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Setting Expectations 
 
Recently, in a discussion with one of our clients, they 
looked at our portfolios of roughly 30 stocks and noticed 
that when we add a new investment it can take years for 
that investment to show meaningful returns. An analysis 
of the portfolios showed that the stocks recently added 
to the portfolios have mixed results while many of the 
best performing stocks had been held for years.  
Moreover, many times in client meetings we are asked 
to discuss stocks that are showing what can kindly be 
referred to as “mixed results.” 
 
One of the purposes of our monthly piece is to explain 
our investment process and communicate to clients 
what to expect from our investment philosophy. One of 
our core features is a desire to buy quality businesses at 
Dow 22,000 prices when the Dow is trading at Dow 
26,000. To find these rare mispricing's typically requires 
buying the stock when there is some controversy or 
misunderstanding that creates a near term cloud over 
the stock. Such an opportunity occurred in 2007 with 
United Healthcare when a stock option controversy 
related to management compensation placed the stock 
price under pressure. While ancient history now, the 
stock underperformed for a year before regaining its 
form.  

One of our favorite graphics is the emoji guide to 
investing that can be used for not only the stock market 
but can be applied to individual stocks as well. While 
sentiment around the market or an individual stock can 
follow a wave of emotions, our edge is seeking to keep a 
level head (bottom graphic) and buy when others are in 
the red or green stage. When purchasing stocks during 
this timeframe, famed investor Warren Buffett noted in 
his 1961 partnership letter, “sometimes these work out 
very fast; many times they take years. It is difficult at the 
time of purchase to know any specific reason why they 
should appreciate in price. However, because of this lack 
of glamour or anything pending which might create 
immediate favorable market action, they are available at 
very cheap prices. A lot of value can be obtained for the 
price paid. This substantial excess of value creates a 
comfortable margin of safety in each transaction. This 
individual margin of safety, coupled with a diversity of 
commitments creates a most attractive package of 
safety and appreciation potential.”  Temporary near term 
underperformance can be outweighed by the upside 
potential and limited downside risk.  
 
But because we want both growth and value, if an 
individual stock works according to plan, it should move 
from pessimism to performance to potential. United 
Health emerged from the stock option controversy to 

www.sterlingcapital.com 

August 9, 2019 

Source: Neligan Financial 



  
www.sterlingcapital.com 

The Chartered Financial Analyst® (CFA) charter is a graduate-level investment credential awarded by CFA Institute — the largest global association of 
investment professionals. To earn the CFA charter, candidates must: 1) pass three sequential, six-hour examinations; 2) have at least four years of 
qualified professional investment experience; 3) join CFA Institute as members; and 4) commit to abide by, and annually reaffirm, their adherence to the 
CFA Institute Code of Ethics and Standards of Professional Conduct.  
 
The opinions contained in the preceding commentary reflect those of Sterling Capital Management LLC, and not those of BB&T Corporation or its 
executives.  The stated opinions are for general information only and are not meant to be predictions or an offer of individual or personalized investment 
advice.  They also are not intended as an offer or solicitation with respect to the purchase or sale of any security.  This information and these opinions are 
subject to change without notice.  Any type of investing involves risk and there are no guarantees.  Sterling Capital Management LLC does not assume 
liability for any loss which may result from the reliance by any person upon any such information or opinions. 
 
Investment advisory services are available through Sterling Capital Management LLC, a separate subsidiary of BB&T Corporation. Sterling Capital 
Management LLC manages customized investment portfolios, provides asset allocation analysis and offers other investment-related services to affluent 
individuals and businesses. Securities and other investments held in investment management or investment advisory accounts at Sterling Capital 
Management LLC are not deposits or other obligations of BB&T Corporation, Branch Banking and Trust Company or any affiliate, are not guaranteed by 
Branch Banking and Trust Company or any other bank, are not insured by the FDIC or any other government agency, and are subject to investment risk, 
including possible loss of principal invested.  

become a consolidating force in the industry that 
dramatically improved the profitability for the company 
during a period of performance. More recently, it has 
been realizing its potential by acquiring companies in the 
higher margin healthcare information technology 
segment. Other stocks did not perform as well, such as 
Alliance Data, can confirm the market’s pessimism in 
their performance and require us to move on. If a stock 
in the portfolio is lagging or conversely has a large gain, 
one question may stem from where it is in the typical 
path from pessimism to performance to potential. As 
famed Fidelity Magellan Portfolio Manager Peter Lynch 
stated, “in my investing career, the best gains usually 

have come in the third or fourth year, not in the third or 
fourth week or the third or fourth month.” Through this 
lens, we see value in patience, waiting for the more 
recent purchases to fulfill their potential and add value to 
client portfolios. 
 
As always thank you for your interest and trust 
managing your investments. 
 
Chip Wittmann, CFA® 
Executive Director 
(757) 417-4901 
cwittmann@sterlingcapital.com 
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