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1The maximum bundled external platform fee is 2.52%. Actual fees may vary by size and type of portfolio. 2Inception date is

12.31.2005. Data is as of 09.30.2022. The benchmark is the Russell 1000® Growth. Performance is preliminary and is

annualized for periods longer than one year. Net of fees performance returns are presented net of the SMA bundled fee,

which includes all charges for trading costs, advisory services, portfolio management, custody and other administrative

fees. “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. Please refer to the attached GIPS Composite Report for additional disclosures. Sources: Russell

Investments; eVestment Alliance; Sterling Capital Management Analytics.

The Focus Equity strategy fell -5.5% (net of fees) in Q3 2022 as more waves of macroeconomic uncertainty

continued to crash upon public markets, buffeting a raft of asset classes. Prevailing themes of inflation,

geopolitical fragmentation, war, and recession remained stiff headwinds to global markets’ growth.

In fact, investors had to search the opposite side of the planet to find positive equity returns during Q3 when

only one developed market equity index finished higher: Singapore’s FTSE Straits Times (STI).3 Here in the

U.S., 3Q22 marked the third quarter in a row featuring negative returns for both stocks and bonds, a feat that

has not occurred in over 45 years.4 Q3 witnessed markets continuing to digest the strong Federal Reserve

(Fed) policy medicine, which included two successive 75 basis point (bps) doses of hikes as the central bank

moved rates to aggressively restrictive territory to combat inflation’s ability to further infect the economy.

Among the few asset classes rising in the period were commodities and currencies (which are typically

positively correlated with the levels of inflation and interest rates, respectively) among which natural gas,

orange juice, wheat, cocoa, cattle, and the U.S. dollar rose in Q3. For the first time since the beginning of the

pandemic, the U.S. Treasury yield curve finished the quarter fully inverted across the 2-, 5-, 10-, and 30-year

tenors, signaling investor expectations of a looming recession.

Sobering market developments, all.

Navigating the puts and takes, equity markets generally and Focus Equity holdings’ stock prices specifically

are still searching for a trend line as it remains difficult to generate positive returns. These periods of

wandering stock prices can be frustrating since at a company fundamentals level, Focus Equity businesses

keep executing. Volatile periods that feature a bumpy performance offer us an opportunity to remind everyone

of our focus on quality and excellence across all of the ‘three P’ factors that distinguish any asset manager like

us from the industry pack: performance, people, and process.

Performance comes first for a reason – it's our raison d’etre and what drives our business, but is an output we

control less readily than the latter two input factors. Over the long haul we believe performance is a function of

how well we manage two primary input factors, people and process.
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Performance1 QTR YTD 1YR 3YR 5YR
Since

Inception2

Sterling (Gross) -4.89% -37.57% -34.87% 1.08% 9.74% 12.05%

Sterling (Net) -5.50% -38.80% -36.56% -0.92% 7.64% 9.72%

Russell 1000®

Growth Index
-3.60% -30.66 % -22.59% 10.67% 12.17% 13.10%
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People is the most critical input, and we are excited to share that we continued to grow our Equity

Opportunities Team by adding two new analysts in Q3, Philip Apelles and John Gallagher. Philip joins us from

the Darden School of Business at the University of Virginia where he earned his MBA and was a Senior

Portfolio manager on the Jefferson Fund, a long-only equity portfolio that is part of the student-run

endowment. Philip also graduated from Vanderbilt University with a BA in Mathematics and Economics. John

joins us from the State of Wisconsin Investment Board, where he co-managed an Industrials portfolio. He has

prior professional experience as a generalist for both long-only and long-short strategies. John received his

B.S. in Finance from George Mason University and his MBA from Columbia Business School.

Our second input, process, has not changed, remaining consistent with our history (though we always seek

opportunities to refine and improve our diligence practice). However, our new analyst teammates are already

serving as research force multipliers as they amplify the depth of our underwriting process. Their work has

helped substantiate our view that we do not believe market pain will be longstanding. As we describe in our

Activity Notes below, despite the macro fog, we continue to create visibility and build confidence in our

portfolio exposures by informing our bottom-up stock thesis with our team’s own ground-level diligence.

