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The Price of Growth

As active managers investing alongside our clients, our
team's incentive is to create the best possible portfolios
for our clients to meet stated objectives. While our team
routinely scrutinizes holdings in our portfolios through
our quintiles process, force ranking a portfolio’s
holdings on a one to five basis, we also actively
challenge our positions and each other on a daily basis.
This summer, our most intense discussions surround
equity market valuations and market structure. The
chart above encapsulates the challenge – how much to
pay for growth in the top five stocks in the market
(Apple, Microsoft, Amazon, Alphabet, and Facebook).
The good news is that we own many of these across our
strategies that target the growth and value segments of
the market, however, as the bar chart on the far right
shows, the performance of these stocks have been
remarkable relative to the rest of the market.

The chart was taken from a Credit Suisse report that is
similar to others comparing 2020 to 2000 and the
concentration of large index weights (22% today in the
top five versus 18% then); however, while we believe
history does not repeat but does often rhyme, we would
point to the early 1970’s which we have found helpful in
our discussions.

Unlike 2000 when many top performing stocks were
unprofitable, investors gravitated to growth stocks after
a bear market in 1968-1970 where the S&P 500® Index
fell by over 35%. Similar to the first quarter of this year,
growth stocks outperformed small caps and value
stocks and, perhaps because of the economic
uncertainty, investors flocked into companies they knew.
These brand name growth stocks, known as the Nifty
Fifty, included names such as Coca-Cola, McDonald’s
and IBM. By the end of 1972, the Nifty Fifty had a price-
to-earnings ratio of 42x versus the S&P 500® Index at
19x and a growth rate of over 1.3x the index.

Jeremy Siegel, a professor of finance at the Wharton
School of the University of Pennsylvania, wrote a paper
in 1998 entitled, “Valuing Growth Stocks: Revisiting the
Nifty Fifty,” where he points out that:

• investors must pay for growth,
• but cannot “pay any price,”
• and most importantly, must be diversified
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Source: Standard & Poor’s, Thomson Financial, FactSet, Credit Suisse

Year over Year Contribution of EPS and Price to Earnings to Returns
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The volatility of an index varies greatly; all indices are unmanaged and investments cannot be made directly in an index.

Specific securities identified and described do not represent all of the securities purchased, sold or recommended to clients. There are no assurances that securities
identified will be profitable investments. The securities described are neither a recommendation nor a solicitation. Security information is being obtained from
resources the firm believes to be accurate, but no warrant is made as to the accuracy or completeness of the information.

S&P 500®: The S&P 500® Index is a readily available, carefully constructed, market-value-weighted benchmark of common stock performance. Currently, the S&P®
Composite includes 500 of the largest stocks (in terms of stock market value) in the United States; prior to March 1957 it consisted of 90 of the largest stocks. The
volatility of an index varies greatly; investments cannot be made directly in an index.

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 now Truist Financial
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 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 such information or opinions.

Investment advisory services are available through Sterling Capital Management LLC, a separate subsidiary of BB&T Corporation now Truist Financial 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 now Truist Financial Corporation, Branch Banking and Trust Company now Truist Bank
or any affiliate, are not guaranteed by Branch Banking and Trust Company now Truist Bank or any other bank, are not insured by the FDIC or any other federal
government agency, and are subject to investment risk, including possible loss of principal invested.

It is on these last two points where our internal
discussions are the most dynamic. As the chart on the
first page highlights, the top five have returned over 3.5x
their earnings growth this year and can all be considered
generally closely aligned with the technology sector. The
chart above highlights that the quest for growth in 2020
has been global, including regions such as Asia where
our strategies also have exposure. By engaging in

rigorous assessment and employing a process than
combines growth and value, we believe we can deliver
clients an opportunity to achieve both above average
returns with below average risk over time.

As always, thank you for your interest and trust
managing your investments.

Source: Credit Suisse HOLT. Large cap APxJ companies. Data as of end June 2020.

Charles J. Wittmann, CFA®, Executive Director, joined Sterling Capital Management in 2014 and has investment experience
since 1995. Chip is an equity portfolio manager. Prior to joining Sterling, he worked for Thompson Siegel & Walmsley as a
portfolio manager and (generalist) analyst. Prior to TS&W, he was a founding portfolio manager and analyst with Shockoe
Capital, an equity long/short hedge fund. Chip received his B.A. in Economics from Davidson College and his M.B.A. from Duke
University's Fuqua School of Business. He holds the Chartered Financial Analyst® designation.
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