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Two S&P 500 Companies with Valuation Adjusted
for Net Cash and Debt on Balance Sheet

DOW Alphabet
Market Cap 31,118 975,325
Share Price 42 1,429
(Net Debt)/cash (16,614) 100,425
Shares Outstanding 741 684
Next FY Estimated EPS 2.64 55.1
Vanilla PE 16x 26x
Adjusted PE 24x 23x

Source: Bloomberg. Financials as of 03.31.2020, prices as of 06.19.2020.

Warren Buffett has taken some hits in the popular press
here of late, not putting his cash to work at the bottom
of the market; but, at least he had the ability to put
excess cash to work if he had so desired. According to
Bloomberg, in the U.S., there have been 306 equity
issuances totaling $99 billion this quarter, with many in
the top 10, such as Softbank and Southwest Airlines,
raising cash to shore up damaged balance sheets amidst
the challenging economic environment brought on by
COVID-19. As Warren Buffett notes, cash is not thought
about when present, but becomes the only thing in mind
when absent.

One area where our investment pillars blend with the
potential benefit of our clients is when strong balance
sheets and valuation can combine to create opportunity.
While other investors may seek to have their return on
equity boosted by a company taking on excessive debt,
we look for companies that can generate attractive
returns on capital without depending on excessive
leverage. Moreover, in many cases we own companies
that have attractive returns on equity while also having
sizable stockpiles of cash (rather than debt) on their
balance sheets. We believe the cash provides optionality

for the company to increase returns for shareholders in
the future, while also providing a margin of safety in the
present. Cash rich companies can take the cash on the
balance sheet and:

* Make an accretive acquisition

* Deploy or increase the dividend

* Repurchase shares and reduce the share count

How does one take into account this potential future
firepower? One way is to adjust a company’s valuation
for the cash. Above is an example of two large cap
stocks, one of which, Alphabet, is owned in a number of
Sterling equity strategies. A price-to-earnings ratio is a
typical valuation assessment for most stocks and is
useful because it is so common. However, this valuation
ratio may not take into account the strength of the
balance sheet. As seen above, DOW stock appears less
expensive on a “vanilla” price-to-earnings ratio relative
to Alphabet. But, if one gives credit to Alphabet for its
$100 billion in cash on the balance sheet and simply
deducts the cash from the market capitalization (share
price x shares outstanding) while doing the same for
DOW, suddenly Alphabet appears less expensive than
the chemical company.
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S&P 500 Non-Financial Companies Ranked by Cash on Balance Sheet
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Source: Bloomberg, in billions

We believe the beauty of active management is the
ability to create portfolios that concentrate on unique
companies, such as those that possess high cash
balances (versus debt) on their balance sheets. Perhaps
it won't surprise you that companies with more cash
than debt are a minority of stocks in the S&P 500 (16%
as of March 2020, excluding financial service companies
that can skew the data). While analyzing who has the
most cash can be calculated by assessing cash relative

chosen simply to list those with the most cash on an
absolute basis above. Here, Sterling equity strategies
own the majority of the top five across its product suite.
Through our holdings, we believe a strong cash position
can offer value in good and challenging times, and seek
to assess the value of strong cash positions in our work.

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

to overall market capitalization or total assets, we've

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.

Performance is compared to an index, however, the volatility of an index varies greatly. 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.

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 dffiliate, 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.
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