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CAZ Investments
Quarterly Letter

Listen to the audio version HERE.

40 2022 A Year to Forget

2022 will be forever known as one of the worst bear markets for stocks, but it will be more renowned for the
damage done to investment portfolios from the obliteration of the 60/40 stock/bahdcation. When the dust
finally settled, the 60/40 allocation experienced its worst performance in ~85 years! Those investors that refus
to heed our call for caution and maintained highly aggressive positions in cryptocurrencies, meme stocks and
overhyped areas in general, took a horrific beating with some commonly owned securities declining by more t
80% for the year.

The results for both stocks and bonds would have been much worse if we had not seen a reasonable market
in the early months ofhe 4" quarter. As we write this in miiebruary, the markets have shown their optimistic
bent again and we have rallied in the first six weeks of the new year. From here, it is going to be very, very ha
for stocks to make meaningful progress higher. It isimtossible, but the headwind of stubborn inflation and a
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water to put out any new sparks of optimism.

For this reason, and many others, wer&n very concerned about the risk/reward in the markets and would
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risk/reward from these levelds not favorable There are better opportunities than we have seen in a while, but
the overall risk/reward is very skewed to the negative from here.

What is most interesting about the markets right now is thedimect that is beginning to become quite drastic
between the messaging from the Fed and the behavior of both the fixed income markets and the stock marke
The Fed has made it very clear that they want to see a 2% inflation rate and a more normalinedkeb Yet

the fixed income markets are forecasting that the Fed is not only going to stop raising rates very soon, but thal
they are actually going to start CUTTING interest rates by the end of the year. This is leading to optimism in th
stock market tlat the Fed is no longer going to be a headwind and might actually become a tailwind. Well, one
side of that argument is going to be very, very wrong!

You would be right to surmise that we believe a key risk is that the Fed will raise rates higher dstorgare
expecting and that could cause a meat cleaver to be taken to stock valuations. We are most concerned about
stagflation, as we know that is historically the worst possible environment for both stock and bond investors.
Thus, we continue to allotaour personal capital to investments we feel will persist in most any economic
environment. In order to help you efficiently understand precisely what we are thinking investors should do, w
have added to the bottom of this letter the summary of our aahlihemes for 2023 event. If you were able to
join us in person, this will serve as a refresher and something for you to be able to refer to. If you were not abl
be with the other 300+ from around the world, we would strongly encourage you to do $y®eax and this
summary will provide you with a snapshot of the outlook for our core themes. Themes is designed to be'®n th
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Thursday of each year, so we are scheduled for January 18, 2024, in Houston. Please hold it on your calenda
we would lovefor you to join us.

We look forward to a very productive year, and we are very close to determining the best way for us to allocat
capital in a very unique way to take advantage of the market dislocations. Stay tuned for more information. W
are gratefulfor your partnership. Please let us know if there is anything we can do for you. All our very best!

The Team at CAZ Investments

INVESTMENTS

THEMES FOR 203

The following is a high -level overview of the CAZ Themes for 202 3 live event held on January
19", 2023. Our General Session featured an overview of the current economic and

investment landscape with Christopher Zook (CAZ Investments), Tony Florence (New
Enterprise Associates ) and Yann Robard (Whitehorse Liquidity Partners ). For existing
investors in CAZ ve hicles, we were also fortunate to be joined by a spectacular lineup of
partners from some of our largest investment themes, who provided macro economic
overviews on their specific sectors as well as full updates on CAZ vehicles. Those sponsors
included EnCap Investments and Quantum Energy Partners on the Energy Revolution,
OrbiMed Advisors on Healthcare for an Aging Demographic, Dyal Capital Partners and
Bonaccord Capital Partners on The Growth of Private Equity as an Asset Class , Vista Equity
Partners on Enterprise Software is Changing the World , Khosla Ventures on Disruptive
Technology and Arctos Sports Partners on Professional Sports and The Changing

Consumer. It was an exceptional and informative event, and the following points will touch on
some of the k ey topics and takeaways. We welcome the opportunity to speak with you in
more detail about the various themes highlighted within.

