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During the third quarter of 2019, the Polen Focus Growth Composite Portfolio (the “Port-
folio”) returned 0.92% gross of fees compared to 1.48% for the Russell 1000 Growth Index 
and 1.70% for the S&P 500.  Over the trailing 12 months, the Portfolio has returned 9.71% 
versus 3.71% for the Russell 1000 Growth and 4.25% for the S&P 500.

Despite the modest gains made by our Portfolio and the benchmarks, the quarter was 
marked by substantial volatility on trade concerns and the future trajectory of interest 
rates.  The U.S. Federal Reserve cut interest rates twice during the third quarter, possibly 
bowing to political pressure from the White House, but longer-term interest rates actually 
rose to end the quarter.  

The gyrations surrounding geopolitical and monetary policies led to some of the largest 
intra-quarter “factor rotations” in recent memory.  In July and August, our Portfolio con-
tinued to perform well as the market rewarded companies with earnings and price mo-
mentum as well as high returns on capital and low leverage (high quality factors).  But 
September marked a reversal toward businesses with low returns on capital, high leverage 
and high cyclicality (low quality factors).  

Companies that possess low quality characteristics are specifically excluded by our invest-
ment philosophy and process.  We believe companies with the strongest business models 
and competitive advantages put clients in the best position to protect and then grow cap-
ital over the long-term.  But as a result of the “factor rotation” in September, our Portfolio 
underperformed given its heavy bias to quality, i.e., strong balance sheets, high returns on 
capital, high profit margins and high organic revenue growth.
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• During the third quarter of 2019, the Polen Focus Growth Composite Portfolio (the “Port-
folio”) returned 0.92% gross of fees compared to 1.48% for the Russell 1000 Growth Index
and 1.70% for the S&P 500.  Over the trailing 12 months, the Portfolio has returned 9.71%
versus 3.71% for the Russell 1000 Growth and 4.25% for the S&P 500.

• Despite the modest gains made by our Portfolio and the benchmarks, the quarter was
marked by substantial volatility especially around “factor rotations.”

• In July and August, high quality factors continued to perform well; but in September, a
marked shift toward lower quality factors such as financial leverage (debt) were in de-
mand.  As a result of this factor rotation, our Portfolio underperformed in the month of
September because it is heavily biased toward quality.

• Our top performers this quarter were Alphabet, Dollar General and Zoetis.  Our largest
detractors were Align Technology, Facebook and Gartner.

• After somewhat elevated trading activity in the second quarter, we had minimal trading
activity in the third quarter.  We initiated a new position in MSCI Inc. during the third
quarter.

Please reference the supplemental information to the composite performance which accompanies this commentary.



Please reference the supplemental information to the composite performance which accompanies this commentary.

At the end of the day, factor rotations that either weigh on 
the Portfolio, like the one we experienced in September, or 
benefit the Portfolio, like prior rotations into high quality fac-
tors, are all simply short-term noise.  In prior commentaries, 
we have discussed how the market’s daily trading volumes 
are increasingly driven by “non-thinkers” such as passive and 
quant strategies and how this trend may cause share prices 
and business fundamentals to disconnect over shorter peri-
ods of time.  But, shorter-term market drivers are neither of 
consequence to us nor controllable by us (or any other in-
vestment manager for that matter).  What we believe drives 
share prices and returns over the long-term and what is with-
in our ability to understand is the long-term earnings power 
of businesses. 

We believe the long-term earnings power of our Portfolio’s 
holdings remains top notch, and this is where we will contin-
ue to focus our time.  We note September’s factor rotation 
simply to explain the high degree of intra-quarter volatility 
and the pronounced influence of factors that we’ve seen in 
the short term due to the prevalence of “non-thinking” strat-
egies. While these shifts can result in short-term underper-
formance, we believe, over time, our emphasis on long-term 
earnings power will continue to benefit the Portfolio and our 
clients. 

We will not make tactical portfolio shifts into lower quality 
companies based on non-fundamental market moves. Hope-
fully, these types of market reactions present opportunities 
to buy great businesses that may have been temporarily 
caught up in short-term gyrations unrelated to underlying 
company fundamentals.  This past quarter, we used the qual-
ity sell-off to enter a new position in MSCI Inc., a wonderful 
business we have been studying for some time and which we 
discuss in more detail below.

