The Case for Wedgewood’s Focused SMID Cap Strategy
Our proof statement to launch a Focused SMID Cap strategy is three-fold. First, the
consistency of our Large Cap Focused strategy in outperforming the Standard & Poor’s 500
Index over the past 5, 10, 15, 20, 25, and since inception time frames. Second, in launching a
SMID strategy, we are simply institutionalizing a key element of our research process; that
of identifying, researching, and building a bench of smaller than large cap stocks to feed into
our Large Cap strategy. Third, in an investing world dominated by indexation within large
cap, we view SMID Cap as open-field running for active managers – particularly for focused
managers.
Results matter. At Wedgewood, our investment strategies must be unique in order to
outperform our active peers and benchmarks over the long term. Our nearly 30-year-old
investment philosophy of investing in our focused portfolio of only our best, most convicted
ideas is a simple, yet powerful means to differentiate ourselves in the highly competitive
investment management industry – in both active and passive investing. Focus is our edge.
Our focused edge is repeatable. Our long history has been investing in large cap stocks where
we typically own between 18 and 22 holdings. According to Informa Intelligence PSN
Enterprise database1, there are nearly 900 strategies in the U.S. Large Cap Equity universe,
and just 61 – or about 7% – of the strategies have fewer than 22 holdings. There is little
doubt that managing a focused portfolio the Wedgewood way is uncommon.
As capital markets have dramatically expanded over the past few decades, we have
witnessed market cap ranges expanding wider and higher. Consider, a decade ago the largest
market cap companies in our investment universe were Apple along with Exxon Mobil, at
about $330 billion each. The median market cap of the same universe was around $5 billion.
Today, Apple continues to be the largest company by market cap at nearly $2.5 trillion –
almost 8 times larger – and the median market cap of our investment universe is $15 billion
– about 3 times larger.2
As we maintain our market cap investment discipline, our Large Cap Focused portfolio
typically carries very few holdings under $20 billion in market cap. However, we believe
there is a tremendous opportunity for our focused investment philosophy and process to
add value at market caps of $20 billion and below. Wedgewood’s Focused SMID Cap portfolio
aims to extend our core competency in focused investing by constructing a portfolio of 2540 stocks with market cap ranges between $500 million and $20 billion. Further, there is
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the distinct possibility for the Wedgewood SMID Cap portfolio and Wedgewood Large Cap
portfolio to both generate significant value-add in their portfolio overlap. Importantly, the
Wedgewood Investment Committee has followed many of the holdings in the Wedgewood
SMID Cap portfolio for many years as a byproduct of the team’s analysis and due diligence
efforts on the Wedgewood Large Cap portfolio. For example, First Republic Bank was on the
potential buy list for Wedgewood Large Cap for many years. First Republic Bank’s initial
public offering was in December of 2010 at a market cap that was around $4 billion. The
Company spent the next 5 years below $10 billion market cap. In mid-2018, Wedgewood
incepted its SMID Cap portfolio with a weighting in First Republic Bank. While it was
appropriate for the SMID Cap portfolio at the time, the investment team was still not
convinced the Company maintained the characteristics necessary to outperform in large cap.
However, by the summer of 2020, First Republic Bank was on the cusp of $20 billion market
cap and was also sustaining very attractive growth levels even when compared to tech-laden
large cap markets3. Subsequent to adding First Republic Bank to the Wedgewood Large Cap
Focused portfolio during the third quarter of 2020, the Company’s market cap has increased
to $32 billion as of June 30, 2021. Wedgewood’s unique philosophy and process often
uncovers attractive opportunities that can add value for clients across the SMID Cap and
large cap market spectrums.
Our SMID Cap portfolio of 25 to 40 holdings is slightly less concentrated than our Large Cap
Focused portfolio quite simply because the universe of SMID cap companies is much wider
than our Large Cap universe. In fact, the SMID universe, nearly two to three times broader
than Large Cap4 with more business models that exhibit the characteristics we look for in
our investment process. Despite this, and according to Informa Intelligence PSN Enterprise
database5, there are 204 products in the US SMID Cap universe, and just 18 – or about 9% –
of the products have fewer than 35 holdings. Again, we find that our practice of focused
investing an uncommon strategy compared to both passive and active options. To reiterate,
in order for a strategy to add value in any competitive industry, it has to be structurally
different and repeatedly executed.6
In order to maintain a focused portfolio, investment managers must make tradeoffs,
particularly related to capacity. For example, an equal-weighted portfolio of around 30
holdings would be able to scale assets under management to around $1.5 billion to $3
billion7. In contrast, the vast majority of investment portfolios carry 100 or more holdings 8
and could scale from $5 billion assets under management to $10 billion (and above),
generating significantly more revenue for the investment manager. At Wedgewood, our
investment professionals maintain nearly 95% of the equity of our Firm and have made the
conscious decision to trade lower potential firm revenue for a higher probability of valueadded outperformance. The concomitant expense structure to support that revenue base
must also be lean and scalable. Rather than rely on a large, fixed cost base of marketing and
distribution professionals, Wedgewood has partnered with excellent third parties. Our
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focused approach to investing has been made at the ownership level in order to align
ourselves with customers seeking to find truly differentiated active management.
In conclusion, active management is a perfect example of an industry that is crowded with a
vast array of highly competitive players, discerning customers, large and commodified
suppliers, and passive index substitutes. Active managers need more than just an
informational advantage to sustainably add value over time, considering these competitive
pressures. Our long-term track record of success using a focused approach has differentiated
us since 1992. As capital markets have dramatically expanded against this competitive
backdrop, we have extended our philosophy and process in launching the Wedgewood
Partners Inc’s Focused SMID Cap Strategy and have managed to generate a 21%
compounded return over the past 3 years, which places it in the top 1 percentile relative to
the PSN SMID Cap Core Universe9. We think our superior performance is a byproduct of
Wedgewood’s unique and sustainable approach to focused investing.
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The information and statistical data contained herein have been obtained from sources, which we believe to be reliable, but in no way are
warranted by us to accuracy or completeness. We do not undertake to advise you as to any change in figures or our views. This is not a
solicitation of any order to buy or sell. We, our affiliates and any officer, director or stockholder or any member of their families, may
have a position in and may from time to time purchase or sell any of the above mentioned or related securities. Past results are no
guarantee of future results. The holdings identified in this document do not represent all the securities purchased, sold, or recommended.
An investment in the securities identified is no guarantee of future returns.
This report includes candid statements and observations regarding investment strategies, individual securities, and economic and
market conditions; however, there is no guarantee that these statements, opinions or forecasts will prove to be correct. These comments
may also include the expression of opinions that are speculative in nature and should not be relied on as statements of fact.
Wedgewood Partners is committed to communicating with our investment partners as candidly as possible because we believe our
investors benefit from understanding our investment philosophy, investment process, stock selection methodology and investor
temperament. Our views and opinions include “forward-looking statements” which may or may not be accurate over the long term.
Forward-looking statements can be identified by words like “believe,” “think,” “expect,” “anticipate,” or similar expressions. You should
not place undue reliance on forward-looking statements, which are current as of the date of this report. We disclaim any obligation to
update or alter any forward-looking statements, whether as a result of new information, future events or otherwise. While we believe we
have a reasonable basis for our appraisals and we have confidence in our opinions, actual results may differ materially from those we
anticipate.
The information provided in this material should not be considered a recommendation to buy, sell or hold any particular security.
All data referenced is as of 6/30/21.
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