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Q: Would you describe your investment
philosophy?

A: Our philosophy is founded on
three pillars: earnings and earnings growth,
risk control through diversification, and
stock selection as the driver of excess per-
formance. In terms of earnings, we’re look-
ing for companies with accelerating and
sustainable momentum in earnings and
sales growth trends and the profitability
trends, validated by strong fundamentals. 

Risk control is a primary theme un-
derlying our portfolio management phi-
losophy to the point that the portfolio
construction process is based on manag-
ing risk. We own a large number of
stocks, roughly 200, taking equally-
weighted initial position sizes of 0.5% to
0.6%. In addition, we implement con-
trolled sector weightings, generated from
our bottom-up stock selection. Our port-
folio sector weights should not exceed
more than two times the Russell 2000
growth sector benchmark weight, or a
maximum of 35%. 

This diversification leads us to a broad
range of sectors and industries. We’re not
just searching for growth companies in
traditional growth sectors. While some
other growth managers may have huge
weights in healthcare, technology, and/or

business services, we tend to search for
growth companies over a broader cross-
section of the market.

One of the benefits of our philosophy
is that it minimizes company-specific risk.
In baseball terminology, our philosophy is
about hitting singles and doubles, stealing
bases, and manufacturing runs to generate
excess performance, instead of swinging
for the fences by taking big bets on indi-
vidual stocks or sectors. 

This strategy is designed to lower port-
folio volatility, providing a smooth ride
with dependable and consistent outper-
formance versus the benchmark. Lastly,
this strategy enables us to be very agile in
executing our discipline, which is another
unique benefit. This is our ability to make
crisp and effective decisions, based solely
on the merits of the company and then to
execute those decisions. Because we are
taking smaller position sizes, we are able
to build the positions quickly and, when
the time comes, to sell those positions ef-
ficiently as well. Our portfolio structure
enhances the decision-making process
and the execution of our methodology.

Q: What kind of earnings are you look-
ing at? Are you emphasizing forward-
looking earnings, historical earnings, or
normalized earnings? 
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A: We look at a combination of fac-
tors, including earnings growth rates
(both historical and projected), operating
cash flow, earnings estimate revision
trends, and the profitability metrics. We
key on the direction and the momentum
of each of these factors. We focus on com-
panies that are typically profitable, either
on an earnings or cash flow basis. Our
goal is to identify companies that are in
the early stages of a ramp-up in earnings
growth rates that have not yet been fully
reflected in the company’s valuation.

Q: It is often difficult to rely on estimates
in the small-cap area, because very few an-
alysts follow those stocks. Estimates may be
only one of the metrics you look at, but
how do you handle this situation? 

A: If there are no estimates, we rely
more heavily on our own internal model-
ing and analysis. The most extensive part
of our analysis is our evaluation of the un-
derlying fundamental trends. We uncover
and evaluate the entire business model
which may include all of the following: cur-
rent business patterns and momentum (in-
cluding sales growth trends, orders, book-
ings, or changes in deferred revenue);
whether the growth is acquired or organic;
the profitability model and potential oper-
ating leverage of the model, etc. Essential-
ly, we are analyzing the momentum of the
fundamental trends versus valuation for
all our companies, but in particular where
there are no “street” estimates. It comes
down to our assessment as to whether the
trajectory of a company’s growth rate is re-
flected in the current valuation. Lastly, in
the cases where there are a few estimates
out there, we handicap the estimate, mak-
ing our own internal assessment whether
that number is achievable or not. 

Q:How do you implement this philosophy
into an investment process and strategy?

A:When finding new stock ideas, we
screen our universe, rank it, focus our fun-
damental research efforts on the top-
ranked stocks within the universe, and
make our decisions from this list. 

First, we screen for companies that are
under $2 billion in market cap with a

maximum debt/total capital ratio of 75%.
We also screen for companies that meet
our requirements for trading liquidity. This
screen helps us to narrow our universe
down to about 2,000 stocks that we run
through a proprietary multi-factor model. 

The model is broken down into four
distinct cells: earnings growth and mo-
mentum, estimate revision and expecta-
tions, price momentum, and valuation.
The earnings cell comprises about 35% of
the total model, estimate revisions 25%,
price momentum 20%, and valuation ac-
counts for the remaining 20%. 

The ranking process is designed to
help us identify stocks or companies with
positive return characteristics. Based on
our historical back-testing studies, the top-
decile stocks have roughly a 70% chance

of outperforming the universe, while the
bottom-decile stocks have only 33%
chance of outperforming the universe. It
is pretty clear where we need to start our
search for new ideas, and what stocks we
should avoid. We focus on the top-ranked
companies in our universe, before we nar-
row down this list and prioritize our top
30 or 40 stock ideas. These are the com-
panies on which we focus our fundamen-
tal research efforts. This focus list of com-
panies becomes our dynamic new idea list
that updates on a weekly basis.

In the fundamental research process,
our primary objective is to evaluate and
understand the relationship between the
most important variables that can influ-
ence the future earnings and the stock
price of a company. The analyst team has
to do three things. First, we analyze the fi-
nancial fundamentals to ensure that we’re

looking at companies with strong balance
sheets, high-quality earnings, solid prof-
itability metrics, and positive momentum.
Second, we want to uncover the compa-
ny’s business model, to understand the
business dynamics, the competitive ad-
vantages driving the current trends, and
the sustainability of those trends going
forward. 