As we approach 2020, we are asked often about our views 
on next year’s U.S. presidential election and other geopolit-
ical issues affecting markets, such as the ongoing U.S.-China 
trade conflict.   While we do not try to predict the outcome 
of these inherently unknowable events, we certainly evalu-
ate potential damage to individual businesses caused by pro-
posed regulation, legislation or geopolitical issues.  Over our 
entire history, though, rarely have we had to make portfolio 
changes based on macroeconomic issues; and at this point, 
we do not expect to make meaningful changes to the Port-
folio based on the winner of the upcoming U.S. presidential 
election, the outcome of the ongoing trade issues with China 
or other economic factors.  

We are vigilant in evaluating risks to our investments, includ-
ing macroeconomic risks.  These risks, however, very rarely 
change our investment thesis in a company.  The companies 
we seek to own typically have value propositions, competi-
tive advantages and growth opportunities that we believe are 
too strong and durable to have short-term economic head-
winds derail their long-term earnings potential.  Although 
their path might not be linear and may have bumps along the 
way, we continue to expect our companies to produce robust 

earnings growth well into the future.

The top three contributors (portfolio average weight mul-
tiplied by return) for the third quarter were Alphabet Inc. 
(1.00%), Dollar General Corporation (0.67%) and Zoetis, Inc. 
(0.54%).

The largest detractors in the third quarter were Align Tech-
nology, Inc. (-1.03%), Facebook, Inc.  (-0.64%) and Gartner, 
Inc. (-0.38%).

Our top three performers this quarter shared a consistent 
theme—they all released positive earnings reports during the 
second quarter reporting period (late July to early Septem-
ber).  All three companies produced attractive results, and 
we believe the solid business activity each is seeing will likely 
prove to be sustainable.  Our investment thesis or growth ex-
pectations for these three companies did not change.  

Two of our relatively smaller market capitalization holdings 
were among our biggest detractors this quarter.  Align Tech-
nology has been a good performer for us over the last few 
years. However, the last year has been much more difficult 
as competitors in the clear aligner space have been entering 
the market.  Align’s mid-20% revenue growth remains attrac-
tive but slightly below our expectations.  We believe there 
has been some competitive pressure mostly at the lower end 
of the market.  That said, we have always expected the com-
pany to have a smaller piece of a much larger industry over 
time and we believe this remains the case.  Bumps in the road 
could continue in the short term both within certain geogra-
phies like China and particular customer types such as lower 
income.  Still, we continue to believe the clear aligner mar-
ket is only just over 10% penetrated with braces still claiming 
most of the market.  Therefore, we believe the runway for 
growth remains long. 

Even with much lower market share than it has enjoyed in the 
past, we believe Align can be much larger than its current size 
over time.  We believe clear aligners will replace traditional 
brackets and wires (braces) as the standard of care in both the 
adult and teen populations globally.  That said, we continue to 
closely watch competitors in the space, particularly the low-
er-priced, direct-to-consumer offerings, to better gauge any 
threat to Align’s competitive advantage and our thesis that 
leading clear aligners must be high quality and, in the signifi-
cant majority of cases, should require orthodontist or dentist 
intervention due to the complexity involved.

Gartner also came under significant pressure in the third quar-
ter after it modestly lowered earnings growth guidance for 
the rest of this year.  Most of the modest shortfall appears to 
stem from accelerated investments in the CEB business it ac-
quired over two years ago.  CEB, now called Gartner Business 
Sales (GBS), gives research and insights around corporate best 
practices to people in HR, Finance, Marketing, Supply Chain, 
Compliance and other departments within companies.
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The acquisition, from our perspective, added to Gartner’s ex-
pertise in all areas of technology research.  

While GBS has taken longer to integrate and grow and has 
required more investment than we expected, it comprises 
only 15% of profits today and appears to us to be on track for 
accelerated revenue growth and margin expansion in 2020.  
New GBS subscriptions are seeing the same high level of en-
gagement from subscribers as Gartner’s technology subscrip-
tions, which we believe is a strong sign of future growth as 
the new offerings further penetrate Gartner’s existing client 
base. 

In addition, we believe many of Gartner’s GBS customers 
within areas like HR or Marketing are using GBS subscriptions 
for technology inquiries that apply to their fields, and technol-
ogy research is Gartner’s bread and butter.  In our view, this 
validates the rationale for the CEB acquisition.  Technology 
needs and decision-making has become more broad-based 
rather than the sole responsibility of the chief technology 
people within a company.  With the CEB acquisition, Gartner 
now has the capability to provide more research offerings to 
an expanded set of decision-makers across the different de-
partments within a company.  Overall, we feel Gartner’s core 
technology research business, which is approximately 85% of 
total profits, is performing well and the smaller GBS business 
is poised for accelerated growth and profitability. 

