
THE LEAD
Quality on the Move

In March of this year, we noted that several of our
strategies started taking advantage of opportunities to
add quality stocks to their portfolios. These moves
commenced as our four investment pillars seek out
companies with not only high returns on capital but
also stocks that appear attractive through the lens of a
second investment pillar: valuation.

As the second quarter comes to a close, we have
witnessed a gradual improvement in the relative
performance of quality stocks. Yes, low-quality stocks
made a mark on their respective indices year-to-date.
Look no further than the Russell 2000® Index, where
“meme stocks” AMC Entertainment and GameStop
impacted performance by over 100 basis points (bps).
In the larger-cap S&P 500® Index, the top-performing
stock, Marathon Oil, was awarded a “C” quality rating
by Bank of America’s Quant Strategy group.
Regardless, the Ned Davis chart to the right
demonstrates that quality made an impressive
comeback halfway through the year, in keeping with its
long-term track record of outperforming.

So, what is quality? Quality can mean different things
for equity investors. Metrics such as return on equity,
dispersion of earnings estimates, size, and beta were
employed with varied effectiveness over time, per

BofA. According to their quantitative work, earnings
stability was especially effective when measured over
their data set from 1989 to April 2021.

In an age when algorithms can be employed to extract
known anomalies such as quality, we seek to define
quality through a quantitative lens, but also by
employing our assessment of fundamental
characteristics of quality, as seen in the chart above.
We would note that a positive Environmental, Social,
and Governance (ESG) profile is in-line with BofA’s
work, where ESG is a strong signal for future earnings
and bankruptcy risk, even better than leverage
characteristics.
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The chart above is updated from our March 2021
version of “The Lead,” and as noted, it appears a re-
rating of quality stocks has begun, but how much
further could it go? To the right, we provide one last
chart showing that quality remains inexpensive on a
price-to-sales basis. With BofA stating this month that
quality stocks represent the “best entry point in over a
decade,” fundamental investing in quality equities
appears timely.

As always, thank you for your interest and trust in
managing your investments.
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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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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 volatility of an index varies greatly. All indices are unmanaged and investments cannot be made directly in an index.

The S&P 500® Index is a readily available, carefully constructed, market-value-weighted benchmark of common stock performance.
Currently, the S&P 500 Composite includes 500 of the largest stocks (in terms of stock market value) in the United States and covers
approximately 80% of available market capitalization.

The Russell 2000® Index measures the performance of the small-cap segment of the U.S. equity universe. The Russell 2000® Index is a
subset of the Russell 3000® Index representing approximately 10% of the total market capitalization of that index. It includes
approximately 2,000 of the smallest securities based on a combination of their market cap and current index membership. The Russell
2000® is constructed to provide a comprehensive and unbiased small-cap barometer and is completely reconstituted annually to ensure
larger stocks do not distort the performance and characteristics of the true small-cap opportunity set.

Technical Terms: Return on Equity (ROE): the measure of a company’s annual return (net income) divided by the value of its total
shareholders’ equity, expressed as a percentage. Price-to-Sales: a formula used to measure the total value that investors place on the
company in comparison to the total revenue generated by the business. It is calculated by dividing the share price by the sales per share.
Return on Invested Capital (ROIC): a profitability or performance ratio that aims to measure the percentage return that a company
earns on invested capital. The ratio shows how efficiently a company is using the investors’ funds to generate income. ESG: ESG is the
acronym for Environmental, Social, and (Corporate) Governance, the three broad categories, or areas, of interest for what is termed
“socially responsible investors.” They are investors who consider it important to incorporate their values and concerns (such as
environmental concerns) into their selection of investments – as opposed to simply considering the potential profitability and/or risk
presented by an investment opportunity. (Technical definitions are sourced from Corporate Finance Institute.)

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.

Past performance is not indicative of future results. Any type of investing involves risk and there are no guarantees.

The opinions contained in the preceding commentary reflect those of Sterling Capital Management LLC, and not those of Truist Financial
Corporation or its executives. The stated opinions are for general information only and are educational in nature. These opinions 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. All opinions and
information herein have been obtained or derived from sources believed to be reliable. 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 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 Truist
Financial Corporation, Truist Bank or any affiliate, are not guaranteed by 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.

Sterling Capital does not provide tax or legal advice. You should consult with your individual tax or legal professional before taking any
action that may have tax or legal implications.
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