Finally, we believe and have historical evidence supporting that our maintaining excellence of both people and

process inputs can hopefully, over the long haul, lead to strong performance outputs.

During the quarter, we consolidated our Focus Equity roster by exiting Twilio and redeploying proceeds to

rebalance our other portfolio holdings.

Performance Notes

Global markets limped into 3Q22 after their weakest six month calendar start since 1975. Seeing bargains,

dip-buying investors fueled a third quarter starting rally that extended from July into late August. Stalling the

rebound was a seismic event on August 26, the day of Fed Chair Jay Powell’s Jackson Hole speech, which

crumbled any price recovery.5 In it, Powell deliberately used shorter, narrower, and more direct messaging to

remind the bouncing capital markets that his committee’s “overarching focus right now is to bring inflation

back down to our two percent goal.”6 His remarks achieved their intended aftershock: investor momentum

collapsed, with equity markets falling through the remainder of the period to finish the quarter lower than they

began. Ripples propagated from the epicenter, further extending the Fed’s impact far beyond our borders,

ultimately forcing Q3 rescue responses from a variety of central banks. The Bank of England intervened in the

gilt market to prevent what it called “widespread financial instability,” and the People’s Bank of China stepped

into defend the yuan by jawboning traders that “you will lose if you keep betting.”7

These episodes were concrete signals helping solidify our stance that markets are not functioning properly

since normal price signals are failing.
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Please refer to the Performance Disclosure found on page 8.

At Focus Equity, we see the Fed intentionally capping price momentum across asset classes to tamp down

growth expectations while raising interest rates to drain markets too accustomed to swimming in a world

awash with cheap capital. In turn, we believe that the current market backdrop, engineered by Fed policy, is

intentionally handcuffing growth fundamentals, in part because a subdued equity market is consistent with

what the bank’s prescribed policy medicine is deliberately trying to achieve. Minneapolis Fed President, Neil

Kashkari, recently affirmed that he “certainly was not excited to see the stock market rallying after our last

meeting, because I know how committed we all are to getting inflation down.”8 Thus, as managers in periods

like these, we must maintain our focus on long-term company fundamentals while patiently allowing the Fed

policy program, and the shorter term market volatility it produces, to run its course.

Amid the Fed-dominated market, Focus Equity fell -5.5% (net of fees) in 3Q22, slightly behind the Russell

1000® Growth Index (-3.6%) and the broad Russell 3000® Index (-4.5%). Year-to-date, Focus Equity’s net

performance is down -38.8% versus the R1000G index (-30.7%) and the R3000 index (-24.6%.) Industrial

exposures led performance, whereas the technology sector continues to be weak given this space’s sensitivity

to higher rates. We continue to believe, however, that technology offers strong forward return opportunities

from current valuation levels. Zooming into portfolio holdings, top quarterly return contributors (net) were

CoStar (+108 bps), HEICO (+53 bps), Amazon (+18 bps), Casella (+17 bps), and Workday (+11 bps).

Bottom contributors (net) were Okta (-101 bps), Adyen (-77 bps), S&P Global (-76 bps), Mastercard (-74

bps), and ServiceNow (-70 bps). Looking at market factors, quality, an attribute Focus Equity never

comprises, continued to detract from performance, and year to date is the second-worst performing market

factor.9

Activity Notes

We exited Twilio during the quarter, viewing the combinations of risk/reward opportunity in other Focus Equity

holdings where we redeployed our sale proceeds. One recipient of rebalancing proceeds was HubSpot. We

updated our primary research on the company late in Q3 by spending time with customers, vendors, and

management to round out our perspective on the overall ecosystem. HubSpot is growing 3x as fast as its core

markets as the platform strongly resonates with an underserved small- and medium-sized business (SMB)

customer market we estimate exceeds $30 billion, and where we think HubSpot is the share leader.

