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1The maximum bundled external platform fee is 2.82%. Actual fees may vary by size and type of portfolio.
Please refer to the Performance Disclosure found on page 12.

“Flexibility is the key to stability.” - John Wooden
The Sterling Capital Special Opportunities strategy is designed to be a “core” or “all-seasons” portfolio, with a
primary goal of generating long-term capital appreciation. Noting that our industry often classifies investments
with either a “growth” or “value” label, we argue instead that value without growth represents a wasting asset,
and growth without regard to the price is merely speculation. We strongly believe in building a well-diversified
portfolio with constituents that boast both growth and value characteristics. We seek above-average growth of
capital, but endeavor to mitigate downside risks by using time-tested valuation tools and profitability (“quality”)
parameters.
Both academic literature and our own experience suggest that the so-called growth and value styles, as well
as small- and large-capitalization companies, move into and out of investment favor, much as our underlying
economy moves through various phases of expansion and retrenchment. Sustained periods of out- or under-
performance can lead to unproductive investor outcomes via switching. By blending these characteristics, we
hope to offer our clients a more consistent return profile, while also allowing us the flexibility to take advantage
of occasional perceived extremes in sentiment.
Consistent with our endeavor to generate above-average returns with below-average risk compared to the
overall equity market, we must “dare to be different” from our benchmark. In industry parlance, our portfolio
demonstrates high “active share,” meaning our philosophy offers the statistical opportunity to outperform
popular averages. By constructing portfolios with approximately 30-35 carefully selected securities, we strive
to achieve 95% of the diversification of a 500-stock portfolio while eliminating expensive, poorly-financed, or
strategically vulnerable companies from our holdings.

Performance Summary and Review
In the 2nd quarter of 2022, the Special Opportunities portfolio fell -17.3% (net of max bundled fees1) versus a
-16.7% decline for the Russell 3000® Index. Year-to-date, the Special Opportunities portfolio fell -22.1% (net of
max bundled fees) versus a -21.1% decline for the Russell 3000.
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Source: Bloomberg L.P.

The Russell 3000 Index and the Ten-Year Treasury Yield
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Market Overview
As you may know, the present value of an enterprise discounts future cash flows by the enterprise’s weighted
average cost of capital (WACC), influenced by the costs of debt and equity. When the WACC increases, the
present value of the enterprise declines, because it is more expensive to finance the operation of the
business. As the Federal Reserve raises the cost to borrow (the Fed funds rate), corporate financing rates rise
and the net present value (NPV) of a company declines, holding all else equal. On top of the discounting
mechanism, variable debt financing is subject to interest rate changes. In other words, rising rates increase
interest expense, resulting in lower cash flows. In addition, rising interest rates typically lead to less spending
and more saving. As a result, customers may not purchase as many products from a company, and the
company may invest less in sales, marketing, and product development to grow. In general, growth supports
higher multiples, all else being equal. Lastly, rising rates affect certain industries more than others, (e.g.,
financials), as rates are directly tied to the services of those businesses.
The simple point we seek to illuminate is that rising interest rates have multiple effects on companies that
influence theoretical and market values of equity. Unsurprisingly, as the Federal Reserve hikes rates, we see
the effects on the stock market overall. Noting the chart above, the ten-year treasury, which is considered the
risk-free rate used in most WACC calculations, has risen over 2x and more than 150 basis points (bps) since
the start of the year. Meanwhile, the Russell 3000 has fallen by more than 20%. Fed rate hikes and
quantitative tightening (QT) are not the only reasons the stock market has seen pressure this year, but they
are quite influential. Meanwhile, we would remind our clients and partners that we’re bottom-up, fundamental
stock pickers and not top-down allocators. We do not forecast markets or macros, but rather consider impacts
and construct scenario analyses to help inform our views of risks and opportunities on individual companies.
The Special Opportunities portfolio is concentrated, yet diversified, and consists of companies that we believe
offer favorable risk/reward opportunities and screen advantageously within our four investment pillar
framework. Over time, the portfolio’s outperformance has been driven by stock picking, not sector allocation.
This quarter’s performance showed a consistent dynamic, as did the first quarter of 2022. The top three best-
performing Russell 3000 sectors were Consumer Staples, Utilities, and Energy, which the strategy has 0%
exposure to. Not only did your portfolio have no direct exposure to these sectors, but the strategy was also
overweight on Technology, which underperformed all other sectors save Consumer Discretionary. On the
bright side, considering the portfolio performed roughly in-line with the benchmark, it implies that in the sectors
with exposure, the holdings outperformed. We believe it’s fair to conclude our allocation wasn’t a driver of
performance, while it’s also safe to say our stock selection was.
2Q22 Contributors and Detractors
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Leading Contributors Total Return Portfolio Weight Contribution to Return
Bristol-Myers Squibb 6.18 4.06 0.22
AutoZone 5.11 2.12 0.13
UnitedHealth Group 1.08 6.08 0.09

