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U.S. stocks posted positive returns during 02, with most of the 

gains generated during the month of June. The broader 

market, as measured by the Russell 3000 Index, returned 

8.4%. Slowing inflation, optimism around the potential benefits 

of artificial intelligence (Al), and better than expected 

economic news driven by solid consumer spending combined 

to lift the market higher. While growth of the overall economy 

has slowed, a strong labor market with rising wages has 

allowed the economy to avoid a much anticipated recession. 

Shares of larger, technology related companies led the equity 

market. Market leadership was narrow as seven large cap 

companies drove the Core and Growth indices. Market 

performance was bifurcated across the market cap spectrum, 

with Large and Mega Cap stocks materially outperforming. 

Style, sector, and factor leadership largely mimicked Ql. 

Growth continued to dominate Value, and the Growth

oriented Info Technology, Cons. Discretionary and Comm. 

Service sectors generally led across the market cap spectrum. 

Turning to market factors, companies exposed to Growth and 

Volatility factors (higher beta) posted the best results, while 

Yield and Value factors were laggards. Quality and Momentum 

factors had a mixed impact. 

Key Performance Takeaways 

The London Company Income Equity portfolio returned 2.1% 

gross (2.0% net) during the quarter vs. a 4.1% increase in the 

Russell 1000 Value Index. Sector exposure was positive, offset 

by stock selection. 

The Income Equity portfolio trailed the Russell 1000 Value in 

02 and came up short of our long-term 85-90% upside 

capture expectations. Strength in the broader market, limited 

benefit from Quality factors, and headwinds from higher 

dividend paying stocks contributed to the relative 

underperformance. 

Top 3 Contributors to Relative Performance 

Apple Inc. (AAPL) - Continuing the trend from Ql, AAPL and 

the rest of the "Magnificent 7" significantly outperformed the 

broader market during 02. Investor sentiment was enhanced 

by AAPL's introduction of its augmented reality headset, 

named Apple Vision Pro. The company's rich ecosystem of 

hardware and software provide it with an almost unassailable 

competitive moat. 

Microsoft (MSFT) - MSFT and the rest of the "Magnificent 7" 

significantly outperformed the broader market during 02. 

Investor sentiment was enhanced by MSFT's strengthening of 

ties with OpenAI and their ChatGPT product. We remain 

attracted to MSFT's recurring subscription business, cloud 

leadership, and strong balance sheet. 

Past performance should not be taken as a guarantee of future results. 
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Lowe's (LOW) - Despite headwinds from the housing market, 

LOW outperformed in 02 after reporting stronger sales in the 

Pro channel and achieving SG&A leverage. Looking ahead, we 

believe that LOW is positioned to gain market share, while 

improving margins, and increasing share in the Pro business. 

Management expects to use debt to repurchase shares this 

year. Lowe's has a very strong balance sheet and returns cash 

to shareholders through dividends and share buybacks. 

Top 3 Detractors from Relative Performance 

Target (TGT) - TGT lagged the broader market in 02 

reflecting headwinds that include a more challenging macro 

environment and the impending return of student loan 

payments. These headwinds may lead to slower traffic in 

stores and could temper the pace of recovery in TGT's EBIT 

margin from trough levels in 2022. Additionally, the retailer 

faced backlash and negative press this quarter regarding 

Pride-related merchandise. We view these headwinds as near

term in nature and expect TGT can return to a structural EBIT 

margin well above current levels in the medium-term. 

Crown Castle (CCI) - CCI, the only REIT in the portfolio, 

underperformed during 02, reflecting expectations for slower 

than normal growth in the next couple of years. The slower 

growth is due to the impact of higher interest rates on 

outstanding debt and the loss of revenue from T-Mobile 

($200M) following the Sprint merger. Most of the debt carries 

fixed rates (only 12% variable rate debt) with longer dated 

maturities. The tower business (70% of revenue) remains solid 

with high visibility toward mid-single digit revenue growth, 

driven by increases in demand for wireless data. The stock 

offers a dividend yield over 5% and stable growth. 

Progressive (PGR) - PGR underperformed during 02 due to 

concerns about additional price hikes needed to maintain its 

targeted profitability ratio. PGR continues to increase auto 

policies in force, but recent costs were higher than expected. 

To combat weaker than expected margins, PGR is reducing 

advertising spending and increasing prices on insurance. 

Looking ahead, we believe PGR remains well positioned 

reflecting its more flexible pricing platform and tech solutions 

that monitor and price for distracted driving. 
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