Lastly, we try to focus on the most rel-
evant pieces of information that can influ-
ence the fundamentals, earnings, or stock
price of a company. This approach makes
us somewhat unique because convention-
al wisdom says that you have to analyze
and know every single piece of informa-
tion about a company. This type of over-
analysis does more to hinder than to help
the decision-making process. We’re more
concerned about the key drivers, and we
focus solely on those factors, as there is no
need to uncover or analyze information
that’s not going to have an impact on the
decision-making process. 

Through this process, we engage the
company management, but it is not a pre-
requisite to meet management before we
buy a stock. Because we always strive to
identify our companies at key turning
points in momentum, we may have a fair-
ly narrow window of opportunity to get in.
If we like the company based on our ini-
tial analysis, we want to go ahead and take
our research to the next level. It is at this
stage of research that we make a determi-
nation of our level of conviction in the
underlying business model, the strength
of fundamental trends, and the sustain-
ability of the future earnings growth.

Q: When you look at the earnings mo-
mentum, do you have a different approach
for the various industries or a broader
yardstick that works across industries?

A: From a quantitative perspective,
we have historically ranked each compa-
ny against the entire universe, not against
companies within their own sector. The
efficacy of our model’s overall selection
has been very good over a long period of
time. However, from a fundamental or
qualitative perspective, we analyze a com-
pany’s performance versus its competitors
and other industry participants and try to
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assess how a company is performing ver-
sus its peers.

Q: What are the most important aspects
of your sell discipline?

A: Having a disciplined process to
efficiently and effectively identify com-
panies with strong business fundamen-
tals is only half of the equation; the other
half is knowing when to sell them. We
are very disciplined in monitoring our
portfolio for any companies with weak-
ening earnings or business trends for our
sell discipline.

There are several potential catalysts
that trigger a trim or outright sell deci-
sion, the most obvious being a deteriora-
tion or negative inflection point in the
fundamentals that attracted us to a com-
pany in the first place. We constantly
monitor our companies for any yellow
flags, including but not limited to peaking
or slowing momentum in sales, earnings
growth, or the profitability trends. Anoth-
er area of focus is estimate revision trends
and earning surprises. Any moderation in
these metrics potentially signal street ex-
pectations are catching up to a company’s
story. Similarly, if a stock’s valuation
reaches extreme levels relative to the un-
derlying fundamental trends, then that
could trigger a sell decision. And lastly,
when a company reaches $3 billion in
market cap we begin to implement an exit
strategy. The alacrity with which we exit a
name depends upon the strength of cur-
rent fundamental momentum in relation
to valuation.

Q: What are the turnover levels of your
fund? 

A: Our turnover has been very con-
sistent in the 90% to 110% range over
seven years. This consistency is highly at-
tributable to the consistency with which
we have executed our process, which is
one of the keys to our success. Roughly
75% of our turnover is stock in and stock
out of the portfolio, whereas the remain-
ing 25% is trading around existing posi-
tions. If the valuation of a company has
gotten ahead of itself, but we still like the
underlying fundamental trends, we may

not want to sell the entire position. In-
stead, we may cut down the position and
look for an opportunity to add back to it
at a later date. 

Q: In addition to having a diversified
portfolio, what other risk control measures
do you have in place and what risks do you
perceive? 

A: One of our primary objectives is
reducing company-specific risk in our
portfolio, but we also like to minimize the
risk of getting too attached to a company.
We are very fond of all our companies and
we like to date them, but we don’t want to
marry them. It is much easier to part ways
if and when the time comes. That means
taking an arms-length approach towards
communication with company manage-
ment and towards the potentially biased
assessments of sell-side analysts. We try to
make our assessment based on the facts
and not based on whether we really like a
particular CEO. 

In monitoring our portfolio risks, we
track on a regular basis the Modern Port-
folio Theory risk statistics such as stan-
dard deviation of the returns, the beta of
the portfolio, our tracking error, and our
sector weights relative to the benchmark.
Even though our sector weightings are
generated from our bottom-up stock se-
lection, not only do we make certain that
we stay within our sector weight guide-
lines, but we are always performing a
check to make certain that an overweight
or an underweight position in a particu-
lar sector makes sense from a big picture
vantage. 

We are not paid to manage market
risk or hold cash as a proxy for stocks.
Our investors expect us to be managing a
small cap growth stock portfolio as a part
of an overall asset allocation strategy. 

Regarding management risks, our fun-
damental research includes an evaluation
of the management decisions, company
history, and capital allocation decisions,
all of which is a reflection of the manage-
ment and their decision-making ability at
running the business. For example, we
evaluate the impact of capital allocation
decisions, such as major acquisitions or
share repurchase, on stock price perform-
ance. One such study that we read evalu-
ated every company, which has acquired a
company that is at least 50% of its size,
and found out that 70% of those compa-
nies underperformed over the next 12
months. These incremental factors help us
to evaluate management decisions and
play a role in our overall evaluation of
company fundamentals. ❚

TICKER Staff

“We are very fond of all
our companies and we

like to date them, but we
don’t want to marry

them. It is much easier
to part ways if and when

the time comes.”

Mark Garfinkel

Mark D. Garfinkel, CFA, has served
as Managing Director of Trusco Capital
Management since 1994. He has man-
aged the STI Classic Small Cap Growth
Stock Fund since it began operating in
October 1998. He has more than 18
years of investment experience.

Upon joining Trusco in 1994, Mark
served as a Portfolio Manager for the
firm's large cap core growth discipline.
In 1998, Mark was selected to design
and lead the firm's Small Cap Growth
discipline. Mark is a member of the At-
lanta Society of Financial Analysts and
Chartered Financial Analyst Institute,
(CFA charter holder in 1993), and
earned his B.A. (1986) and M.B.A.
(1987) from Vanderbilt University.

about



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


