through many market cycles,
yet they are viewed as out-of-touch. Their absence leaves a void of reason and perspective
that is sorely missed.

e Other managers, seeing assets flee and envious of the success of other firms, start
characterizing the popular investments of the day (the ones that are going up and widely
owned) as fitting their pre-existing investment criteria but through new metrics. They
essentially convert a value strategy to a growth strategy while still claiming they haven’t
changed their stripes.

e The ‘buyers of last resort’ have gone away. Typically before a security got too cheap, a long
line of value managers was there to happily step in and buy at prices well below their fair
value. As value has been out of favor for over 10 years (and these purchases have not
resulted in market-beating returns), many managers are simply fatigued by the whole
ordeal and have stopped investing in the areas that historically provided most of their
profits.

e Algorithmic and passive investing has created gross pricing distortions in the general stock
market. This has forced buying and selling of stocks based on factors such as their inclusion
or exclusion in an index, recent price movements, certain company characteristics being
favored over others, etc. The missing ingredient in it all seems to be any consideration
regarding valuation or the price being paid for the actual asset.

It’s been incredibly tough to stay the course for long periods of time while our investment
approach underperforms the market in a relative sense. But as long-term investors we’ve seen
markets like this one before. Our portfolio is designed and expected to create wealth not
week-to-week or month-to-month but over many years. | personally have never seen so many
cheap stocks in various industries hiding in plain sight. Our current portfolio and the plethora of
opportunities presenting themselves on a regular basis lead us to believe that now might be the
best time we have ever seen for value investing.

While we have confidence in the intrinsic values we have calculated for the securities we own,
we don’t know when the market might recognize the value we see and reward us via much
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higher share prices. We had heard the sentiment expressed a number of years ago that
perhaps the excesses in this market evident in eCommerce, anything cloud-based, and
innovators, for example, will ultimately deflate with a whimper and not a bang as in the past.
We believed then, as we do now, there might be some merit to this line of thinking. In previous
market cycles the Fed, via their manipulation of interest rates, has been the maestro that has
both inflated and deflated bubbles along with influencing the economic cycles by running at
times too hot and other times too cold. What has been different the last 10 years, and looks to
be continuing in the future, is that monetary policy has been too loose, and for far longer, than
ever before. The result is that the natural price discovery mechanism for valuing securities has
been absent for many, many years. The life cycle of money-losing startups has stretched on for
a decade in some cases. In this Alice and Wonderland world of perpetual easy money, there is
no need for profits just revenue growth and big ideas on things like how to colonize Mars, fly us
around in autonomous air taxis, provide rentable scooters, and give us meat that is not really
meat but rather made from plants. Here are some musings on the ‘life changing’ events of the
recent past that have been afforded what we think are ridiculous valuations:

e Uber and Lyft. | love Uber / Lyft but aren’t they just really taxi services with a cool app? It
seems the only way they will be able to make money is to raise prices. What happens if
ridership decreases after the price increases take effect — which is exactly what has
happened to Uber and Lyft in New York City — and the market then realizes they may never
be profitable? Uber and Lyft have lost billions and neither has a discernable path to
profitability any time soon.

e \Wayfair. Are we as a society better off by being able to buy cheap furniture from an
incredible selection with next-day delivery from Wayfair at the expense of local retailers? If
Wayfair was doing so at a profit one might rightly argue that this is capitalism at its best. But
the problem is that Wayfair doesn’t make any money. Below lists their net income as
reported on Bloomberg every year since 2015:

2015 Loss of $79.4 million

2016 Loss of $194.4 million
2017 Loss of $244.6 million
2018 Loss of $504.1 million
2019E Loss of $645.6 million

Wayfair’s sales have increased from $2.2 billion to S8 billion over that same timeframe and
their stock has gone up 635% on a cumulative basis. Yet, they expect losses to continue for
the foreseeable future and have been issuing debt to fund their business the last few
years. When local stores close communities and workers are deeply affected. The loss of
income by the employees moves income away from their localities and relocates it to the
headquarters of internet-based firms like Wayfair. Wayfair’'s executives are heavily
compensated with stock (they can’t share in the cash profits as there aren’t any) and they
get rich while local communities suffer. It seems this isn’t a fair game being played and the
root cause is easy or loose monetary policy.
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e Tesla. We just don’t understand it. We concede the fact from those we have talked to that it
is a wonderful car to drive. What we don’t get is how this company (or any company) could
be allowed by the market to generate staggering losses for so many years. Again, this seems
to be an affront to capitalism. We applaud the broad awareness of the need to be
environmentally conscious. However, the idea that a Tesla (and really any electric car) is
environmentally friendly seems crazy at the surface. There was a piece this summer in the
Wall Street Journal on this very topic. The writer, Mark Mills, from the Manhattan Institute,
wrote, “A single electric-car battery weighs about 1,000 pounds. Fabricating one requires
digging up, moving and processing more than 500,000 pounds of raw materials somewhere
on the planet. The alternative? Use gasoline and extract one-tenth as much total tonnage to
deliver the same number of vehicle-miles over the battery’s seven-year life.” An additional
consideration is the toxicity and disposition of the battery at the end of its useful life. In a
world with more a classical risk / reward framework how long would this company have
been afforded life?

