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Summary

Portfolio Strategy

Andvari Associates manages a concentrated investment strategy designed with the goal of outperforming the market.

For the first six months of 2022 Andvari was down 30.9% net of fees while the SPDR S&P 500 ETF was down 20.0%.

We also started a new position in a company we have known for decades: Adobe Inc.
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Andvari Adds Adobe, Subtracts Visa and Liberty Broadband

"Watching the tape or watching the wheel – what is the difference morally?" 1912 illustration by Will Crawford.

For the first six months of 2022 Andvari was down 30.9% net of fees while the SPDR S&P 500 ETF was down 20.0%.*



ANDVARI HOLDINGS

The table below shows Andvari’s composite performance against two benchmarks while the chart shows the cumulative gains of
$100,000 investments.

Activity within accounts managed by Andvari was higher than normal this quarter. We sold out of Visa (V) and Liberty Broadband
(LBRDK). We sold Visa because the combined position of Visa and Mastercard (MA) had become quite significant. Given the large
combined investment, and our preference for Mastercard, we reduced exposure to the card networks by selling Visa.

https://seekingalpha.com/symbol/V?source=content_type%3Areact%7Csection%3Amain_content%7Cbutton%3Abody_link
https://seekingalpha.com/symbol/LBRDK?source=content_type%3Areact%7Csection%3Amain_content%7Cbutton%3Abody_link
https://seekingalpha.com/symbol/MA?source=content_type%3Areact%7Csection%3Amain_content%7Cbutton%3Abody_link


ADOBE

Regarding Liberty Broadband, Andvari has owned it for the last 7+ years primarily because of its large stake in cable company
Charter Communications (CHTR). Given that Liberty also traded at a wide discount to its own net asset value, Andvari saw this as
an even cheaper way to own Charter. We sold Liberty because we saw (too slowly) a violation of one of the core parts to our
investment thesis: pricing power at Charter was not as great as we imagined. Charter has not been able to raise prices in line with
inflation. To add insult to injury, the trade association for the U.S. cable industry started proudly advertising about how internet price
increases have remained far behind the rate of inflation.

We added to our positions in other current holdings and we also started a new position in a company we have known for decades:
Adobe Inc.

Adobe is a software company that has been around for nearly 40 years. We are intimately familiar with the company. Andvari’s own
founder and Chief Investment Officer started using Adobe products over 25 years ago. Adobe is also one of several companies
featured in an Andvari white paper about business lessons learned from the evolution of the desktop publishing software industry.

There are many reasons why Adobe is a high quality company, but let’s first outline what the company does. The company divides
its offerings into two groups: Digital Media and Digital Experience. The Digital Media segment contains the products with which
most people are familiar, such as Photoshop for photo editing, Illustrator for digital illustrators, and Acrobat for creation, editing and
signing of documents in Adobe’s own ubiquitous PDF file format.

https://seekingalpha.com/symbol/CHTR?source=content_type%3Areact%7Csection%3Amain_content%7Cbutton%3Abody_link
https://www.adobe.com/investor-relations.html


Source: Adobe

Adobe’s Digital Experience segment is the smaller of the two and thus the one with greater potential. Digital Experience offers
software applications that enable large enterprises to manage, execute, measure, monetize and optimize customer experiences
across different sales channels and different devices. Companies like BMW, Nike, Prada, Verizon and Walgreens are Digital
Experience customers.



Andvari admires how most of Adobe’s tools in Digital Media have market shares exceeding 90%. The content creation industry has
standardized on Adobe products and thus the cost to switch to a competing product is extremely high. Content creators have spent
their entire careers using Adobe products. The time to learn the ins and outs of another piece of software, and the loss in
productivity that would result in doing so, prohibits the creative professional from switching. On the Digital Experience side, we
believe Adobe has dominant and growing share when it comes mid-sized and large enterprises. Switching costs are also high.