After somewhat elevated trading activity in the second quar-
ter, we had minimal trading activity in the third quarter.  We 
initiated a new position in MSCI Inc. during the third quarter.
MSCI is a provider of investment decision support tools to 
asset managers such as Polen Capital and asset owners and fi-
nancial intermediaries like our clients.  It is best known for its 
index products, especially global and international equity in-
dices, including the MSCI All Country World Index (ACWI) and 
the MSCI ACWI ex-U.S. Index that are often used to bench-
mark our Global Growth and International Growth strategies, 
respectively.  Polen Capital mostly uses MSCI for benchmark-
ing our investment returns but many asset managers also use 
MSCI’s data in their core business of portfolio construction. 
MSCI has pricing power, little direct competition and high re-
curring revenue growing at double-digit rates that we believe 
should be sustainable for quite some time. 

Based on our research, the company’s competitive advantage 
starts with its accumulation of high-quality data over multiple 
decades into extensive historical databases across dozens of 
countries, currencies and vendors.  This ocean of quality data
has allowed MSCI to establish credibility as a trusted provider 
of equity indices and other investment decision support tools.

It houses data from more than 200 third-party sources and cal-
culates more than 200,000 indices daily, all of which are dis-
tributed over multiple delivery channels every day with near 
perfect accuracy.  

Its global presence, scale and trusted brand make MSCI an 
industry standard across public equity markets.  In other 
words, especially for global and international equity indexes, 
asset managers such as Polen Capital and asset owners and 
financial intermediaries such as our clients have collectively 
agreed that a trusted, credible third-party source is required 
to accurately measure the relative performance of various in-
vestment portfolios and MSCI has earned that trust. 

Most of MSCI’s customers pay subscription fees to access its 
offerings.  As a result, the business model has a high degree 
of recurring revenues and a sticky customer base with low 
rates of cancellation due to the entrenched nature of MSCI’s 
products with its clients.  The shift in invested dollars to more 
global allocations, passive products and ESG and factor prod-
ucts are all tailwinds for MSCI’s business. In addition to its 
equity index business which accounts for approximately 80% 
of total profits today, we believe the company has growth 
opportunities around its investment performance analytics 
business, its Environment, Social and Governance (ESG) re-
search and its real estate data services.   MSCI meets or ex-
ceeds all our financial guardrails including expected organic 
revenue growth in the low double digits, mid-teens-plus ex-
pected earnings per share growth and high returns on capital 
given the company’s asset-light model.

In addition to buying MSCI, we trimmed our position in Star-
bucks Corporation again in the third quarter. Starbucks’ val-
uation was somewhat elevated in our opinion given its long-
term growth prospects, and we now have a more modest 3% 
weighting in the company.

We acknowledge that factor rotations and geopolitics can 
and will affect the short-term returns of our Portfolio from 
time to time, but we believe decades of disciplined execu-
tion of our investment philosophy help demonstrate that we 
should remain focused on the long-term earnings power of 
competitively advantaged businesses.

Thank you for your interest in Polen Capital and the Focus 
Growth strategy.  Please feel free to contact us with any ques-
tions or comments.

Sincerely, 

Dan Davidowitz and Brandon Ladoff

Conclusion

Please reference the supplemental information to the composite performance which accompanies this commentary.

1825 Corporate Blvd NW #300, Boca Raton, FL 33431
+ 1-800-358-1887 | www.polencapital.com

The commentary is not intended as a guarantee of profitable outcomes. Any forward-looking statements are based on 
certain expectations and assumptions that are susceptible to changes in circumstances.



Historical Performance 

Focus Growth SMA Composite as of Sep‐30‐2019 

Polen (Gross)  Polen (Net)  R1000G  S&P 500 

Sep‐19  ‐0.91  ‐0.91  0.01  1.87 

3 Month  0.92  0.81  1.48  1.70 

YTD  25.52  25.10  23.30  20.55 

1 Year  9.71  9.20  3.71  4.25 

3 Years  20.21  19.65  16.90  13.39 

5 Years  17.82  17.24  13.40  10.85 

7 Years  16.80  16.20  15.03  13.26 

10 Years  16.81  16.14  14.94  13.24 

15 Years  12.37  11.62  10.41  9.01 

20 Years  10.02  9.21  5.83  6.33 

25 Years  13.99  13.07  9.73  9.83 

30 Years  14.27  13.28  9.72  9.72 

Since Inception (Jan 1, 1989)  14.83  13.83  10.48  10.38 

Returns are trailing through September‐30‐2019   

Annualized returns are presented for periods greater than 1 year.  