T-Mobile US 4.82 1.38 0.09
Take-Two Interactive 
Software -0.13 0.55 0.00

Leading Detractors Total Return Portfolio Weight Contribution to Return
HCA Healthcare -32.74 5.08 -1.88
Alphabet CI-C -21.68 5.64 -1.25
PayPal -39.61 2.78 -1.13

Akamai -23.50 4.20 -1.03
F5 -26.76 3.31 -0.98

Sources: FactSet; Sterling Capital Analytics.
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Top Contributors:
 Bristol-Myers Squibb generated almost $4 billion in revenue during 1Q22 and executed a $5 billion

accelerated share repurchase (ASR). In 2022, management expects to generate close to $17 billion,
which is greater than a 10% yield on a market cap of roughly $160 billion. We would like to highlight that
the near-term pipeline has shown considerable momentum. In March, the FDA approved the melanoma
drug Opdualag, followed by Camzyos in April for obstructive hypertrophic cardiomyopathy (HCM).
Deucravacitinib, an oral treatment for plaque psoriasis, is on track for its prescription drug user fee act
(PDUFA) date (the deadline for the FDA to respond to a new drug application) in September.

 AutoZone has both defensive and offensive traits relative to some of the most pressing market
concerns. It has the ability to pass on price increases during inflationary periods, contributing to the Do-
It-For-Me segment’s 26% increase in same-store sales last quarter. Meanwhile, the chip shortage has
been only mildly impactful. As pre-owned cars age and new cars are in short supply and potentially in
short demand if/when a recession hits, the aftermarket auto parts retailer helps to extend the lives of
used vehicles.

 United Health isn’t totally immune, but steers clear of many inflationary pressures and recessionary
fears. COVID-19’s swell early in the first quarter drove cost and utilization issues, which eventually
subsided. At the Bank of America Healthcare Conference in May, management reiterated confidence in
their ability to grow earnings per share (EPS) by an average of 13-16% over time, despite its massive
scale. They believe Optum is still early in its growth phase. The Medicare Advantage opportunity is also
young, and both Medicaid and Commercial have growth drivers ahead as well.

 T-Mobile continues to lead the 5G charge. T-Mobile is also closing the Average Revenue per User
(ARPU) gap with competition, as more of its customers adopt premium tier data plans. Its fixed wireless
access business is outpacing the rest of the industry. Management’s target for 7-8 million home
broadband subscribers in 2025 appears achievable. Lastly, T-Mobile is also leveraging its mid-band 5G
coverage for underpenetrated growth segments such as enterprise, government, and rural markets.

 Take Two closed the acquisition of Zynga on May 24, at which time the equity portion of the deal
converted to TTWO shares in the Special Opportunities portfolio. We believe the combination is
compelling. TTWO became a leader in mobile gaming, the fastest-growing sub-sector within gaming, and
has a vast library of console and PC games that can be ported to mobile over time. Both Take-Two and
Zynga have strong game slates over the next few years to drive considerable earnings growth.

Top Detractors:
 HCA, and the hospital industry in general, are struggling to adequately manage labor supply and costs.

COVID-19 had an especially strong impact earlier in the year, as providers had a difficult time managing
overflow, and extra support from contract labor was expensive and in short supply. Analyst estimates for
operating margins were taken down for HCA and most competitors, as labor headwinds should continue
throughout 2022. Management believes these headwinds should subside later in the year. We believe
the stock is oversold at 8x 2024 EPS estimates. Though labor pressures persist, the sell-side still
suggests mid-single digit top-line growth with 20% earnings before interest, tax, depreciation, and
amortization (EBITDA) margins longer-term.
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 Alphabet’s YouTube missed estimates in 1Q22 for a third-straight quarter, with headwinds from changes in
iOS privacy, the Russia/Ukraine conflict, and difficult competition, notably TikTok. Hyperscale services were
a bright spot, though, as Google Cloud revenues grew 44%. Alphabet’s core business in search engines
performed well in 1Q22, but is perhaps decelerating a bit in 2Q22, and discretionary advertising may come
under pressure if the economy falters. According to a recent sell-side note from Cowen’s internet analyst
John Blackledge, he estimated search spend would experience 18% growth in the first two months of
2Q22, compared to 23% growth in 1Q22. Meanwhile, Alphabet is ramping shareholder returns, as a new
$70 billion authorization for share buybacks was approved.