Source: Adobe



ANDVARI TAKEAWAY

Adobe has even more attractive attributes. There is little to no customer concentration. This contributes to Adobe’s ability to raise
prices and maintain high margins because there is no customer large enough to negotiate significantly on pricing. Next, regulatory
risk is decidedly less compared to our former investment in Liberty Broadband. The cable and telecom industry has always faced
extraordinary scrutiny from the Federal Communications Commission, Justice Department, and Congress. To our knowledge, no
executive at Adobe has been hauled in front of a Congressional committee to be grilled about charging excessive prices for
Photoshop.

Finally, Adobe’s financial profile is outstanding. Total annual revenues will be ~$17.7 billion this year and subscription-based
revenues make up 90%+ of that. Revenues have been growing at mid-teens in recent years and will likely continue at low double-
digit rates. Margins are high, working capital is negative, and annual capital expenditures are very low at 2%–3% of revenues. Free
cash flows are copious and Adobe has returned 57%–68% of them to shareholders in the form of share repurchases over the last
three fiscal years.

– Nicholas Angel (played by Simon Pegg) in the film Hot Fuzz after watching the film Point Break

– Andrew Knightley (played by Nick Frost) in The World’s End

“I won’t argue that it wasn’t a no-holds-barred adrenaline-fueled thrill-ride, but there’s no way that you could perpetrate that
amount of carnage and mayhem and not incur a considerable amount of paperwork.”

“How can you tell if you’re drunk if you're never sober?”

If an investor wasn’t already a fan of Simon Pegg and Edgar Wright, they’d probably think the above quotes aptly refer to fiscal and
monetary policy since the Great Financial Crisis of 2008. Perhaps even more apt descriptions of just the past two and half years.
Congress and the Federal Reserve have enabled a “no-holds-barred adrenaline-fueled thrill ride” by providing huge amounts of
stimulus for an extended period of time. Thus, it is perfectly understandable why some investors might have believed high inflation
(and high interest rates) to be a thing of the past. Perhaps even more understandable why young investors may have believed
inflation to be a mythical creature inhabiting a tale told by the “olds” and the “boomers.”

https://www.imdb.com/title/tt0425112/
https://www.imdb.com/title/tt0102685/
https://www.imdb.com/title/tt1213663/


Footnotes

It only took a confluence of events—many related to COVID and then Russia’s invasion of Ukraine—to remind us all that inflation is
not a mythical creature, but indeed a real beast that can ravage the economy. With inflation rates reaching heights not seen since
the early 1980s, there is now a “considerable amount” of work needed to remedy the situation. Most notably, the Federal Reserve
this year started raising short-term interest rates from zero to now 1.25%, which could then go towards 4% by year-end. This is
why so many fast-growing companies have declined 40% or more from their recent all-time highs. This is why we’re either already
in a recession or why we’re likely heading into a recession.

All this said, we remind you that Andvari’s expertise is in analyzing and investing in individual businesses. We are unskilled at
analyzing the economy and its multitude of data points (constantly changing) and how those in turn might (or might not) impact
current and potential investments. Our goal is to invest in quality companies with long runways to invest their cash flows at rates
well above their cost of capital. Attempts to scry the future by reading economic tea leaves is beyond Andvari’s ken.

Instead, we believe it is much better to allow the beneficial effects of compounding to endure for as long as possible by following
the advice of investing legends Peter Lynch and Charlie Munger. We remain fully invested (to the extent clients allow us) and do
our best to sit and do nothing with the fine companies in which we have invested. This is the best way Andvari knows of that will
allow us to grow money for decades at rates exceeding the market average.

Finally, Andvari believes that during times of inflation, one of the best types of assets to own are businesses that can grow their
revenues in line with or above the rate of inflation. It’s even better if these businesses don’t have to replace fixed assets at
continually rising prices! We think that each of the companies in our current portfolio has these characteristics.

With the short-term hit to performance our holdings have taken so far this year, we believe the odds are now even more in our
favor that their long-term performance will outpace the market average.

As always, I love to hear from clients and interested parties about anything on your mind. Please contact me with your thoughts,
comments, or questions.

