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MercadoLibre and Canopy among five-star Morningstar fund’s picks

View fom up hig of Rio de Janeiro, Brazil, on Aug. 15, 2020. The country is one of e-commerce giant
Mercadolibre's biggest markets.
AFP VIA GETTY IMAGES

PLBBX -0.72% AMZN +0.05% NVDA -0.43% MSFT +1.58% V -0.51% MELI -4.33%

When it comes to the history of market crises, fund manager Tom Plumb has endured his fair share —
the 1970s oil embargo, the market crash of 1987, the dot-com boom and bust, and the 2007-09
recession.

“You know, the [COVID-19] pandemic is going to be with us longer than people think,” the portfolio
manager of the Plumb Balanced Fund PLBBX, -0.72%, which is rated five stars (out of five) by
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investment research firm Morningstar, told MarketWatch in a recent interview. “There’s no quick
solution for a lot of things.”

But unprecedented and rapid government moves are what sets this crisis apart from past ones, he
said. “These efforts reduce the short-term pain of the current recession, but we will have to see if the
long-term growth will be impacted by eliminating the cleansing of economic inefficiencies usually
accelerated by recessions,” he added.

And Plumb worries investors are blind to related problems down the road, such as rent deferrals that
have been expanded by the government. “If you and | have trouble making our $500 a-month rent

payment [now], what are we going to do in 100 days when we have $6,000 rent in arrears,” he said.

Read: Biden plans to extend national-eviction moratorium through September 2021

“So we're very concerned about some financial institutions. And it’s not just the banks, but obviously
there are hedge funds, mutual funds that have lent a lot of money to the real-estate industry,” Plumb
said.

On the flip side, the COVID-19 pandemic has ushered in opportunity and “strong secular trends that
will benefit,” as economic activity eventually picks up, the manager of the $150 million fund noted. In
last April’s first wave of the pandemic, Plumb flagged companies that he thought would do well,
based on momentum they already had going.

Among the companies he recommended were e-commerce giant Amazon.com AMZN, +0.05%, and
technology companies Nvidia NVDA, -0.43% and Microsoft MSFT, +1.58%, which all proved decent
bets. Credit-card company Visa V, -0.51% is one that lagged behind, though it remains one of his top

holdings as he sees the digital revolution deepening.

Plumb said they have tried to dig even deeper when looking at where that revolution is headed. That
expanded reach has led him to another top holding, MercadoLibre MELI, -4.33%, an operator of Latin

American online marketplaces. He describes MercadoLibre as a combination of Amazon and online
payments system PayPal PYPL,-1.69%, “because it has both the payment structure already set up
and it has the delivery systems.”

The company got its start in Brazil, but has now worked its way through all of Latin America, and
PayPal, incidentally, was an early investor. During the pandemic, MercadoLibre’s universe “expanded
dramatically,” as lots of unbanked individuals “had to figure out how they were going to purchase
things,” said Plumb. The company’s net revenue rose by 85% in the third quarter annually, with
shares up 12% so far this year after a nearly 200% gain in 2020.

Another big part of the digital revolution is integration of payments systems. That brings us to two
other companies in his portfolio right now: financial-transaction services group Fleetcor
Technologies FLT, -2.37% and Coupa Software COUP, -6.88%, which provides a cloud-based business
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spend management platform. Fleetcor shares are down 18% over a year and 4% year-to-date, while
Coupais up 94% and down 6%, respectively.

“I think right now if [as a company] you don’t have the ability to get the efficiencies provided by
digital wallets by business expense processing, you're going to find yourself at a significant
disadvantage,’ said Plumb.

Staying on the revolution path, he’s also keen on Canadian cannabis company Canopy Growth
CGC, -2.63% WEED, -2.61%, which he says has built a strong product and continues to innovate.
“One of the problems with edibles or digestibles or drinks is that it’s processed differently in your

stomach thanit is in your lungs,” he said. “So they had to come up with different formulations...
they’ve been coming up with these products, waiting for the U.S. to legalize.

“So here we have a company that has a very good product line, very good cash flow, will benefit from
the reopening of the economy but also has this other event that could be a significant catalyst for
unlocking value,” he said. Canopy shares are up 33% this year after a 40% gain over 12 months.

