
In Q3, the AMI Large Cap Growth strategy outperformed the

Russell 1000 Growth index by 1.15% on a gross basis (0.90% on

a net basis). Security selection drove approximately 75% of the

outperformance, with asset allocation contributing the balance.

Outperforming stock picks in Healthcare and Consumer

Discretionary were somewhat offset by underperforming picks in

Financials and Producer Durables. Being overweight Consumer

Staples, and Materials (which outperformed the index) was

partially offset by being underweight Technology (which

outperformed).
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LARGE CAP GROWTH ANNUALIZED RETURNS

Top Contributors in Q3

Company Avg. Weight Contribution

Aramark 2.52% 0.50%

Apple 3.65% 0.47%

Alphabet 3.34% 0.39%

West Pharma Services 2.96% 0.39%

Lamb Weston 2.63% 0.37%

Bottom Contributors in Q3

Company Avg. Weight Contribution

Diamondback Energy 1.11% -0.21%

Henry Schein 2.33% -0.24%

Healthcare Services 0.38% -0.26%

SS&C Technologies 2.02% -0.31%

PayPal Holdings 3.32% -0.33%

Q3 2019* YTD 1 Year 3 Year 5 Year 10 year
Inception 

(1/1/98)

AMI Gross 2.64% 22.49% 7.08% 13.86% 10.82% 13.90% 10.90%

AMI Net 2.39% 21.63% 6.03% 12.76% 9.74% 12.80% 9.82%

R1000G 1.49% 23.30% 3.71% 16.89% 13.39% 14.94% 7.25%

S&P 500 1.70% 20.55% 4.25% 13.39% 10.84% 13.24% 7.30%
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After a period of material stock underperformance, largely driven by temporary management

missteps, an activist investor reported an approximately 20% stake in Aramark during the

third quarter. With the activist in place, optimism for positive operational changes and

strategic moves (like selling the Uniform business) drove the stock higher during the course of

Q3.

Apple’s fiscal Q3 was better than expected as non-iPhone revenue beat estimates. In

addition, Services revenue re-accelerated and China was better than feared. The company

continues to expand its efforts in Services, with payments, gaming and its new video

streaming service all expected to help the company’s growth. Additionally, the latest slate of

new iPhones and other products has been well received which has further improved investor

sentiment.

Strong Q2 results following an inline Q1 helped Alphabet (Google) shares regain momentum

throughout the quarter. The company’s advertising revenue growth re-accelerated and

operating margins expanded – both of which were concerns after the first quarter report.

YouTube views were up significantly and the company has improved the way it monetizes

ads. Lastly, we are encouraged by Google’s efforts to diversify the business into other growth

areas.

West Pharmaceutical Services continued to produce solid growth as demand for the

company’s vials, syringes, and syringe components remains high. Biotech and Pharma

companies are increasingly using West’s high-performance products, which don’t degrade

with some of the latest drug treatments. West’s products are used with nearly every new

biologic treatment that comes to market, an area of higher growth in the Biopharma industry

that we believe will persist for many years.

Lamb Weston reported solid Q4 FY19 results, although the company’s guidance for FY20

was below analyst expectations. That said, positive commentary on the pricing

environment, given increased industry capacity, as well as ongoing growth with fast-food

customers, was viewed positively. Stable demand for frozen french fries, which continued to

grow through each of the last two recessions, makes Lamb Weston an attractive holding.
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Top Contributors



Diamondback Energy continues to grow oil and gas production at a solid pace as it has

exposure to some of the fastest-growing areas in Texas and New Mexico. However, the stock

fell along with oil prices in Q3. In addition, continued tightness in pipeline capacity is

requiring higher-cost transportation alternatives. We remain bullish on Diamondback as we

expect new pipelines to come online in late 2019 and into 2020 that will lower costs. Lastly,

we believe that oil and gas commodity prices are closer to the bottom end of the trading

range.

Henry Schein’s Q2 earnings were good and in-line with expectations but the stock fell on

weaker than expected Dental sales, which is the company’s largest segment. Given that Q2

of last year was very strong, we had expected softer Dental growth and combined with the

fact that there are normal fluctuations in equipment ordering, we are not concerned over

future growth.

Healthcare Services Group reported a decline in revenue in Q2, well below estimates and the

company’s guidance. The operator of Senior Care Partners, a skilled nursing facility operator

in Texas and one of the company’s largest customers, filed for bankruptcy in December.

Historically, in these situations, Healthcare Services Group has maintained on average 90%

of the business when it is shifted to new operators. However, the company only maintained

70% of the business in this instance. We believe a fundamental shift has occurred in

Healthcare Service Group’s customer base and in the company’s value proposition to these

customers and as a result, exited the position.

Despite an in-line Q2, SS&C management noted that a number of recently acquired

companies were seeing slowdowns in their end markets, consisting mostly of investment

banks and large trading operations. With the margin improvement from recent acquisitions

now largely in the rear-view mirror, SS&C needs much higher top-line growth which we

believe will remain challenging at this point in the financial services cycle. Thus, we decided

to realize gains and exit the position as we saw better opportunities within the Technology

sector.

