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At De Lisle Partners we like to buy cheap stocks and we lean towards Value investing. However, we agree with Warren Buffett that
Value and Growth are joined at the hip.

Companies trading below liquidation value were considered the cornerstone of traditional Value investing, as taught to Buffett by
Benjamin Graham. Selling at a sufficient discount to their break-up value, such stocks had the requisite “margin of safety” for
Graham, making them both cheap and safe.

But Buffett’s key insight was combining Graham’s hunt for cheapness with the idea that a stock’s ultimate value is the future
earnings that the underlying company’s assets can produce. Buffett also gave himself a further margin of safety by buying stocks at
a discount to the value of these future earnings.

However, a stock trading below the value of its assets that can neither sell these assets nor ultimately produce earnings from them,
is not cheap at all. It destroys value instead of enhancing it. Therefore, a company’s underlying earnings and potential for growth are
always components of its value.

This is why we look not only for smaller companies with low valuations but also seek out those that are led by energetic
management teams. A strong team can conservatively compound earnings growth in their core businesses while retaining an
opportunistic eye for expansion or new avenues for growth. We also look for meaningful insider ownership, low debt usage and a
track record of acting on past claims in corporate releases.

These are what we call our steady little growers.

The conundrum is that when many agree on the likelihood of a stock’s growth outlook, it rarely stays affordable to us. That is why
we find ourselves in overlooked parts of the market, seeking dependable, but sometimes cyclical, growth without the price tag or,
more often, derivative beneficiaries of prevailing themes in the market which give us our additional margin of safety.

The US market’s current fear of higher inflation and lower growth makes the price of safety high. Alongside big tech, stocks like
Walmart (37x this year’s estimated earnings) and Costco (56.6x) have grown their sales every year for 10 years and over 20 years
only failing in one year. The price investors are paying for this straight-line growth is now the highest it has been out of these 20
years.

But at some point, value will override growth. If the price paid for safety is too high, then it ceases to be safe. From market history
we know that stocks bought at extreme valuation highs lead to lower returns. This makes very high multiple stocks risky as
investments despite the safety of the underlying company’s sales and profits.

While we know why the big stocks are expensive, the question remains as to whether the small ones are cheap. We think they are
because the market is uninterested in any sales and earnings with perceived cyclicality. These stocks tend to trade at prices we find
appealing, as they grow over time but sometimes in fits and starts.
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Company Spotlight:

beneficiary of Al. While tech companies directly developing Al were

Celestica expensive, CLS, which provides hardware and networking solutions for
data centres, was trading at 13x forward earnings. Over the year, CLS’
earnings per share increased 77% and we continued buying as the news
improved and the valuation played catch up.

Market Cap* $17.94bn
The stock price eventually peaked over 280% higher. Despite the
Sector Electronic Components

confirmation of continued data centre demand, we felt Chinese Al
innovations made the outlook less clear and a de-rating of CLS’
valuation more likely. We fully exited at $128 with the shares trading at
27x this year’s forecast earnings, which we think more than fully reflects
its growth prospects.

Date Purchased February 2024

Date Sold February 2025

*Source: Morningstar as at 28/02/2025
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However, cognisant of the weakening outlook for growth and inflation, we are prioritising cheaper steady growth where we can find
it, adding companies that should be stable over time, such as Murphy USA (gas stations), Group 1 Automotive (car dealerships) and
Carriage Services (funeral homes). We think these steady growers can be both cheap and safe.

For Murphy (MUSA), gas sales are cyclical and therefore unexciting. Murphy has compounded 10-year sales growth at 1.75% (Costco
at 8.49%) but has compounded earnings per share growth at 17.49% (Costco 13.54%). Yes, the sales of gas go up and down, but
Murphy has increased the proportion of profits coming from food and drink sales in the convenience kiosks attached, while taking
advantage of its lower valuation to buy back its own shares.

Murphy was trading around 13x forward earnings when we first started buying shares in December 2023. Now at 17.6x it may appear
beyond a traditional value multiple for the sector but is still handily cheaper than the market. Given its steady growth and quality
profits we still see long-term value.

Group 1 Automotive (GPI) has similarly cyclical new and used car sales which account for 84% of revenues but only 32% of gross
profits. However, while its parts and service sales are only 12% of revenues they account for 42% of gross profits. These are more
resilient earnings, having compounded at 16% for the last 5 years, which support the headline car sales cyclicality. Group 1 trades at
10.8x forward earnings and also buys back its own shares, producing an overall 29% 5-year compounded earnings per share growth
rate.

The revenues of Carriage Services (CSV) are unfortunately as steady as they come. But cyclical increases in the popularity of more
affordable cremations over traditional burials often throws uncertainty over its profits and it trades on 12.4x forward earnings. With a
refreshed management team and board focused on building relationships with insurers to grow the funeral prepayments side of the
business, the earnings now have a steadier path to growth.

Donald Trump’s edicts may be making the market febrile, but we continue to be focused on the long-term and are adding cheaper
steady growth stocks to the portfolio which we expect to come through whatever the economy throws at us.
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Watch on Demand
Upcoming Events

Webinar Recording: ‘Themes to lead the US market in 2025?°
Fund manager Richard de Lisle discusses whether the great rotation from large to VT De Lisle America Fund CPD Webinar:
small caps will persist.

‘The Case for US Smaller Companies’
Click here to watch (45 minutes)

Date: Tuesday 18 March 2025
Time: 2:00pm - 3:00pm
Register here

Webinar Recording: ‘What could the US election mean for US equities?’
Fund manager Richard de Lisle discusses whether the great rotation from large to
small caps will persist.

Click here to watch (45 minutes)

Webinar Recording: ‘Will the ‘Great Rotation’ persist?’

L e e Fund manager Richard de Lisle discusses whether the great rotation from large to Contact Us
T small caps will persist.
Click here to watch (45 minutes) If you would like to arrange a meeting
with the manager, or for further
information on the Fund, please email
Webinar Recording: ‘Navigating US Equities in 2024: Mid-Year Review & investor-relations@delislepartners.uk
MR e | Future Projections’ or call 020 7074 3572.
EE\V'E:}';?“U;E:;‘gfsc:'ipg“i}r;ar"": Richard de Lisle provides a fund update for the first half of 2024, and then discusses

what the remainder of 2024 looks like for US equities.
Click here to watch (45 minutes)
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Important Information
All data, unless otherwise stated: De Lisle Partners, February 2025.

Issued by De Lisle Partners LLP, registered in England No.OC310994, authorised and regulated by the Financial Conduct Authority. The Authorised Corporate Director (ACD) is Valu-Trac Investment
Management Limited(VT), registered in England No. 02428648. VT is authorised and regulated by the Financial Conduct Authority. The registered office of Valu-Trac Investment Management Ltd is Level
13, Broadgate Tower, 20 Primrose Street, London, EC2A 2EW; head office at Mains of Orton, Orton, Fochabers, Moray, Scotland IV32 7QE. The Fund qualifies as an undertaking for Collective Investment
in Transferable Securities (UCITSIII). This document should not be construed as investment advice or an offer to invest in the Fund. Nor should its content be interpreted as investment or tax advice for
which you should consult your independent financial adviser and/or accountant. The information and opinion it contains have been compiled or arrived at from sources believed to be reliable at the time
and are given in good faith, but no representation is made as to their accuracy, completeness or correctness. Any opinion expressed in this document represents the views of De Lisle Partners at the
time of preparation, but is subject to change. For professional use only. The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations and you
may not get back the amount originally invested. Past performance should not be viewed as a guide to future performance. Please read the Prospectus before making an investment.
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