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Market Brushes off Virus Uncertainty

e S&P 500 returned 16.3% in the 4 Quarter of 2020.

o Market performance was fueled by the rollout of the COVID-19 vaccine and the prospect of additional
federal stimulus on the heels of the presidential election.

e The Fed’s commitment to lower for longer and broader increases in money supply pushed US

Equities to all-time highs.

e The Information Technology sector continues to drive broad market return as Tech comprises over

27% of the S&P 500.

e Cyclical sectors rallied, leading to the Russell 1000 Value Index to outperform the Russell 1000
Growth Index by 4.86%. Reversing a 16-quarter trend where Growth has outperformed Value.

Fiscal Stimulus and Structural Unemployment Driving the Market

The Great Lockdown resulted in a 31.4% decrease in annualized US real GDP in the second

quarter. This, however, marked the
bottom of the recessionary trough with
real GDP rebounding 33.4% in the third
quarter. The recovery was largely
driven by an accommodative Federal
Reserve that is committed to lower
rates for longer and a Federal
Government prone to spending their
way out of record unemployment,
currently at 6.7%. Both are expected to
maintain or increase their current dovish
posture.

With expectations of very loose
monetary and fiscal policies from the
Federal Government, we expect a
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weakening Dollar over the course of 2021. This should be accretive to export demand. Every 10%
drop in the U.S. dollar relative to a basket of global currencies translates to a roughly 3% boost in
S&P earnings. A weakening dollar and the Federal Reserve’s more tolerant stance on inflation could
contribute to an increase in prevailing rates. Growth stocks (e.g. tech names with high valuations)

typically place a great deal of emphasis
on terminal value, or long term future
cash flows. A change in interest rates
have a more meaningful impact on those
valuations relative to value companies
whose prices are derived more from
current cash flows. That is why next to
COVID, inflation fears are considered to
be the largest tail risk. If monetary and
fiscal policy are the drivers behind 2021
market performance, we can expect
laggards to be the communications
sector, software industry, and IT services
industry.

Exhibit 28: What do you consider the biggest "tail risk"?
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Implications of a Biden Administration

With a Democratic presidency and control of congress, we expect expansionary fiscal policy as the
federal debt heads towards all-time highs. This will likely be accomplished through the passing of
further COVID stimulus coupled with a major infrastructure bill. This infrastructure bill would have the
largest positive effects on the industrials sector, particularly machinery and building products. The
increased industrial activity could benefit utilities and oil and gas as power consumption normalizes.
Additionally, the potential for modest inflation could aid the banking sector which has been plagued
with historically low interest rates coupled with a hazy consumer default landscape.

At Janet Yellen’s confirmation hearing she indicated that a repeal of the 2017 tax cuts is unlikely but
certain elements will be reversed. A new tax policy was a large part of the Democratic Party Platform
and President Biden has supported increasing the tax rates on corporations, individuals making over
$400k per year and long-term capital gains. It is estimated that the administration’s full tax proposal
would reduce S&P 500 earnings by approximately 7% and most of that would come from the
increase in corporate tax
rates. With the country
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Regulatory & Valuation Headwinds for Big Tech

Big Tech has faced backlash from consumers and global regulators, 81% of Americans have some
level of concern over the amount of data that these large platforms access. Google, Amazon, Apple,
and Facebook are all either involved in ongoing investigations for anti-competitive behavior or have
already been named in suits filed against them by the Department of Justice. The ongoing emphasis
on big tech regulation is just beginning, with the DoJ increasing the direct appropriation amount for
the Anti-Trust Division by 104% from 2020 to 2021.

Impact
Between
Lawsuit Lawsuit & Resolution
Company Filing Year Resolution Year Resoclution Impact Post-Resolution
Valuations
AT&T 1974 Fell 1982 Breakup Ordered  Growth slows, valuations rise
Settlement, Growth slows, valuations
Valuations ordered to change  continue to fall in settlement
Microsoft 1998 Fell 20002001 practices era through 2011
Growth slows, valuations
Valuations initially rise but then continue
IBM 1969 Fell 1982 Dropped Lawsuit to fall

Date as of 2020
Source Investment Strategy Group, Goldman Sachs Global Investment Research

Previous technology anti-trust lawsuits have led to lower valuations for the companies between
lawsuit and resolution, we are on the cusp of such lawsuits that could drag on for years. The
headline risk for these companies, especially the social media companies that are currently
protected by Section 230 of

the Communications

Decency Act, could create Figure 25: US Tech +ve to -ve EPS revisions and performance
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have replaced them with
speculation driven by hope
and greed. The graph on the
right shows the US Technology Sector inflated returns despite repeated reductions of earnings
estimates for the sector. Street consensus is that the tech sector will not see strong earnings growth
in 2021. Tesla and Zoom are great examples of valuations running away from fundamentals. This is
evident by their Price-to-Earnings ratios of 130X and 266X versus the Russell 1000 of 26X.