Among the things that tripped him up last year, Plumb said he sold Booking Holdings BKNG, -2.31%,
the parent of Booking.com, on assumptions of a stressed travel and hospitality industry, but then

failed to buy it back when it was cheap, to anticipate a recovery for the industry.

And while keen on the disruption theme, he is also not against looking at some of the blue chips that
haven't been leaders in the last decade. Companies such as beverage maker PepsiCo PEP, +1.15%,
consumer-goods provider Procter & Gamble PG, +1.72%, aerospace and defense manufacturer
Lockheed Martin LMT, +1.07%, and JPMorgan JPM, -1.25% all have close to a 3% dividend yield and
those dividends “look pretty safe.

“I can’t be afraid of the whole market when there’s companies that | think are relatively safe, or at
least their cash flows and their business models are, and could reward investors,” said Plumb.
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GE sold $735 million worth of Baker Hughes stock

Barbara Kollmeyer

Barbara Kollmeyer is an editor for MarketWatch in Madrid. Follow her on Twitter

@bkollmeyer.
Opinions expressed are those of the author or Plumb Funds and are subject to change, are not intended to be a
forecast of future events, a guarantee of future results, nor investment advice. References to other mutual funds
should not be interpreted as an offer of these securities.

Fund holdings are subject to change at any time and should not be considered a recommendation to buy or sell
any security. Current and future holdings are subject to risk.

Past performance does not guarantee future results.

Mutual fund investing involves risk. Principal loss is possible.

Click here for holdings for the Plumb Equity Fund.

Click here for holdings for the Plumb Balance Fund.

Click here: Plumb Balanced Fund Standard Performance and Percentile Rankings
Click here: Plumb Equity Fund Standard Performance and Percentile Rankings

As of 12/31/2020, Morningstar rated the Funds as follows: Equity Fund 3, 3, 3 and 2 stars for Overall, 3, 5, and
10 years among 1197, 1197, 1070 and 789 Large Growth Funds; Balanced Fund 5, 5, 5 and 4 stars for Overall, 3,
5 and 10 years among 636, 636, 575 and 414 Allocation-50%to 70% Equity Funds based on risk adjusted
returns. The Morningstar RatingTM for funds, or “star rating”, is calculated for mutual funds, variable annuity
and variable life subaccounts, exchange-traded funds, closed-end funds, and separate accounts) with at least a
three-year history. Exchange-traded funds and open-ended mutual funds are considered a single population
for comparative purposes. It is calculated based on a Morningstar Risk-Adjusted Return measure that accounts
for variation in a managed product’s monthly excess performance, placing more emphasis on downward
variations and rewarding consistent performance.

The top 10% of products in each product category receive 5 stars, the next 22.5% receive 4 stars, the next 35%
receive 3 stars, the next 22.5% receive 2 stars, and the bottom 10% receive 1 star. The Overall Morningstar
Rating for a managed product is derived from a weighted average of the performance figures associated with
its three, five, and 10-year (if applicable) Morningstar Rating metrics. The weights are: 100% three-year rating
for 36-59 months of total returns, 60% five-year rating/40% three-year rating for 60-119 months of total
returns, and 50% 10-year rating/30% five-year rating/20% three-year rating for 120 or more months of total
returns. While the 10-year overall star rating formula seems to give the most weight to the 10-year period, the
most recent three-year period actually has the greatest impact because it is included in all three rating periods.

The Morningstar Rankings represent a fund’s total-return rank relative to all funds that have the same
Morningstar Category. The highest percentile rank is 1 and the lowest is 100. It is based on Morningstar total
return, which includes both income and capital gains or losses and is not adjusted for sales charges or
redemption fees.

© 2020 Morningstar, Inc. All rights reserved. The information contained herein: (1) is proprietary to
Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted to be
accurate, complete, or timely. Neither Morningstar nor its content providers are responsible for any damages
or losses arising from any use of this information. Past performance is no guarantee of future results.

Cash flow is the net amount of cash and cah-equivalnets being transferred into and out of a business. At the
most fundamental level, a company's ability to create value for shareholders is determined by its ability to
generate positive cash flows, or more specifically, maximize long-term free cash floe.
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