 PayPal reported a relatively in-line 1Q22 quarter in April, yet reset expectations by lowering annual
guidance and withdrawing its medium-term outlook. Active accounts rose about 9% year-over-year to 429
million. Transactions rose about 24% after their severance with eBay. Venmo volumes rose roughly 12% on
difficult comps with further tailwinds on the way, including a second-half launch coming on Amazon. Difficult
comps should subside later in the year as well, but risks remain with consumer spending, inflation, supply
chain issues, and formidable competition on both the merchant and consumer sides. At sub-14x two-year
forward EPS (the lowest it’s ever been), we believe risks are priced in, leaving meaningful upside relative to
downside from here.

 Akamai called out slowing traffic globally on its 1Q22 call and lowered its full year-revenue guidance from
6-8% to 4.5-6%. The war in Ukraine, inflation, the strengthening U.S. dollar, supply chain, and folks going
back to work or school all had impacts. Many of these risks are expected to continue throughout 2022, yet
the business continues to shift sales mix to cybersecurity and cloud. Security revenues rose 26%, adjusted
for foreign currency (FX), while the recent cloud acquisition of Linode drove a compute segment growth of
35%, FX adjusted.

 F5 fell on a lowered outlook, despite a decent first quarter, with revenue at the mid-point of guidance and
earnings at the upper end. Specialty networking chips are still in short supply, and despite some
maneuvering to dampen the impact, semi-shortages are delaying many hardware systems deliveries to
customers. Meanwhile, in addition to lower hardware revenue, sales mix shift is accelerating to a higher
margin and stickier business due to robust software growth of 40%.

Portfolio Changes
We added a new name to the portfolio and fully exited two others in the second quarter. The addition of II-VI
increases exposure to secular growth in fiber optics, a key component in Telecom and Datacom networks. The
removal of FedEx lowers exposure to domestic and international logistics. The removal of Fiserv reduces our
payments exposure.
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In May, we began to add II-VI (IIVI), rebranding in July as Coherent, a specialty materials and photonics
leader with products used in applications for optical, data and wireless communications, laser cutting, 3D
sensing, and aerospace, among others. II-VI’s current core growth drivers include optical component
products, such as transceivers, critical to both data centers and telecom networks. Optical transceivers turn
light into data and vice versa. A scaled-up laser systems business (that includes the recently closed deal for
Coherent), 3D sensing equipment, and ultimately silicon carbide (SiC, notably used in electric vehicles and
alternative energy), layer in numerous growth drivers for the next decade. Secular tailwinds include optical
communications, electric and autonomous vehicles, alternative energy, laser-based materials processing, 5G,
mobile devices, and augmented and virtual reality (AR/VR). Addressable end markets are expected to grow as
follows:

With regards to the equity opportunity group’s four investment pillars, II-VI has several secular tailwinds at its
back, and has consistently high operating margins that will likely increase over time as it integrates Coherent
and realizes synergies.
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Source: Company Filings.

Source: Company Filings.
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Source: Company Filings.

While II-VI is certainly adding leverage to complete the Coherent deal, it received a strategic investment from
Bain Capital that helps to keep debt at a reasonable level. Moreover, II-VI outlined a clear path to
deleveraging quickly following the close of the deal.

Notably, Stephen Pagliuca, Bain Capital’s Co-Chairman (and co-owner of the Boston Celtics), has assumed a
board role with II-VI. In terms of valuation, II-VI currently trades at a considerable discount relative to its own
price over earnings (P/E) multiple history, as noted below, and at a discount to the S&P 500® Index.

II-VI Two-Year Forward Price-to-Earnings Ratio

Source: Bloomberg L.P.
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As a result, we believe we have added II-VI at an attractive valuation relative to its long-term earnings growth
prospects. While we are cognizant of the near-term volatility from the acquisition and rebranding, we believe
management has a strong long-term track record regarding strategic mergers and acquisitions (M&A), and
that there is likely upside to the current synergy guidance. Notably, II-VI’s acquisition of Finisar in 2019
resulted in realization of synergy targets well in advance of initial guidance. Moreover, we have chosen to
cautiously proceed with a small starter position while we assess early progress with integration efforts.
We sold shares of FedEx Corporation (FDX) in Special Opportunities portfolios in May 2022. While we still
like FedEx’s dense transportation network and exposure to secular ecommerce trends, we are concerned
regarding management’s ability to navigate inflation pressures that could lead to deteriorating margins.
Recent retail and consumer spending statistics also suggest that spending could slow, presenting an
additional headwind. If earnings growth slows, we believe FedEx’s optically low multiple could turn out to be a
value trap. Additionally, relative to UPS, FedEx spends considerably more of its operating cash flow on capital
expenditures, resulting in less free cash flow (FCF) available for shareholders. Finally, while FedEx continues
to trade at a discount to UPS, we do not believe the two are likely to converge. FedEx remains unable to
narrow the productivity and efficiency gap, which has led to margins persistently below its closest peer (see
chart below).