Source: Archer  

Please reference the supplemental information to the composite performance which accompanies this commentary.



GIPS Disclosure

Total assets and UMA assets are supplemental information to the Annual Disclosure Presentation.

UMA Firm

Gross Net
2018 20,591 7,862 12,729 6,146 705 8.98% 8.47% -4.38% -1.51% 0.2% 11.90 10.95 12.30
2017 17,422 6,957 10,466 5,310 513 27.74% 27.14% 21.83% 30.22% 0.4% 10.66 10.07 10.69
2016 11,251 4,697 6,554 3,212 426 1.72% 1.22% 11.96% 7.09% 0.2% 11.31 10.74 11.31
2015 7,451 2,125 5,326 2,239 321 15.89% 15.27% 1.38% 5.68% 0.1% 10.92 10.62 10.85
2014 5,328 1,335 3,993 1,990 237 17.60% 16.95% 13.69% 13.06% 0.2% 10.66 9.10 9.73
2013 5,015 1,197 3,818 1,834 245 23.77% 23.07% 32.39% 33.49% 0.3% 11.91 12.11 12.35
2012 4,527 889 3,638 1,495 325 12.43% 11.75% 16.00% 15.26% 0.1% 16.01 15.30 15.88
2011 2,374 561 1,812 555 171 9.04% 8.25% 2.12% 2.63% 0.2% 15.98 18.97 18.01
2010 1,181 322 860 316 120 15.65% 14.70% 15.06% 16.72% 0.2% 20.16 22.16 22.42
2009 626 131 494 225 120 39.71% 38.50% 26.45% 37.21% 0.3% 16.99 19.91 20.01
2008 266 10 256 137 112 -27.81% -28.42% -37.01% -38.44% 0.3% 15.26 15.29 16.63
2007 682 - 682 491 149 10.78% 9.86% 5.49% 11.81% 0.2% 8.36 7.79 8.66
2006 730 - 730 524 219 15.00% 14.04% 15.80% 9.07% 0.1% 7.25 6.92 8.43
2005 1,849 - 1,849 945 419 -0.53% -1.43% 4.91% 5.26% 0.2% 8.08 9.17 9.67
2004 2,017 - 2,017 1,124 665 8.72% 7.76% 10.88% 6.30% 0.2% 10.08 15.07 15.66
2003 1,617 - 1,617 907 513 17.73% 16.67% 28.68% 29.75% 0.7% 12.98 18.32 22.98
2002 970 - 970 518 407 -6.69% -7.53% -22.10% -27.88% 0.9% 13.15 18.81 25.58
2001 703 - 703 408 289 -4.61% -5.50% -11.89% -20.42% 1.0% 13.58 16.94 25.56
2000 622 - 622 359 236 -3.50% -4.44% -9.10% -22.42% 0.7% 16.52 17.67 23.11
1999 640 - 640 377 228 23.89% 22.65% 21.04% 33.16% 0.6% 18.27 16.76 19.27
1998 418 - 418 257 202 31.61% 30.19% 28.58% 38.71% 0.7% 17.95 16.23 18.15
1997 252 - 252 145 158 37.14% 35.63% 33.36% 30.49% 0.9% 13.17 11.30 12.79
1996 140 - 140 89 118 31.94% 30.40% 22.96% 23.12% 0.7% 10.61 9.72 10.49
1995 70 - 70 45 61 48.07% 46.33% 37.58% 37.18% 1.0% 9.72 8.34 9.26
1994 32 - 32 17 27 10.13% 8.96% 1.32% 2.62% 1.6%
1993 24 - 24 16 26 13.07% 11.85% 10.08% 2.87% 2.9%
1992 16 - 16 11 24

Composite
PCM Gross S&P 500 

Polen Capital Management
Large Capitalization Equity Composite-Annual Disclosure Presentation

Russell 1000 
Growth

Composite Assets Annual Performance Results 3 Year Standard Deviation

Year End
Total 

(millions)
Assets 

(millions)
Assets 

(millions)
U.S. Dollars 

(millions)
Number of 
Accounts S&P 500

Russell 1000 
Growth

Composite 
Dispersion



The Large Capitalization Equity Composite created on January 1, 2006 contains fully discretionary large cap equity accounts that are not managed within a wrap fee structure and for comparison purposes 
is measured against the S&P 500 and the Russell 1000 Growth indices. Polen Capital invests exclusively in a portfolio of high-quality companies. 

