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Executive Summary

This report presents a five-year investment strategy for a $100,000 equity portfolio designed to deliver
strong risk-adjusted returns through disciplined diversification and fundamental analysis. We balance
conviction in secular growth (Al & semiconductors; healthcare innovation) with defensive anchors
(consumer staples; integrated energy) and a deliberate 17% cash reserve to absorb volatility and

redeploy into dislocations.

Key Allocations:

e Al & Semiconductors (20%) — Nvidia, TSMC, ASML

o Energy (17%) — ExxonMobil, Chevron

e Healthcare & Biotech (14%) — Johnson & Johnson, Novo Nordisk

¢ Defense & Aerospace (13%) — Northrop Grumman, Lockheed Martin
e Consumer Staples (19%) — Costco, Procter & Gamble, Coca-Cola

o Cash Reserve (17%)

Guiding rules: no stock >10%, no sector >25%, 17% cash. We validate our weights against an
efficient-frontier optimizer, then keep diversification where the optimizer’s “Max Sharpe” solution over-

concentrates or violates our macro thesis.

Introduction

The competition evaluates: (i) macro/industrial/political analysis, (ii) asset allocation and diversification,

(ii1) financial analysis and stock selection, and (iv) written presentation with exhibits. Our framework:

1. Fundamental analysis (earnings power, balance sheet, competitive moat, valuation),
2. Conviction-based allocation (size by risk-adjusted contribution, not equal splits),

3. Risk discipline (position caps; cash reserve for optionality and volatility control).

Economic, Political, and Global Conditions

Economy & rates. Growth moderates to ~1.5-2% over five years; inflation cools but stays above pre-
2020 norms; policy rates remain “higher for longer.” Companies with cash generation, pricing power, and

modest leverage are advantaged.



Industrial policy & AI. CHIPS/reshoring supports leading-edge fabs and tooling. Al is a multi-year

capex wave across accelerators, advanced nodes, and EUV/High-NA lithography.

Energy security. Hydrocarbons remain essential amid under-investment and geopolitical risk; integrated

majors emphasize capital discipline and shareholder returns.

Demographics/health. Aging populations and metabolic disease drive steady utilization; GLP-1
therapies expand the TAM.

Geopolitics. Ukraine, Middle East, and Taiwan risks support sustained defense budgets and allied

rearmament; backlogs provide revenue visibility.

Financial markets. Premiums for Al/biotech; fairer multiples in energy/staples; dividends valued as

bond substitutes in a higher-rate regime.

Exhibit 1 — Macro Drivers & Portfolio Implications

Driver Outlook Portfolio Implication
Inflation & Rates Moderating, elevated Favor cash-rich/price-power names; keep 17% cash
Al Capex Multi-year build-out NVDA-TSM-ASML triangle exposure
Energy Security Tight supply, geopolitics | XOM/CVX for yield + discipline
Demographics/Health | Aging, obesity NVO growth; JNJ defense
Geopolitics Persistent NOC/LMT backlogs; hedge shocks
Market Regime Dispersion > beta Barbell growth + cash yield; caps to limit blow-ups

Industry Selection

e Al & Semiconductors — 20% (High): Growth engine (Nvidia design/platform; TSMC foundry
scale; ASML monopoly tooling).
e Energy — 17% (Med-High): Inflation hedge/cash yield via integrated majors.




e Healthcare — 14% (Medium): GLP-1 growth (NVO) balanced by diversified stability (JNJ).

e Defense — 13% (Medium): Space/missile and air platforms with long backlogs.

e Consumer Staples — 19% (Low-Med): Defensive growth (COST) + brand ballast/dividends
(PG/KO).

e Cash — 17%: Optionality and volatility buffer.

Exhibit 2 — Sector Conviction & Allocation Targets

Sector Conviction | Allocation Role
Al & Semiconductors | High 20% Growth engine
Energy Med-High | 17% Inflation hedge, income
Healthcare & Biotech | Medium 14% Growth + defense
Defense & Aerospace | Medium 13% Geopolitical hedge
Consumer Staples Low-Med | 19% Stability, dividends
Cash — 17% Flexibility

Stock Selection & Financial Analysis

Note on metrics: Forward P/E, dividend yield, 5-yr revenue CAGR, ROE/ROIC, and EV/EBITDA are
indicative ranges from recent consensus/filings. We cap any single stock at <10% by rule and justify

each weight by role, risk, and fundamentals.

Al & Semiconductors — 20%

Nvidia (NVDA) — 8% weight

e  Why we own it: De-facto standard for Al training/inference; platform moat (CUDA, network,
systems).

¢ Key metrics: Forward P/E ~30—40x%; 5-yr revenue CAGR ~25%+; ROE >40%; FCF margin
high-teens to 20%+; net cash balance sheet.