We sold Fiserv (FISV) in June. We’ve been trimming the position since we began adding PayPal in March to
limit the portfolio’s payments exposure. We lack confidence in the CEO brought over from the First Data
merger. Moreover, the businesses of GPN, another Special Opportunities holding, and FISV have converged
post their respective mergers a few years ago. Therefore, we decided not to own both, but rather to diversify
our payments bet into PYPL, where we see greater differentiation and a superior risk/reward opportunity.

Net Income Margin: UPS vs FDX

Source: Bloomberg L.P.
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Conclusion
Although we see the odds of a recession climbing (some suggest we are already in one) and we are not able
to call a market or macro bottom, some of our contemporaries are already looking beyond considerable near-
term headwinds, noting the proverbial “light at the end of the tunnel.” So, are there a few silver linings? Ned
Davis’s chief investment strategist, Tim Hayes, believes there’s reason for optimism and recently lifted the
outlook on domestic U.S. stocks to overweight. Noting the top chart below, the bond market’s gauge of price
pressures over the next five years is at the lowest level since October 2021.

Source: Bloomberg L.P.

Commodity decline points to future inflation declines, consistent with receding inflation expectations,” Hayes
recently informed clients, per Bloomberg. If inflation “expectations continue to trend lower, with commodities
correlating on the downside and inflation starting to follow, the Fed and other central banks will be able to slow
or even stop their tightening initiatives.” As noted above, June showed a reversion in commodity pricing. In
fact, Energy was the worst-performing sector in June, followed by Materials.
The CBOE Volatility Index (VIX) was also elevated recently, and in the past, served to ignite a rally once it
subsided. Note on the following page, the spikes in the VIX are in red and subsequent market rallies in the
S&P 500 are in green.
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David Zervos, chief market strategist at Jefferies, has been mostly negative in 2022, but recently changed his
tone. On CNBC, Zervos was quoted saying, “If you have the fire power, this is not an unreasonable time to
get involved. And that’s coming from a guy who spent most of this year handing out broken-hearted QT hats
to his clients, which I think I wore once on your show. And I’m still handing them out and I think QT is going to
break some hearts, but it might have already broken enough hearts and we may be getting to the point where
you have some silver linings coming through.” In other words, perhaps the market is overly discounting some
current macro and geopolitical headwinds.
Famed hedge fund manager Bill Ackman, head of Pershing Square, generally agrees. Ackman, like some
others, accused the Fed of letting inflation “get out of control” by not raising rates fast enough. We would
generally agree with his recent comments that a “recession narrative” has taken hold of the market and
spurred recent selloffs, despite a few positive signals that remain. “We have a supply, not a demand problem.
This does not seem like a set up for a true economic recession regardless of the favored definition,” Ackman
said. With consideration to a potential upcoming recession, Ackman asserted key macros remain strong
despite the recent slowdown. Consumer spending has outpaced levels compared to last year. We have a
historically low unemployment rate and wages are rising. Yes, gross domestic product (GDP) growth may
slow down, but it is clearly elevated in the absolute sense, as noted on the next page (shaded bars denote
recessions.) The slope of the curve looks especially steep recently and perhaps has overshot the recent trend
line to a degree, but even with a mild pull back, the steady up and to the right posture could persist.

Source: Bloomberg L.P.
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As it pertains to positioning, we believe the portfolio should benefit from a variety of secular trends: debit and
credit over checks and cash; e-commerce over bricks and mortar; vehicle content containing active safety and
electrification; digitization of consumer and enterprise activities; decisions driven by data and analytics; aging
population; advancement of medicine and medical devices; expanding broadband connectivity; heightened
cybersecurity threat levels; and the growth of 5G wireless, cloud and edge infrastructure. These are just a few
examples of rapidly growing end markets that we believe will contribute to faster revenue and cash flow growth
for the companies that make up the Special Opportunities portfolio.
We believe your portfolio enters the second half of 2022 well-positioned with respect to our four investment
pillars too. We remain unwavering in our approach of deploying capital to opportunities that look attractive on
such metrics. Relative to the median Russell 3000 constituent, the median Special Opportunities holding
trades slightly cheaper, is far more profitable, has a meaningfully more conservative balance sheet, and is
expected to deliver faster and more consistent earnings growth, both in our view, and as noted in the table
below.

