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Covid-19 Impacts

We hope that you and your families are staying safe and healthy through the COVID-19 outbreak. Itis
times like these that remind us to appreciate our families, friends, clients, and colleagues. While a
timeframe on when the virus may be contained remains uncertain, with increased testing, we expect the
U.S. should follow a similar path as some of the Asian countries and Germany that have managed to tamp
down spread of the virus'. In the meantime, we are all dealing with a great deal of uncertainty and
disruption. The sudden closure of so many businesses and increase in unemployment is placing a
tremendous strain on families as well the economy as a whole. Given how dramatically this crisis has
impacted not only people’s health and the healthcare system, but also the worldwide economy, the post
virus world could look very different. As the timeframe lengthens, some businesses will have trouble
restarting, and many that do will emerge with increased levels of debt.

U.S. Markets

The U.S. equity markets peaked on February 20" " and have been in rapid decline as COVID-19 started to
spread from Asia to Europe, and then the United States. Cities in Northern Italy started to lock down, and
by March 8" the entire country was locked down'™. At the end of February, we saw an outbreak of cases in
Washington state, and since then the infection rate has increased exponentially across the U.S.V, but most
notably in New York". Several states have imposed stay-at-home orders with work outside the home only
permitted for essential industries¥. President Trump, once hopeful for a return to work by Easter, has
extended restrictions to the end of April'l. As a result, huge parts of the economy, including airlines, cruise
lines, hotels, restaurants, retailers, and other small businesses have halted with no certain end date in
sight"".

Qil

In addition to COVID-19 stress, Saudi Arabia and Russia, two of the largest oil producers, refused to extend
the production cuts that expired at the end of March™. Furthermore, Saudi Arabia has indicated it will
increase production and has slashed prices*. The oil price has declined from $60/barrel to $20/barrel*.
Even the best U.S. oil producers do not have cost levels that low, and energy company shares have
declined by 50% or more this year®. Energy production is critical to the U.S., and we believe there will be
increased bankruptcies and consolidations the longer oil prices remain this low.

Work-From-Home

There are bright spots as some industries are benefitting from the work-from-home environment and the
race to develop a vaccine. Technology, grocery stores, consumer products, pharmaceutical, medical
supplies and testing, web streaming, and communications companies are seeing positive gains*.
Companies and schools are rapidly adapting, using video tools, remote capabilities, and better
communications systems that make it much easier to work and learn at home. With the rise of e-
commerce, consumers can have most things — including groceries — delivered within a day or two, making
it possible for people to stay at home for longer periods. We believe strong performance in these sectors
will continue post virus.



Market Volatility

Nevertheless, this continues to be a period of volatility. With the onset of the virus, the U.S. equity markets
sold off at the fastest pace on record and the volatility measures spiked to levels we had not seen since
2008, as measured by the VIX*¥, Small and mid cap stocks sold off faster than large cap stocks, and
valuations have come down to low levels™. Furthermore, on the fixed income side, credit spreads on
investment-grade corporate bonds and high yield relative to Treasury bonds widened to levels we have
not seen since 2008*. We saw volatility, even within Treasury bonds with the 10-year Treasury bond yield
gyrating between 1.5% down to 0.5% back to 1.2% and down to 0.75%, all within weeks™". As a result, cash
and gold were the only positive asset classes™.

Impacts on Clients: Positioning, Cash, and Staying Invested

Clients want to understand how this impacts them and what Anchor is doing in response. First, it is worth
noting that at the firm level all Anchor employees are working from home and have access to all of the
same tools and resources as they would in the office. Our employees have not skipped a beat in
continuing to meet clients’ needs from home, and we have maintained communication with clients
remotely during this time.

On the investment side, our process remains the same. For years, we have been working on upgrading
our portfolios to higher-quality companies that we want to own for many years. More important now than
ever are companies with low leverage and businesses that are less cyclical. As a result, we own fewer
companies in many of the sectors most impacted by the virus, and that has helped the portfolios.

Coming into 2020, we were positive on the U.S. economic outlook and on the U.S. equity markets. In fact,
we believe January and early February looked positive, given that phase 1 of U.S./China trade deal was
signed and fourth-quarter company earnings were strong. In January, we started trimming back stocks
with higher valuations and exited out of stocks where the investment thesis had changed. We also added
to some existing holdings. With the sell-off in the markets starting at the end of February, we selectively
paired back positions related to energy and financials, although we were underweight already. Our cash
levels are higher, but we do not take a macro view relative to cash. Our cash levels are a result of our
buy/sell process and ability to find value.

We have been talking to companies in our portfolios to understand their liquidity needs and how they are
handling the crisis. The Federal Reserve has stepped in to support the markets in a meaningful way and
has stated that it will use whatever means it has to support the markets, Congress has passed a $2
trillion relief bill to help individuals and businesses, and we expect that the government will do more if
needed™. The combination of monetary and fiscal support should provide downside protection to the
economy and the markets™i,

At Anchor, we view this as an opportunity to invest in companies we have researched and been watching
for some time, waiting for the stock price to come down. The investment team is encouraged by what they
are seeing and will buy when others are selling. We have seen clients through these market downturns
before. One of the important things we learn each time is that markets do recover, and it is important to
stay invested.

We are here to help, and we are available to talk about whatever is on your mind. Please do not hesitate to
reach out. Stay safe and healthy.



STRATEGY DETAIL

Quarterly Attributioni

Security Contribution (5 Highest) Security Contribution (5 Lowest)

Clorox Company (CLX) STORE Capital Corporation (STOR)
Microsoft Corporation (MSFT) Marathon Petroleum Corporation (MPC)
Abbott Laboratories (ABT) OUTFRONT Media Inc. (OUT)
Pfizer Inc. (PFE) Insperity, Inc. (NSP)
Cisco Systems, Inc. (CSCO) Lamar Advertising Company Class A (LAMR)
Sector Contribution (3 Highest) Sector Contribution (3 Lowest)
Technology Financial Services
Health Care Producer Durables
Consumer Staples Energy

Quarterly Purchases Quarterly Sales

e Insperity Inc (NSP) e Cinemark Holdings, Inc. (CNK)

e Huntington Bancshares Incorporated (HBAN)
e Occidental Petroleum Corporation (OXY)

Further Insight: Stock Position(s)
Insperity Inc (NSP)

A number of our opportunities come from stocks that are out of favor with the market. We identified
Insperity after its stock price dropped by half after it missed two quarters of earnings. Insperity is a
Professional Employee Organization (PEQO), which outsources human resources (HR) for small medium
sized businesses (SMB). With the growth in government regulations and laws, it is difficult for SMB to
manage all aspects of HR included health insurance and benefits. Insperity has a scale advantage in
providing HR functions including payroll, admin, benefits, and compliance. PEOs in have been growing
10% per year.

Insperity has a high single digit market share after ADP and Paychex and has been pursued by potential
bidders in the past. Itis known for high touch, high service and clients are diversified across industries and
geographies. One of the Insperity’s benefits is managing health care costs for SMBs. More recently,
Insperity experienced higher than normal healthcare claims and this has only happened three times in the
last ten years. Insperity will increase pricing with contract renewals to offset the increased healthcare
claims. Overall, Insperity is projecting 10-15% top line growth, 20% EPS and strong free cash flow
generation®V, After this short term hiccup we expect that the company will regain its footing and grow
again. As value investors, with the stock down over 25%, this seemed like an opportune time to enter a
high quality business with above average ROA and top line growth.
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For a complete listing of all strategies contact Anchor Capital Advisors LLC (617) 338-3800.
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