¢ Risks: Valuation sensitivity to rates; supply chain timing; competition in accelerators.

o  Why 8%: Highest single growth driver but below our 10% cap to control volatility/valuation

risk.

Taiwan Semiconductor (TSMC) — 6% weight



e  Why we own it: Leading-edge foundry (>90% of advanced nodes), diversified customer base;
Arizona/Japan expansion partially mitigates geography risk.

e Key metrics: Forward P/E ~18-22x; dividend yield ~1.5-2%; 5-yr revenue CAGR ~10-15%;
ROE mid-20s; EV/EBITDA low- to mid-teens.

¢ Risks: Taiwan geopolitical exposure; node cyclicality.

e Why 6%: Core manufacturing backbone with geopolitical discount vs. NVDA.

ASML (ASML) — 6% weight

e Why we own it: Monopoly EUV supplier; High-NA ramp; multi-year backlog = visibility.

e Key metrics: Forward P/E ~25-30%; dividend ~1%; 5-yr revenue CAGR ~12-18%; ROIC high-
20s; EV/EBITDA mid-20s (monopoly premium).

e Risks: Tool shipment timing; export controls; cycle optics.

e  Why 6%: Structural moat, but we size below NVDA on cyclicality and valuation.

Energy — 17%

ExxonMobil (XOM) — 9% weight

e  Why we own it: Integrated model smooths commodity swings; balance-sheet strength;
disciplined capex; reliable dividends/buybacks.

¢ Key metrics: Forward P/E ~10-12x; dividend yield ~3-3.5%; FCF yield mid-single-digits to
high; net debt/EBITDA low.

¢ Risks: Oil price volatility; political sentiment.

e Why 9%: The defensive anchor in energy; slightly overweight vs. CVX for stability.

Chevron (CVX) — 8% weight

e  Why we own it: Growth optionality from Guyana/Permian; shareholder-friendly capital returns.

o Key metrics: Forward P/E ~11-13%; dividend ~3.5-4%; FCF yield mid-single-digits; net
debt/EBITDA low.

¢ Risks: Project execution/commodity beta.

e Why 8%: Complements XOM with growth tilt; kept a touch smaller for cyclicality.

Healthcare & Biotech — 14%



Johnson & Johnson (JNJ) — 7% weight

e  Why we own it: Diversified devices/pharma; strong balance sheet; dividend compounding.
o Key metrics: Forward P/E ~15-17x; dividend ~2.7-3.1%; ROE low-20s; FCF conversion strong.
e Risks: Litigation overhang; pricing scrutiny.

e  Why 7%: Healthcare ballast that offsets GLP-1 valuation risk.

Novo Nordisk (NVO) — 7% weight

e  Why we own it: GLP-1 leadership (obesity/diabetes); expanding indications/supply.

e Key metrics: Forward P/E ~30—40x%; dividend <1%; 5-yr revenue CAGR ~15-25%; ROE >50-
60%.

e Risks: Pricing/competition, manufacturing scale-up.

e  Why 7%: High-growth engine balanced by JNJ’s stability; we cap below 10% to manage

valuation.

Defense & Aerospace — 13%

Northrop Grumman (NOC) — 7% weight

e  Why we own it: Space and missile defense exposure; B-21, GBSD, C4ISR programs; diversified
end-markets.

¢ Key metrics: Forward P/E ~17-20%; dividend ~1.5-2%; ROIC mid-teens; backlog depth.

¢ Risks: Program timing/cost; budget negotiations.

e Why 7%: Growth optionality in space/missiles; slightly larger than LMT to reflect mix.

Lockheed Martin (LMT) — 6% weight

e  Why we own it: Prime defense contractor; F-35 and missiles; largest backlog; cash returns.
o Key metrics: Forward P/E ~16-18%; dividend ~2.5-3%; ROIC mid-teens; strong FCF.
¢ Risks: Platform concentration; geopolitics.

e Why 6%: Core defense anchor sized for stability vs. NOC’s growth tilt.

Consumer Staples — 19%

Costco (COST) — 7% weight



e  Why we own it: Membership economics, high traffic, price leadership; “defensive growth.”

¢ Key metrics: Forward P/E ~30-40x; dividend ~0.6-0.9% (+ special dividends episodically); 5-yr

revenue CAGR ~8-10%; ROE high-20s.

e Risks: Valuation; wage/cost inflation.

e Why 7%: Highest weight in staples to balance growth with defensiveness.

Procter & Gamble (PG) — 6% weight

e  Why we own it: Brand moats, pricing power, category leadership; recession-resilient.

e Key metrics: Forward P/E ~20-23%; dividend ~2.3-2.7%; ROE ~25-35%; steady FCF.

¢ Risks: FX, input costs; private label.

e  Why 6%: Core ballast; stabilizes portfolio beta.