Sincerely,

Douglas E. Ott, II



Move beyond stocks with our top ETF picks
The battered stock market coupled with rising rates and inflation are all pointing to the same conclusion: It’s time to diversify
your portfolio into ETFs. 

But you need to make sense of the key macro trends driving the market. Macro expert Eric Basmajian can help you with that. 

Eric understands the powerful macroeconomic forces and, significantly, how they interact.

By subscribing to Eric’s newsletter, EPB Macro Research, you’ll get analysis that can help you stay ahead of the economy’s
most critical inflection points. 

Do you want to lower your portfolio’s risk without giving up on meaningful capital appreciation? 

Sign up today and access weekly market updates and a monthly top ETF pick, now just $99/year.
Start today » 

This article was written by

* Andvari performance represents actual trading performance of all, actual clients beginning on 4/12/13. Performance from
12/31/12 to 4/12/13 is actual performance of proprietary accounts, namely the accounts of Andvari’s principal, Douglas Ott. Andvari
believes including Ott’s performance figures for the first 4 months and 12 days of 2013 is fair as he managed those accounts
similarly to Andvari’s first clients.

Original Post

Editor's Note: The summary bullets for this article were chosen by Seeking Alpha editors.
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Additional disclosure: All performance, including the initial proprietary period, are net of management fees—assumed to be 1.25% per annum,
paid quarterly, as currently advertised—net of brokerage commissions and expenses, time-weighted, and includes all cash and other securities.
Performance includes realized and unrealized returns and excludes the effects of taxes on incurred gains or losses. Andvari does not certify the
accuracy of these numbers. Performance data quoted represents past performance and does not guarantee future results. 

The exchange traded funds (ETFs) are listed as benchmarks and are total return figures and assumes dividends are reinvested. The SPY ETF is
based on the S&P 500 Index, which is a float-adjusted, capitalization-weighted index of 500 U.S. large-capitalization stocks representing all major
industries. The IWM ETF is based on the Russell 2000 Index, an index of 2,000 U.S. small-cap stocks. It is not possible to invest directly in an
index. Because Andvari client portfolios are non-diversified, the performance of each holding will have a greater impact on results and may make
them more volatile than a more diversified index. Andvari also engages or may engage in strategies not employed by the S&P 500 or the Russell
2000 including, without limitation, the use of leverage. 

One may request a list of all securities mentioned or recommended for the preceding year as of the date of this letter. You may contact Andvari
using the information below. Actual client results may differ from results depicted in this letter. Any investment involves substantial risks, including,
but not limited to, pricing volatility, inadequate liquidity, and the loss of principal. Investment strategies managed by Andvari Associates LLC may
have a position in the securities or assets discussed in this article. Securities mentioned may not be representative of the Andvari's current or future
investments. Andvari may re-evaluate its holdings in any mentioned securities and may buy, sell or cover certain positions without notice.  

The discussion of Andvari’s investments and investment strategy (including, but not limited to, current investment themes, the portfolio managers’
research and investment process, and portfolio characteristics) represents the views and opinions of Andvari’s portfolio managers and Andvari
Associates LLC, the investment adviser, at the time of this report, and can change without notice. 

This document does not in any way constitute an offer or solicitation of an offer to buy or sell any investment, security, or commodity discussed
herein or of any of the affiliates of Andvari. 

The information contained in this document may include, or incorporate by reference, forward-looking statements, which would include any
statements that are not statements of historical fact. Any or all of Andvari’s forward-looking assumptions, expectations, projections, intentions or
beliefs about future events may turn out to be wrong. These forward-looking statements can be affected by inaccurate assumptions or by known or
unknown risks, uncertainties, and other factors, most of which are beyond Andvari’s control. Investors should conduct independent due diligence,

Select quarterly fund letters.
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with assistance from professional financial, legal and tax experts, on all securities, companies, and commodities discussed in this document and
develop a stand-alone judgment of the relevant markets prior to making any investment decision. 

©Andvari Associates 2021. All Rights Reserved.
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