| mention these (and there are many more) because we believe they are examples of
companies with massive dislocations between their stock price and the economic profits they
should reasonably be expected to generate. The interest rate policy of the Fed seems largely to
blame. We are paying close attention to the potential day of reckoning for a large swath of
companies that we believe could have stock prices correct not 20-30% but 80-90% or more
when all is said and done.

Lastly, the idea that low interest rates, low inflation, moderate economic growth, low default
rates for bonds, and super-charged growth for all things tech can continue ad nauseum seems
like a crazy construct to us based on our knowledge of the past history of markets, economics
and politics. But, as Hegel once said, “We learn from history that we don’t learn from history.”

We have identified a few things that could derail the current market:

Decreased tolerance for risk: Investors were very focused on whether the Fed would cut rates
by 25 or 50bps in late July. It seems to us that a much more important market to handicap is
whether the US corporate sector will stop gearing up and start running for cash; taking liquidity
out of the system faster than the Fed can put it in. If this happens the tolerance for cash
burning start-ups will likely see deterioration in demand. That would likely take liquidity out of
the system more quickly than the Fed could push it in, putting downward pressure on risk
markets going into 2020 and inducing many more Fed rate cuts after July.

Deceleration in hyper revenue growth: When growth stories disappoint it’s not a pretty sight.
As we look back, it becomes clear that early in 2017 something happened in this bull market. A
large basket of stocks with hyper revenue growth but little or no profits started a rapid ascent
in price. The prices reached valuation metrics similar or even beyond the absurdity we saw in
the late 90’s. But what happens to those stocks when growth disappoints? This is a chart of the
company 2U Inc., which provides online educational services. The company has shown
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exponential revenue growth since 2015 going from $150 million in sales to almost $600 million
expected for 2019. Unfortunately, as with so many of these companies, that sales growth has
come with a substantial increase in losses. 2U has $13.4 million in free cash flow losses in 2015
and is expected to lose almost $150 million in free cash flow in 2019. The stock was priced
around $16 per share in early 2016, exploded up to almost $100 per share in the summer of ‘18
and has trended down ever since. The current price of $13-14 per share sits below the price
before its rapid ascent. This is typical of the price action that we expect to occur when a bubble
bursts.

M Volume 1.056M

Mar Sey ec Sey Dec Mar

TWOU US Equity (2U Inc) Daily 3 2019 Copyrighte 2019 Bloomberg Finance L.P. 27-Aug-2019 13:50:11

Firm Update

We are pleased to announce that we have been approved as a Separate Account Manager on
Fidelity’s Separate Account Network, one of the largest investment platforms in the U.S. This is
a substantial and positive development for our firm.

Additionally, if you know of anyone who might be interested in our long-term, value oriented
strategy we would welcome the introduction. For all prospective client partners, it is critically
important they understand that our ability to preserve and compound capital is built on

patience and discipline. We place a heavy emphasis on making sure the client partners we do
business with are aligned with the firm’s long-term strategic goals.

Please feel free to contact members of our team with any comments, questions or potential
investment ideas.

Best Regards,

Masonry Capital Management, LLC
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Mark A. Meulenberg, CFA, Managing Partner
Chief Investment Officer
Email: mark.meulenberg@masonrycap.com

Direct: 434.817.4237

Location: Charlottesville, VA

Tyler Van Selow, Managing Director
Research Analyst, Head of Private Client
Email: tyler.vanselow@masonrycap.com

Direct: 434.817.8026

Location: Charlottesville, VA

Chris Kehoe, Managing Director
Chief Operating Officer
Email: chris.kehoe@masonrycap.com

Direct: 631.834.3827

Location: Hauppauge, NY

Important Disclosures Follow
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DISCLOSURES:

REFERENCE TO THE S&P 500 IS FOR COMPARATIVE PURPOSES ONLY. THE S&P 500 IS AN UNMANAGED
CAPITALIZATION-WEIGHTED INDEX OF 500 STOCKS, DESIGNED TO MEASURE PERFORMANCE OF THE
BROAD DOMESTIC ECONOMY THROUGH CHANGES IN THE AGGREGATE MARKET VALUE OF 500 STOCKS
REPRESENTING ALL MAJOR INDUSTRIES. THE INDEX TRACKS THE CAPITAL GAINS OF THE STOCKS OVER
TIME, ASSUMING THAT ANY CASH DISTRIBUTIONS, SUCH AS DIVIDENDS, ARE REINVESTED BACK INTO
THE INDEX. THE S&P 500 MAY BE MORE DIVERSIFIED THAN THE FUND/YOUR ACCOUNT AND MAY NOT
REPRESENT AN APPROPRIATE BENCHMARK. HOLDINGS MAY VARY SIGNIFICANTLY FROM THE
SECURITIES THAT COMPRISE THE S&P 500. PAST PERFORMANCE OF THE INDEX SHOULD NOT BE
CONSTRUED AS AN INDICATOR OF FUTURE PERFORMANCE OF THE FUND OR YOUR ACCOUNT.