0 2022 was the worst year for the 60/40 portfolio (60% S&P 500, 40% 10 -Year US
Treasury) since 1937, losing 17% for the year:
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U Speculative assets performed even worse, with cryptocurrencies, technology stocks,
IPOs, SPACs and MEME stocks losing 50 -90% or more.

U Inflation has cooled slightly in recent months but remains very high, and , more
importantly, it remains the primary issue for markets for the foreseeable future:
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U Rising interest rates are creating significant headwinds for the consumer:
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Commercial Bank Interest Rate on Credit Card Plans
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SOURCE:Federal Reserve Bank of St. Louis

Median Home Price in US: $454,900 Equivalent Home Price to have
30-Year Mortgage Rate (12/31/20): 2.67% the same payment:
Monthly Payment (20% Down): $1,470

30-Year Mortgage Rate (12/31/22): 6.48% 201.377
Monthly Payment (20% Down): $2,281 $29 3

SOURCE: Federal Reserve Bank of St. Louis

O The yield curve iIs the worl dns mosdurreatc c ur g
inversion is the most extreme in over 40 years:
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10-Year US Treasury Rate Minus 3-Month US Treasury Rate
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SOURCE: Federal Reserve Bank of St. Louis. Gray areas indicate recessions.

U In addition to rapidly increasing interest rates, the Federal Reserve is shrinking its
balance sheet in an effort to reduce inflation:
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U Stubborn inflation & slowing growth adds up to stagflation , which has historically
been, by far, the most challenging economic regime for traditional stock/bond

portfolios:
Stagflation Hurts Stocks and Bonds
60/40 Portfolio Returns by Regime (1972-2022)

Goldilocks 13%

Recovery 1%

Overall I 6.4%

Stagnation 5.7%

Reflation 5.7%
Recession 4.8%

Overheating 4.4%

Stagflation -2.6% I

SOURCE:Numera Analytics, The Daily Shot

U While equity valuations have improved, stocks are not yet cheap relative to history.
Both Price/EBITDA and Price/Sales are still near  all-time highs if you exclude the last

3 years:
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U Forward earnings estimates are being revised substantially lower:
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SOURCE:Bloomberg. 12-Month forward earnings estimates. As of 12/31/22.

U Profit margins are also trending lower due to rising supply costs, higher labor costs
and substantially higher interest expense:

S&P 500 Operating Margins
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U S&P 500 forward earnings estimates have come down over the last 9 months,
despite the enormous uplift in the Energy sector
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U Our recipe for investment success in this environment:

O O O o o

Find businesses with low/no leverage

Focus on non-correlated return streams

Look for strong recurring revenues

Find dislocation opportunities to own undervalued assets

Find major themes that you believe will persist regardless of broad economic

conditions

U Theme #1: Growth of Private Asset Managers A private markets are projected to

continue growing assets substantially over the next several years:

CAZ
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Ownership of private market asset managers checks four major boxes as part of our
recipe for success:

V Major thematic tailwind at our backs

V High quality and resilient revenues, durable through recessions, with very
predictable and persistent sustainability

V Low/no leverage at the business level

V Low correlation to equities and broad economic trends

U Theme #2: Cord Cutting & The Changing Consumer A professional sports continue s

to benefit from the major secular shift in the way content is consumed, creating
massive growth in media rights:
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Number of households in millions
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* Forecast. Pay TV households are defined as those with a subscription to traditional pay TV services.
Note(s): United States; 2013 to March 20217, Sources: Statista, eMarketer

Ownership of professional sports franchises checks four major boxes as part of our
recipe for success:

V Major thematic tailwind at our backs
V High quality and resilient revenues, durable through recessions, with very
predictable and persistent sustainability

<

Low/no leverage at the business level
V Low correlation to equities and broad economic trends

U Theme #3: The Growing Dislocation A the opportunity is just beginning, and there is
already over $300B of distressed debt in the U.S. and $650B worldwide:
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US distressed bonds and loans
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Source: Bloomberg

(next page)
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Healthcare for an Aging Demographic:

U Biotechnology stocks have rallied 30%+ from the 2022 lows, but upside of more than
100% would be available if they were to return to  recent highs:

U By the same token, p ublic market biotech valuations are near 20 -year lows:
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