PayPal’s earnings were better-than-expected but the quarter overall was a bit noisy given

one-time gains from investments and dilution from recent M&A transactions. The company

also had a rare guide-down on full-year revenue due to partnership deals being pushed from

2019 into 2020. Given the stock was up 45% year-to-date prior to announcing these results,

the slight negative reaction was likely warranted. We still believe PayPal is a unique asset

and has multiple growth drivers.
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Bottom Contributors



In Q3, we added Bright Horizons and Salesforce.com. We sold Concho Resources and as noted above,

Healthcare Services Group and SS&C Technologies.

Bright Horizons is the leader in corporate-sponsored child care, partnering with large companies

across the U.S., U.K. and the Netherlands to help employees be more productive by taking the

stress out of caring for children. A stable and very sticky business with more than 95% client

retention, Bright Horizons should be able to grow organically in the mid-single digits with

additional upside from cross-selling ancillary services like education advisory and backup care

to existing clients.

Salesforce provides customer relationship management (CRM) software and is a pioneer of cloud

-based subscription software. The company has evolved to become a multi-product story

ranging from sales tracking to customer management throughout the customer life cycle.

Salesforce's products have become a must-have service in order for businesses to address the

needs of current and prospective customers. We like the company’s high level of recurring

revenue and consistent, 20% top-line growth.

We sold Concho due to better investment candidates elsewhere.
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Portfolio Additions & Deletions



Disclosures
* Performance Disclosures: AMI Asset Management (AMI) is an independent investment management firm registered 
with the Securities and Exchange Commission since 1994. Registration does not imply a certain level of skill or training. 
AMI provides discretionary asset management services to institutional and individual clients through separately 
managed accounts using seven equity and fixed income strategies. The Domestic Large Cap Growth Composite 
includes all fully discretionary, fee-paying and non-fee-paying, taxable and nontaxable households with at least 
$400,000 in equities on the last day of the previous quarter. Beginning January 1, 2006, the composite was 
constructed using client households, as defined, whereas previously the composite was constructed at the account 
level. The composite was modified beginning January 1, 2006, to reflect the increase in our minimum equity balance 
per household from $100,000 to $400,000. Returns are presented gross and net of management fees and include the 
reinvestment of all income. Gross returns are presented before management fees but after all trading expenses. Net 
returns are calculated by deducting 1/4th of the highest applicable annual fee of 1.00% from the gross composite 
returns on a quarterly basis.  Clients should not assume that managed accounts will attain similar investment 
performance in the future. All accounts are individually managed; therefore, returns for separate accounts may be 
higher or lower than the average performance stated above. The benchmarks we use are the Standard & Poor's 500® 
Total Return and the Russell 1000® Growth Index. The Standard & Poor’s 500® Total Return is designed to measure 
performance of the broad domestic economy through changes in the aggregate market value of 500 stocks 
representing all major industries. It includes a representative sample of 500 leading companies in leading industries of 
the U.S. economy. The S&P 500® Total Return focuses on the large cap segment of the market with over 80% coverage 
of U.S. equities. The Russell 1000® Growth Index measures the large-capitalization growth sector of the U.S. equity 
market. It is a subset of the Russell 1000® Index. The Index is capitalization-weighted and consists of those companies, 
or portion of a company, with higher price-to-book ratios and higher forecasted growth within the Russell 1000® Index. 
Index performance is provided as a point of reference only and does not imply that a Strategy will achieve returns, 
volatility, or other results similar to the index. The total returns for the index do not reflect the deduction of any fees 
or expenses which would reduce returns. Indices are unmanaged, and one cannot invest directly in an index.

** Source: AMI and Bloomberg. The top five and bottom five contributors information is based on a representative 
account taken from the AMI Large Cap Growth composite. The representative account was selected because it closely 
reflects the AMI Large Cap Growth investment strategy. Due to factors such as portfolio size, specific investment 
guidelines and inception dates of individual accounts, there will be dispersion between the weight, returns, and 
contributions of this account and other accounts in the composite. The Contribution is calculated by multiplying the 
weight (i.e., percentage of the total account) invested in each holding times the rate of return for that holding during 
the measurement period. The holdings identified do not represent all of the securities purchased, sold or 
recommended for AMI’s clients. Actual client holdings and characteristics may vary and holdings are subject to change. 
The reader should not assume that (1) an investment in the securities identified was or will be profitable or (2) that the 
AMI Large Cap Growth Strategy will hold these stocks in the future. References to specific securities are not intended 
as representative of past recommendations by AMI. The securities shown should not be considered recommendations 
or solicitations and may not have been, or in the future be, profitable. Nothing presented herein is or is intended to 
constitute investment advice, and no investment decision should be made based on any information provided herein. 
Past performance is not an indication of future returns. There is a risk of loss from an investment in securities, 
including the risk of loss of principal. 

To obtain free of charge (1) a complete list of composite descriptions, (2) the calculation’s methodology and a list 
showing every holding’s contribution to the overall account’s performance during the measurement period, and/or (3) 
a complete list of all buy and sell recommendations for this strategy within the last 12 months, please contact 
Katharine Kim at (424) 320-4003 or katharine@amiassetmanagement.com.
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