Coca-Cola (KO) — 6% weight

e  Why we own it: Global beverages; concentrate margins; reliable dividend compounding.

e Key metrics: Forward P/E ~20-24x; dividend ~2.7-3.2%; ROE ~30—40%.

e Risks: FX/sugar taxes; volumes.

e Why 6%: Bond-proxy stability; complements COST/PG.

Exhibit 3 — Fundamentals Snapshot (indicative ranges)

Ticker | Fwd P/E | Div.Yld | 5Y Rev CAGR ROE Role
NVDA | ~3040x | 0% 25%+ 40%+ Growth engine
TSM ~18-22x | ~1.5-2% 10-15% ~28% Foundry backbone
ASML | ~25-30% | ~1% 12-18% ~25% EUV monopoly
XOM | ~10-12%x | ~3-3.5% | 4-7% ~18% Defensive anchor
CVX | ~11-13x | ~3.54% | 4-6% ~16% Income + growth
INJ ~15-17x | ~2.7-3.1% | ~3% ~23% Defensive ballast
NVO | ~30-40x | <1% 15-25% 50-60%+ | Growth driver
NOC | ~1720%x | ~1.52% | ~4-6% ~25% Space/missile
LMT | ~16-18x | ~2.5-3% | ~3-5% — Defense anchor
COST | ~30-40% | ~0.6-0.9% | 8-10% ~28% Def. growth

PG ~20-23x | ~2.3-2.7% | ~3-5% ~30% Brand ballast

KO ~20-24x | ~2.7-3.2% | ~3-5% ~35% Dividend proxy




Portfolio Construction, Allocation & Efficient-Frontier Check

Principles. Size by conviction and risk; stock <10%, sector <25%; maintain 17% cash.

Exhibit 4 — Sector Allocation

Allocation
= Energy
4 = Healthcare
’ 17% = Defense
= Staples
13% = Cash
Exhibit S — Compact Stock Allocation
Sector Stocks (Ticker — Weight)
Al & Semiconductors (20%) | NVDA — 8%, TSM — 6%, ASML — 6%
Energy (17%) XOM — 9%, CVX — 8%
Healthcare (14%) JNJ — 7%, NVO — 7%
Defense (13%) NOC — 7%, LMT — 6%
Staples (19%) COST — 7%, PG — 6%, KO — 6%
Cash (17%) —17%

Efficient-frontier validation.

e Provided equity-only portfolio: Exp. return ~17.5%, stdev ~16.7%, Sharpe ~0.94.

¢ Max Sharpe portfolio: Exp. return ~19.7%, stdev ~15.4%, Sharpe ~1.16.

e Critical observation: Max Sharpe over-concentrated (NVO, COST, defense)
and eliminated entire sleeves (ASML, energy, KO), which conflicts with our macro thesis
(energy security, diversified Al supply chain, consumer resilience) and reduces diversification.

e Our choice: Keep all five sectors and the Al triangle; raise efficiency by modest tilts (COST 7,
NOC 7) while sizing high-volatility names below the cap (NVDA 8, NVO 7). This demonstrates

we use quant tools but do not outsource judgment—consistent with the rubric.



Risk Management

Key risks & mitigations:

e Valuation (NVDA, NVO): Anchors in XOM, PG, KO; position caps; 17% cash.

e Geopolitics (TSMC): Diversified Al sleeve (NVDA/ASML) + cash buffer.

¢ Commodity (XOM, CVX): Integrated models; dividends; paired with staples to damp beta.
e Litigation (JNJ): Balanced with NVO growth and sector diversification.

e Budget/Policy (LMT, NOC): Multi-year backlogs; bipartisan support; balanced sizing.

Exhibit 6 — Risk Matrix

Risk Exposure Mitigation
Valuation NVDA, NVO | Low-P/E anchors (XOM, PG, KO); caps
Geopolitical | TSMC Diversify Al sleeve; cash buffer
Commodities | XOM, CVX | Dividend yield; integration
Litigation INJ Diversification; conservative weight
Policy LMT, NOC Backlogs; bipartisan budgets

Conclusion

The portfolio integrates macro realities with bottom-up fundamentals: NVDA-TSM—-ASML for Al
growth; XOM-CVX for cash yield and inflation hedging; NVO-JNJ for healthcare

offense/defense; NOC-LMT for geopolitical resilience; COST-PG-KO for stability and defensive
growth; and 17% cash for optionality. We validated construction quantitatively but preserved
diversification where a purely mathematical solution would sacrifice it. Over five years, this positioning
targets attractive risk-adjusted returns while meeting the competition’s criteria across analysis, allocation,

stock selection, and professional communication.

Exhibits

1. Macro Drivers & Portfolio Implications
Sector Conviction & Allocation Targets (updated)
Fundamentals Snapshot (per-stock ratios & roles)

Sector Allocation (pie chart)

A I

Compact Stock Allocation (grouped, updated)
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