FORWARD LOOKING STATEMENTS:

CERTAIN INFORMATION CONTAINED IN THIS MATERIAL CONSTITUTES FORWARD-LOOKING
STATEMENTS, WHICH CAN BE IDENTIFIED BY THE USE OF FORWARD-LOOKING TERMINOLOGY SUCH AS
“MAY,” “WILL,” “SHOULD,” “EXPECT,” “ANTICIPATE,” “TARGET,” “PROJECT,” “ESTIMATE,” “INTEND,”
“CONTINUE,” OR “BELIEVE,” OR THE NEGATIVES THEREOF OR OTHER VARIATIONS THEREON OR
COMPARABLE TERMINOLOGY. SUCH STATEMENTS ARE NOT GUARANTEES OF FUTURE PERFORMANCE
OR ACTIVITIES. DUE TO VARIOUS RISKS AND UNCERTAINTIES, ACTUAL EVENTS OR RESULTS OR THE
ACTUAL PERFORMANCE OF THE FUND MAY DIFFER MATERIALLY FROM THOSE REFLECTED OR
CONTEMPLATED IN SUCH FORWARD-LOOKING STATEMENTS.

INVESTMENT PERFORMANCE:

THE PERFORMANCE REPRESENTATIONS CONTAINED HEREIN ARE NOT REPRESENTATIONS THAT SUCH
PERFORMANCE WILL CONTINUE IN THE FUTURE OR THAT ANY INVESTMENT SCENARIO OR
PERFORMANCE WILL EVEN BE SIMILAR TO SUCH DESCRIPTION. ANY INVESTMENT DESCRIBED HEREIN IS
AN EXAMPLE ONLY AND IS NOT A REPRESENTATION THAT THE SAME OR EVEN SIMILAR INVESTMENT
SCENARIOS WILL ARISE IN THE FUTURE OR THAT INVESTMENTS MADE WILL BE PROFITABLE. NO
REPRESENTATION IS BEING MADE THAT ANY INVESTMENT WILL OR IS LIKELY TO ACHIEVE PROFITS OR
LOSSES SIMILAR TO THOSE SHOWN. IN FACT, THERE ARE FREQUENTLY SHARP DIFFERENCES BETWEEN
PRIOR PERFORMANCE RESULTS AND ACTUAL RESULTS ACHIEVED BY A PARTICULAR TRADING
PROGRAM.

PERFORMANCE DEPICTED HEREIN IS UNAUDITED. PERFORMANCE SHOWN IS ALSO NET OF ALL FEES AND
EXPENSES AND REFLECTS THE REINVESTMENT OF DIVIDENDS AND OTHER EARNINGS. THE FEE
STRUCTURE APPLIED TO THE PERFORMANCE WAS THAT OF A TYPICAL INVESTOR: PERFORMANCE
SHOWN IS FOR NEW ISSUE-ELIGIBLE INVESTORS PAYING THE STANDARD FEES (AS APPLICABLE), AS
DISCLOSED IN THE PERTINENT OFFERING DOCUMENTS. YTD PERFORMANCE ASSUMES AN INVESTMENT
HAS BEEN HELD SINCE JANUARY 1, OF THE RELEVANT YEAR. BECAUSE SOME INVESTORS MAY HAVE
DIFFERENT FEE ARRANGEMENTS AND DEPENDING UPON THE TIMING OF A SPECIFIC INVESTMENT, NET
PERFORMANCE FOR AN INDIVIDUAL INVESTOR MAY VARY FROM THE NET PERFORMANCE STATED
HEREIN. ACTUAL RETURNS WILL VARY AMONG INVESTORS IN ACCORDANCE WITH THE TERMS OF THE
PERTINENT OFFERING DOCUMENT. INVESTMENT RETURNS AND THE PRINCIPAL VALUE OF AN
INVESTMENT WILL FLUCTUATE AND MAY BE QUITE VOLATILE. IN ADDITION TO EXPOSURE TO ADVERSE
MARKET CONDITIONS, INVESTMENTS MAY ALSO BE EXPOSED TO CHANGES IN REGULATIONS, CHANGE
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IN PROVIDERS OF CAPITAL AND OTHER SERVICE PROVIDERS. INVESTORS RISK LOSS OF THEIR ENTIRE
INVESTMENT.

PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS.
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