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MARKET ENVIRONMENT

Major global equity markets showed strength
throughout the first quarter of 2024. The U.S. and Eu-
rope were aided by excitement surrounding artifi-
cial intelligence, encouraging economic data and
investor expectations for rate cuts from central
banks this calendar year. During the quarter, U.S.
equity markets reached new highs and Japanese
equities continued to rise, surpassing a record high
from 34 years ago. While equities in China had been
pressured throughout 2023, the first quarter of 2024
showed a recovery. In March, the U.S. Federal Re-
serve, Bank of England, European Central Bank and
Bank of Japan all held meetings. While the U.S., U.K.
and Europe chose to leave interest rates un-
changed while they continue to monitor evolving
economic data, the Bank of Japan enacted its first
rate hike since 2007 and exited negative interest
rate territory.

PORTFOLIO PERFORMANCE

The portfolio’s return was 4.57% (net) for the report-
ing period. This compares to the MSCI World Index
that returned 8.88% for the same period.

Top contributors:

e Daimler Truck Holding was a tfop contributor dur-
ing the quarter. In March, the German fruck and
bus manufacturer released strong fourth-quar-
ter results, accompanied by 2024 margin guid-
ance that significantly exceeded consensus ex-
pectations. The expected margin resilience is in
spite of a weaker global fruck market and is a
result of management’s decisive actions to im-
prove pricing, drive higher service penetration
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and increase the flexibility of the cost base. This
is most evident in the Mercedes-Benz segment,
primarily serving the European and Latin Ameri-
can markets, which increased its adjusted EBIT
margin from sub-1%in 2019 to over 10% last year.
We are impressed by management’s execution
following the 2021 spin-off from the former Daim-
ler Group and believe the company is posi-
tioned to earn structurally higher through-cycle
margins than in the past. We met with CEO Mar-
tin Daum following the release and confinue to
see an attractive upside for this investment.

e Fiserv was a top conftributor during the quarter.
The U.S.-headquartered company is a leader in
merchant acquiring, issuer processing services,
and core banking software. During the fime we
have held the stock, Fiserv, under the leadership
of CEO Frank Bisignano, has delivered peer-
leading organic growth, meaningful margin ex-
pansion, and mid-teens earnings-per-share
growth. We believe the company can deliver
similarly impressive results over the medium
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term, yet today the shares still frade at a mean-
ingful discount to the S&P 500 Index. We believe
that Fiserv is performing well and remains an at-
fractive investment.

Kroger was a contributor during the quarter. The
U.S.-headquartered consumer staples com-
pany's stock price rose following the release of
fourth-quarter results that were modestly ahead
of consensus expectations and favorable guid-
ance for 2024. While the metrics do not appear
particularly strong, the environment is sfill nor-
malizing after exceptionally strong perfor-
mance during Covid-19. Notably, Kroger reiter-
ated its intention to fight the FTC's lawsuit o
block the Albertsons deal. We continue to be-
lieve in the long-term prospects of Kroger.

Top detractors:

Charter Communications was a top detractor
during the quarter. In February, the U.S.-head-
quartered communication services company'’s
stock price fell when the company reported
that broadband subscribers declined 0.2% se-
quentially. We anticipate that broadband sub-
scriber growth will remain challenging in the
near term due to a heightened competitive en-
vironment and the likely wind-down of a gov-
ernment subsidy program. However, we expect
these competitive forces will abate over the
medium term and that Charter’'s broadband
subscriber base will return to normal growth. In
the meantime, the company continues to grow
earnings, invest in high-return capital projects
and repurchase stock. We maintain our belief in
the long-term prospects of Charter Communi-
cations.

Bayer was a top detractor during the quarter. In
January, the German-headquartered health
care company had a larger than average

For institutional use only.

HARRIS ASSOCIATES

March 31, 2024

adverse jury verdict in its long-running RoundUp
litigation. We continue to believe that these
headline verdicts will be reduced substantially
on appeal and note that Bayer has since won
two cases in a row. Then, in March, the com-
pany held its long-awaited capital markets day.
The event contained limited material strategy
updates as Bayer is no longer pre-communi-
cating its litigation strategy, is erring conserva-
tively by not issuing mid-term targets, and is de-
ferring a break-up until its balance sheet is in
better shape. This didn't bring the quick wins
some investors had hoped for, but we support
the strategy and appreciate management’s
sharp focus on improving profitability and cash
generation while starting to cut away at the
company’s bureaucracy. The full-year 2023 re-
sults and 2024 guidance were both in line with
our expectations.