Customers are growing rapidly (>150,000 to date) as is the company’s free cash flow (currently $200 million).

The ecosystem vendors we spoke to spanned a variety of platform functionality and affirmed the breadth of

the expansion opportunity for the company. We observed that customers typically land with Marketing and

Sales hubs, often followed by expanding with a combination of Service, Content Management System, and

Operations hubs. These motions inform the company’s guidance for net revenue retention to trend above

110% for the medium term. Finally, our conversation with Chief Technology Officer and Founder Dharmesh

Shah regarding research and development opportunities helped shape our expectation that new products

(e.g. Payments) should begin to enhance growth and cash flows in the near term while expanding the

company’s addressable overall opportunity. Despite macro uncertainty, we still expect the company to grow its

revenue base >20% next year.
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We traveled to Westbrook, Maine to sit down with IDEXX CEO Jay Mazelsky and other senior management

team members. The company was a large beneficiary of the volume of new pets adopted by homebound

families and work-from-home employees during COVID-19 lockdowns, when the U.S. pet population

increased by 5% (versus historical annual average net increases closer to 1%.) Our ongoing diligence is less

focused on probing the sustainability of this population trend (it is not, and the COVID-19 demand bump has

already reverted to mean), but rather on addressing questions we have regarding the long tail of demand for

recurring items like tests and analysis attached to this newly enlarged base of pets. We’re still observing a

healthy IDEXX growth premium (versus industry averages) as diagnostics intensity continues to increase

among veterinarian customers who are allocating more wallet share of spend for IDEXX products and

services. We are also witnessing the network effect benefit of the company’s integrated offering across

modalities. As an example, 55% of lab customers use both in-house chemistry analyzers and reference lab

services.10 A key takeaway here is the connective tissue IDEXX’s Practice Information Software provides by

reinforcing a virtuous reference cycle across the entire platform, making it stickier within customer workflows

that use a growing number of concurrent service offerings. Our conversation with Software General Manager

Michael Schrek provided helpful insights for us into their long-term strategy, which features much more

innovation on tap in the coming years. In summary, we came away viewing IDEXX not as a fleeting COVID-

19 beneficiary, but instead as a model offering visible long-term demand growth, robust competitive

positioning, and strong returns on capital, all with a credible line of sight towards a mid-teens earnings growth

runway over our investment horizon.

Finally, we met with Workday management in conjunction with our recent visit with customers, platform

vendors, and system integrators. Among a variety of topics we covered, we investigated the sensitivity of

revenue backlog (which is still growing >20%) to the weakening macro. Workday’s backlog build has been an

outperformer, and we gleaned color during a conversation with CEO and Founder Aneel Bhusri about demand

dynamics that helped contrast today’s backdrop with COVID-19’s. Specifically, Bhusri described how

customers, and therefore Workday’s growth engine, took a pause during the unique COVID-19 uncertainty in

2020, but view today’s macro slowing as a ‘garden variety’ recession. Therefore, they consider recent

slowdowns a natural part of the business cycle and aren’t stopping their digital transformation journeys as

they acknowledge next-generation software (like Workday’s) as a mission-critical enabler of both revenue

growth and expense deflation via automation. The systems integrators (which sell, install, and service a

variety of software for end customers) we interviewed described the industry now trending towards platform

implementations (versus the alternative of stitching together various ‘best-of-breed’ vendors) which we think

bodes well for Workday, since market demand seems to be following the shape of the innovation and platform

breadth Workday has been building for many years. We affirmed that the company’s solid competitive

positioning remains intact along with the ability to grow its revenue base approximately 20% annually over the

medium term.
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In conclusion, having our people focus continuously on detailed diligence, a linchpin of our process, affords us

the confidence and patience to ride out shorter term headwinds for performance, particularly at moments

when we see market price volatility dominated by central bank policy, not the business fundamentals that we

think are better long-term determinants of enterprise value creation.