Polen Capital Management claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the GIPS standards. Polen 
Capital Management has been independently verified by ACA Performance Services, LLC for the periods January 1, 2016 through December 31, 2018.  A verification covering the periods from April 1, 
1992 through December 31, 2015 was performed by Ashland Partners & Company LLP, whose report expressed an unqualified opinion thereon. Ashland Partners & Company LLP was acquired by ACA 
Performance Services, LLC.  

Verification assesses whether (1) the firm has complied with all the composite construction requirements of the GIPS standards on a firm-wide basis and (2) the firm’s policies and procedures are designed 
to calculate and present performance in compliance with the GIPS standards.  The Large Capitalization Equity Composite has been examined for the periods April 1, 1992 through December 31, 2018. 
The verification and performance examination reports are available upon request. 

Polen Capital Management is an independent registered investment adviser. The firm maintains a complete list and description of composites, which is available upon request. In July 2007, the firm was 
reorganized from an S-corporation into an LLC and changed names from Polen Capital Management, Inc. to Polen Capital Management, LLC.

Results are based on fully discretionary accounts under management, including those accounts no longer with the firm. From July 1, 2002 through April 30, 2016, composite policy required the temporary 
removal of any portfolio incurring a client initiated significant cash outflow of 10% or greater of portfolio assets. The temporary removal of such an account occurred at the beginning of the month in which 
the significant cash flow occurred and the account re-entered the composite the first full month after the cash flow. Additional information regarding the treatment of significant cash flows is available upon 
request. Effective January 1, 2018, accounts must be fully invested at the market open on the first business day of the month, in order to be included in that month’s composite.

Past performance is not indicative of future results. The U.S. Dollar is the currency used to express performance. Returns are presented gross and net of management fees and include the reinvestment of 
all income. Net of fee performance was calculated using actual management fees. The annual composite dispersion presented is an asset-weighted standard deviation calculated for the accounts in the 
composite the entire year. Policies for valuing portfolios, calculating performance, and preparing compliant presentations are available upon request.

The management fee schedule is as follows: 
Institutional: Per annum fees for managing accounts are 75 basis points (.75%) on the first $50 Million and 55 basis points (.55%) on all assets above $50 Million of assets under management. HNW: Per 
annum fees for managing accounts are 150 basis points (1.5%) of the first $500,000 of assets under management and 100 basis points (1.0%) of amounts above $500,000 of assets under 
management. Actual investment advisory fees incurred by clients may vary.

Past performance does not guarantee future results and future accuracy and profitable results cannot be guaranteed. Performance figures are presented gross and net of management fees and have been 
calculated after the deduction of all transaction costs and commissions. Polen Capital is an SEC registered investment advisor and its investment advisory fees are described in its Form ADV Part 2A. The 
advisory fees will reduce clients’ returns. The chart below depicts the effect of a 1% management fee on the growth of one dollar over a 10 year period at 10% (9% after fees) and 20% (19% after fees) 
assumed rates of return.

The S&P 500® Index is a widely recognized, unmanaged index of 500 common stocks which are generally representative of the U.S. stock market as a whole. 
The Russell 1000® Growth Index is an unmanaged index that measures the performance of the large-cap growth segment of the U.S. equity universe. It includes those Russell 1000® Index companies 
with higher price-to-book ratios and higher forecasted growth values.

The information provided in this document should not be construed as a recommendation to purchase or sell any particular security. There is no assurance that any securities discussed herein will remain 
in the composite or that the securities sold will not be repurchased. The securities discussed do not represent the composites’ entire portfolio. Actual holdings will vary depending on the size of the 
account, cash flows, and restrictions. It should not be assumed that any of the securities transactions or holdings discussed will prove to be profitable, or that the investment recommendations or decisions 
we make in the future will be profitable or will equal the investment performance of the securities discussed herein. A complete list of our past specific recommendations for the last year is available upon 
request.

Return 1 Year 2 Years 3 Years 4 Years 5 Years 6 Years 7 Years 8 Years 9 Years 10 Years 

10% 1.1 1.21 1.33 1.46 1.61 1.71 1.95 2.14 2.36 2.59 

9% 1.09 1.19 1.3 1.41 1.54 1.68 1.83 1.99 2.17 2.39 

20% 1.2 1.44 1.73 2.07 2.49 2.99 3.58 4.3 5.16 6.19 

19% 1.19 1.42 1.69 2.01 2.39 2.84 3.38 4.02 4.79 5.69 

GIPS Disclosure