Worldline was a detractor during the quarter. In
February, the French payments firm's stock
price fell following the release of its fourth-quar-
ter results. Despite the negative share price re-
action, we believe that Worldline's results were
generally in line with consensus expectations.
Overall, we think there were two negatives from
the results. First, Worldline took a EUR 1.15 billion
impairment on its merchant business, which we
believe relates to Ingenico. Second, guidance
was cut significantly from third-quarter results
with management citing a weakening macro
and a desire to set up guidance they could
more easily beat as reasoning. Although we
think that we could see some near-term weak-
ness over the next few quarters, we continue to
believe in the long-term prospects of Worldline.
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PORTFOLIO POSITIONING
We initiated the following position(s) during the pe-
riod:

e Deere & Company is a leading manufacturer
of agricultural equipment with dominant mar-
ket share positions in North America and Bra-
zil. Despite its brand strength, technological
capabilities and distribution advantages, the
company's stock price has recently come un-
der pressure due to investor fears of a trough
in the current agriculture business cycle.
Longer term, world population and food de-
mand are expected to increase annually with
land and labor devoted to agriculture set to
decline each vyear.As a technological
leader, we believe Deere is well-positioned to
benefit from this dynamic as farms will need
to become more productive. We also like that
the company's management team has a
strong track record of growing the business or-
ganically through cycles, continuously im-
proving returns on invested capital and re-
turning capital to shareholders. We were able
to purchase shares in the company at a dis-
count to our estimate of infrinsic value and to
other high-quality industrials.

e Reckitt Benckiser Group is a global consumer
products company with leading brands in
consumer health, infant nutrition, home care,
and hygiene. We like that more than half of
the company's sales are generated from con-
sumer health products, which is a category
with meaningful barriers to entry, high margins
and attractive growth. Additionally, we be-
lieve improved execution, particularly in sales
and supply chain management, along with
investments in growth-reacceleration, pro-
vide potential for future margin expansion.
Lastly, we appreciate Reckitt Benckiser's
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results-oriented culture and management
team that have historically led to significant
value creation for its shareholders. Trading
meaningfully off its highs, we were recently
able to purchase shares at a significant dis-
count to our estimate of intrinsic value.

We eliminated HCA Healthcare and Recruit
Holdings from the portfolio during the period.

OUTLOOK

While we keep a watchful eye on the macroeco-
nomic environment, we remain focused on our bot-
tom-up, fundamental analysis at the company level
when constructing portfolios. We invest in businesses
priced at substantial discounts to our estimate of in-
trinsic value, that we believe will grow per share
value over time, and have management teams
that think and act like owners. Our analysts are gen-
eralists who remain industry agnostic and focused
on finding value, regardless of what isin favor af any
given moment. We believe this positions our portfo-
lios for sustainable, long-term success.
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The specific securities identified and described in
this report do not represent all the securities pur-
chased, sold, or recommended to advisory clients.
There is no assurance that any securities discussed
herein will remain in an account’s portfolio at the
time one receives this report or that securities sold
have not been repurchased. It should not be as-
sumed that any of the securities, fransactions, or
holdings discussed herein were or will prove to be
profitable.

The information, data, analyses, and opinions pre-
sented herein (including current investment themes,
the portfolio managers’ research and investment
process, and portfolio characteristics) are for infor-
mational purposes only and represent the invest-
ments and views of the portfolio managers and Harris
Associates L.P. as of the date written and are subject
to change without nofice. This content is not a rec-
ommendation of or an offer to buy or sell a security
and is not warranted fo be correct, complete or ac-
curate. Datais in terms of U.S. dollars unless otherwise
indicated.

Certain comments herein are based on current ex-
pectations and are considered “forward-looking
statements”. These forward-looking statements re-
flect assumptions and analyses made by the portfo-
lio managers and Harris Associates L.P. based on their
experience and perception of historical trends, cur-
rent conditions, expected future developments, and
other factors they believe are relevant. Actual future
results are subject to a number of investment and
otherrisks and may prove to be different from expec-
tations. Readers are cautioned not to place undue
relionce on the forward-looking statements.

The MSCI World Index (Net) is a free float-adjusted,
market capitalization-weighted index that is de-
signed to measure the global equity market perfor-
mance of developed markets. The index covers ap-
proximately 85% of the free float-adjusted market
capitalization in each country. This benchmark cal-
culates reinvested dividends net of withholding
taxes. This index is unmanaged and investors cannot
invest directly in this index.
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