We’ll close with a reminder that much like the founders we mention above, we continue to value ownership

mindsets. To that end, it is important to reemphasize that Focus Equity remains your portfolio managers’

largest family investment. Put simply, we eat our own cooking and are strongly incentivized to continuously

protect and grow your Focus Equity investment.

Just below the text of this letter, you will find Focus Equity’s quarter-end position list. The strategy remains

concentrated in 20 active positions with 40% of assets in the top five, 67% in the top ten, and 85% in the top

15 positions. We have relatively few eggs but watch our basket closely.

Thanks for your trust and investment in us.

Colin Ducharme, CFA® Jeremy Lopez, CFA®

Co-Portfolio Manager Co-Portfolio Manager
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11Representative Account. Holdings note: The weightings for your account may differ somewhat from the figures above due

to variations in account holdings, trade timing, and other client-specific circumstances. For illustrative purposes only.

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.
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 CoStar ........................................................................ 8.8%

 S&P Global ................................................................. 8.6%

 Adyen ......................................................................... 8.0%

 Mastercard .................................................................. 7.8%

 HEICO ........................................................................ 7.6%

 Microsoft ..................................................................... 6.2%

 IDEXX ........................................................................ 5.7%

 Amazon ...................................................................... 5.6%

 Casella Waste ............................................................. 4.7%

 Veeva ......................................................................... 4.4%

 Old Dominion .............................................................. 4.2%

 Atlassian ..................................................................... 3.8%

 Alphabet ..................................................................... 3.6%

 Hubspot ...................................................................... 3.5%

 Shopify ....................................................................... 3.2%

 Okta ........................................................................... 3.2%

 Workday ..................................................................... 3.1%

 ServiceNow ................................................................. 3.1%

 MSCI .......................................................................... 2.6%

 Unity ........................................................................... 1.9%

 Cash .......................................................................... 0.4%

Top 5 Total 40.8%

Top 10 Total 67.4%

Top 15 Total 85.7%

Top 20 Total 99.6%

September 30 2022 Positions
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4https://www.msci.com/www/blog-posts/markets-in-focus-half-time/03264105701
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10https://www.idexx.com/files/2022-08-11-investor-day.pdf
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Definitions and Disclosures

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.

Performance Disclosure: Performance is preliminary and is annualized for periods longer than one year. Net of fees performance returns are presented

net of the maximum SMA bundled fee which includes all charges for trading costs, advisory services, portfolio management, custody and other

administrative fees. “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.

AUM/AUA Disclosure: Sterling’s preliminary Assets Under Advisement (“AUA”) differs from our regulatory Assets Under Management (“AUM”) for which

we provide continuous and regular investment management services as disclosed in our ADV. AUA generally refers to non-discretionary assets for which

Sterling provides advice or consultation for which Sterling does not have authority to effectuate transactions. Such services include Model portfolios and

assets Sterling advises as an outsourced Chief Investment Officer on a non-discretionary basis.

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 1000® Growth Index measures the performance of the large-cap growth segment of the U.S. equity universe. It includes those Russell

1000® companies with higher price-to-book ratios and higher forecasted growth values. The Russell 1000® Growth Index is constructed to provide a

comprehensive and unbiased barometer for the large-cap growth segment. The index is completely reconstituted annually to ensure new and growing

equities are included and that the represented companies continue to reflect growth characteristics.

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.

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.

Technical Terms: The FTSE Straits Times Index (STI) serves as the main benchmark for Singapore’s stock market. It consists of the 30 top eligible

companies within the FTSE ST All-Share Index universe. The index is delivered on an intra-second streaming basis. Government bonds in the U.K., India,

and several other Commonwealth countries are known as gilts. Gilts are the equivalent of U.S. Treasury securities in their respective countries. The term

gilt is often used informally to describe any bond that has a very low risk of default and a correspondingly low rate of return. (Technical definitions are

sourced from Corporate Finance Institute and Investopedia.)

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.

8