Source: [BES
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Evidence of the Value Rotation

In 2020, because of pandemic driven economic trends, the equity markets saw the largest spread
between the performance of value vs growth since the end of the dot-com bubble. These economic
trends lasted until September, when lockdowns were lifted, and the economy normalized. Value
funds bested growth by an average 1.5% each month from September to November.
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After the dot-com bubble burst in 2001, the value index beat the growth index by 16.1 percentage
points. Irrational exuberance appears extremely similar to the dot-com bubble at its peak. We expect
a convergence of style performance between growth vs value in 2021 as the economy and cyclical
sectors rebound.

Why Brookmont in 2021

The companies that will emerge as leaders in 2021 will be those that have adjusted business models
for the new normal and apply the improved efficiencies to cyclical end markets. This overall theme
will help these companies create improved cash flows that are not yet priced in. Brookmont carefully
evaluates company’s cash flows from operations, while considering investing and financing cash
flows to understand the ability of a company to meet its capital allocation needs. We do not believe
that any of our holdings are short-term investments, and continuously evaluate them to provide
assurance that their fundamentals align with our prioritization of long-term growth and stability of free
cash flows and dividends. This highlights the importance of Brookmont's process and its success in
accomplishing its goal of participating in market upside while having relatively low downside capture.
Brookmont’s philosophy of investing in companies with strong balance sheets, disciplined
management with resilient dividends continues to represent an attractive allocation for strategic
investors in the equity market.
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Disclosures: This letter may contain “forward-looking statements" which are based on Brookmont’s beliefs, as well as on a
number of assumptions concerning future events, based on information currently available to Brookmont. Current and
prospective clients are cautioned not to put undue reliance on such forward-looking statements, which are not a guarantee of
future performance, and are subject to a number of uncertainties and other factors, many of which are outside Brookmont’s
control, and which could cause actual results to differ materially from such statements. All expressions of opinions are subject to
change without notice. A complete description of Brookmont's performance calculation methodology, including a complete list of
each security that contributed to the performance of this Brookmont portfolio is available upon request. Certain economic and
market information contained herein has been obtained from published sources prepared by other parties, which in certain cases
has not been updated through the date of the distribution of this letter. While such sources are believed to be reliable for the
purposes used herein, Brookmont does not assume any responsibility for the accuracy or completeness of such information.
These individual securities do not represent all of the securities purchased, sold, or recommended for this Brookmont portfolio
and the reader should not assume that investments in the securities identified and discussed were or will be profitable. The firm
maintains a complete list and description of composites, which is available upon request. Results are based on fully discretionary
accounts under management, included those accounts no longer with the firm. Composite policy requires the temporary removal
of any portfolio incurring a client initiated significant cash inflow or outflow of at least 15% of portfolio assets. The temporary
removal of such account occurs at the beginning of the month in which the significant cash flow occurs, and the account re-
enters the composite at the beginning of the month which follows the cash flow by at least 30 days. Additional information
regarding the treatment of significant cash flows is available upon request. Brookmont's returns do not include reinvestment of
dividends and are shown gross-of-fees. All transaction costs are included. The Russell 1000 cumulative return includes
reinvestment of dividends and capital gains. During a rising market, not reinvesting dividend could have a negative effect on
cumulative returns. There is no representation that this index is an appropriate benchmark for such comparison. You cannot
invest directly in an index, which also does not take into account trading commissions and costs. The Volatility of this index may
be materially different from the performance of the Strategy. Gross returns will be reduced by investment advisory fees and other
expenses that may be incurred in the management of the account. Net-of-fees performance was calculated using actual
management fees. Additional information regarding the policies for calculating and reporting returns is available upon request.
Your account returns might vary from the composite's returns if you own securities that are not included in the Strategy or if your
portfolio dollar-cost averaged into the Strategy during the reporting period. Brookmont Capital Management claims compliance
with the Global Investment Performance Standards (GIPS®). To receive a complete list and description of Brookmont's
composites and a presentation that adheres to GIPS standards, please contact Suzie Begando at 214-953-0190 or write
Brookmont Capital Management, 2000 McKinney Avenue, Suite 1230, Dallas, TX 75201. Brookmont Capital does not provide
comprehensive portfolio management services for investors who have not signed and Investment Management Agreement with
our firm. Past performance is not indicative of future results