Pillar Metrics: Growth, Valuation, Profitability & Balance Sheet Strength 

*Representative account. As of 06.30.2022. Source: Bloomberg L.P.

Gross Domestic Product (GDP)

Source: U.S. Bureau of Economic Analysis.
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As always, we thank you for your interest and support.

Dan Morrall
Co-Portfolio Manager

Josh Haggerty, CFA®

Co-Portfolio Manager
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Performance Disclosure: Performance is preliminary and is annualized for periods longer than one year. Net of fees performance returns are presented net of the
investment management fees and trading expenses. “Pure” Gross of fees performance returns do not reflect the deduction of any fees including trading costs; a
client’s return will be reduced by the management fees and other expenses it may incur. Investment management fees are described in Sterling’s Form ADV 2A.
Performance reflects the reinvestment of interest income and dividends and realized capital gains. The performance presented represents past performance and is
no guarantee of future results. Performance is compared to an index, however, the volatility of an index varies greatly and investments cannot be made directly in
an index. Market conditions vary from year to year and can result in a decline in market value due to material market or economic conditions. The Performance is
considered Supplemental Information to the GIPS Composite Report which is attached.

The Russell 3000® Index measures the performance of the largest 3,000 U.S. companies representing approximately 98% of the investable U.S. equity market.
The Russell 3000® Index is constructed to provide a comprehensive, unbiased and stable barometer of the broad market and is completely reconstituted annually
to ensure new and growing equities are included.

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.

Technical Terms: Accelerated share repurchase (ASR) is an investment strategy where a publicly-traded company expeditiously buys back large blocks of its
outstanding shares from the market by relying on a go-between investment bank to facilitate the deal. Earnings Per Share (EPS): a key metric used to determine
the common shareholder’s portion of the company’s profit. EPS measures each common share’s profit allocation in relation to the company’s total profit. Price
Earnings Ratio (P/E): is the relationship between a company’s stock price and earnings per share (EPS). The P/E ratio shows the expectations of the market and
is the price you must pay per unit of current earnings (or future earnings, as the case may be). EBITDA: Earnings Before Interest, Taxes, Depreciation, and
Amortization is a metric used to evaluate a company’s operating performance. It can be seen as a proxy for cash flow from the entire company’s operations. Gross
domestic product (GDP) is the total monetary or market value of all the finished goods and services produced within a country’s borders in a specific time period.
As a broad measure of overall domestic production, it functions as a comprehensive scorecard of a given country’s economic health. Free Cash Flow (FCF):
measures a company’s financial performance. It shows the cash that a company can produce after deducting the purchase of assets such as property, equipment,
and other major investments from its operating cash flow. Net Present Value (NPV) is the calculated difference between net cash inflows and net cash outflows
over a time period. NPV is commonly used to evaluate projects in capital budgeting and also to analyze and compare different investments. A firm’s Weighted
Average Cost of Capital (WACC) represents its blended cost of capital across all sources, including common shares, preferred shares, and debt. The cost of
each type of capital is weighted by its percentage of total capital and they are added together. Quantitative tightening, also known as balance sheet
normalization, is a type of monetary policy followed by central banks. It simply means that a central bank reduces the pace of reinvestment of proceeds from
maturing government bonds, and is the exact opposite as the monetary stance of quantitative easing. Quantitative tightening also means that the central bank may
increase interest rates as a tool to curb the money supply in the economy. Average revenue per user (ARPU), also known as average revenue per unit, is a non-
GAAP metric commonly used by digital media companies, social media companies, and telecommunications companies to assess their revenue-generating
capabilities at the per-customer level. The Chicago Board Options Exchange (CBOE) created the VIX (CBOE Volatility Index) to measure the 30-day expected
volatility of the US stock market, sometimes called the “fear index”. The VIX is based on the prices of options on the S&P 500 Index and is calculated by
aggregating weighted prices of the index’s call and put options over a wide range of strike prices. (Technical definitions are sourced from Corporate Finance
Institute.)

The Chartered Financial Analyst® (CFA) charter is a graduate-level investment credential awarded by the 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.

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.

Past performance is not indicative of future results. Any type of investing involves risk and there are no guarantees that these methods will be successful.

The opinions contained in the preceding presentation 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.
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, an investment adviser registered with the U.S. Securities & Exchange
Commission and an independently-operated 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.

Expires 09.30.2022.
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