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January 13, 2014 

 

4th Quarter and Full-Year 2013 Portfolio Commentary 

We have now completed the 25th year of managing our Large Cap Growth strategy.  Over our 25 year 
history we have successfully accomplished our mission of outperforming the benchmarks while assuming 
what we believe to be moderate risk relative to the benchmarks.  For the fourth quarter, Polen Capital’s 
Large Cap Equity Composite (the “Portfolio”) returned 11.55% versus 10.44% for the Russell 1000 
Growth Index (the “Russell 1000 Growth”) and 10.51% for the S&P 500 Index (the “S&P 500”).  For the 
full year, our Portfolio returned 23.68% versus 33.48% for the Russell 1000 Growth and 32.39% for the 
S&P 500. 

Summary 

 Polen Capital’s Portfolio full-year 2013 gross return was 23.68%, our strongest since 2009.  In 
the fourth quarter, we beat the Russell 1000 Growth and S&P 500 by 1.11% and 1.04%, 
respectively.  For the second half of 2013, we slightly trailed the Russell 1000 Growth by 0.42% 
and beat the S&P 500 by 2.66% as investors appeared to regain focus on earnings growth. 
  

 Our first half 2013 underperformance was due in part to certain exogenous issues that affected a 
few of our holdings (discussed below).  We also believe that the low interest rate environment 
caused many investors to focus less on fundamental earnings growth and more on highly 
indebted companies and high-dividend payers that benefit disproportionately from massive 
monetary stimulus. 
 

 Our Portfolio’s cumulative appreciation over the last two years has been largely in line with the 
Portfolio’s underlying earnings growth; however, the returns of the Russell 1000 Growth and the 
S&P 500 were both well in excess of their underlying earnings growth, which we believe is 
unsustainable for reasons we discuss below. 
 

 During the year we added the following companies to the Portfolio:  Gartner, Visa, Fastenal, 
eBay, Facebook, Automatic Data Processing, MasterCard and TJX Companies.  We exited the 
following positions:  Microsoft, Cognizant Technologies, Intuitive Surgical, Varian Medical, 
Intuit and CH Robinson. 

Commentary   

We focus our investment process on identifying high quality growth companies that we believe should 
compound earnings at a high rate over the long-term.  Concentrating our positions in companies with 
strong balance sheets, above average earnings growth, high returns and strong free cash flow enables us to 
both protect and grow capital.  We believe earnings growth is the surest way to measure the increase in a 
company’s value over long periods of time, and the appreciation in our Portfolio has roughly tracked its 
underlying earnings growth since inception.  There will be periods, though, where the relationship 
between share prices and earnings growth severs.  This occurs from time to time, and did so again in early 
2013.  



Supplemental information to the fully compliant composite performance which accompanies this presentation. 

As referenced in Chart 1, shares of companies with lower earnings growth and lower quality balance 
sheets – firms we would not invest in – were more in favor in the first half of 2013 than the higher quality 
companies that represent our holdings.  Consequently, and putting aside a few company-specific issues 
that we address in the next section, our first half 2013 performance lagged the indices.  We saw this trend 
begin to reverse in the summer months, which we believe allowed the stocks of companies with higher 
earnings growth and stronger balance sheets to perform better throughout the remainder of the year.  
Thus, in the second half of 2013, our performance outpaced the S&P 500 and kept pace with the Russell 
1000 Growth.   

Chart 1 

 

A portion of our underperformance was also attributable to the company-specific issues discussed below 
and in our 2Q and 3Q commentaries.  Cognizant Technologies fell victim to what we believe was 
unknowable political maneuvering in Congress.  While a negative political outcome for Cognizant might 
be a low probability, we believe such an event would be highly negative to the business.  We are not 
interested in harboring even remote risks to a company’s competitive position, and we therefore exited the 
position.  The stock has rallied following our sale, but as of now, we believe the risk still remains.  
Allergan was beset by an unforeseen FDA guidance change in June 2013 that at first glance appeared to 
carve an easier path to generic competition for the Company’s largest eye care drug.  We reevaluated the 
business following the news, including the difficulties involved with developing an acceptable generic for 
this particular drug, and determined that Allergan was still capable of strong growth going forward.  We 
maintained our investment in Allergan, and the stock rallied more than 30% in the final six months of 
2013 as the market appeared to realize that the franchise remained very much intact.  Finally, with 
Intuitive Surgical, we simply underestimated the impact that a confluence of events would have on da 
Vinci surgical robot system sales.  In a challenging economy that has led to tight capital expenditure 
budgets, we didn’t fully appreciate just how much the negative headlines, results of certain studies, high 
costs and low utilization rates would cause surgeons and hospitals to rethink whether they need to 
purchase additional da Vinci surgical systems.  Allergan and Intuitive Surgical accounted for much of our 
weighting in health care, while we had no exposure to biotechnology companies which vastly 
outperformed in 2013.  

It’s important to reiterate that over the long-term and since inception, our investment return has closely 
tracked the earnings growth of the companies in our Portfolio (plus a dividend yield slightly higher than 
1%).  The index returns also track closely to the combined contributions of their underlying earnings 
growth and dividends over long periods of time.  We have outperformed over the long-term because the 
Portfolio’s earnings have grown faster than the benchmarks’.  As referenced in Chart 2, index 
appreciation in the past two years has far outpaced the earnings growth of constituent companies.  This 
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has been a temporary phenomenon in the past, and we believe it will prove temporary again this time.  
We will continue to devote our research efforts to identifying competitively advantaged businesses with 
strong, sustainable earnings power, and we continue to believe that our returns will closely track the 
earnings growth of our holdings over the long-term. 

 

   Chart 2 

 

4th Quarter Activity 

During the fourth quarter, we increased our position in Abbott Labs, Gartner and Oracle.  We sold C.H. 
Robinson and Intuit and added TJX Companies to the Portfolio.   

We exited our remaining position in C.H. Robinson (CHRW) during the fourth quarter.  We trimmed the 
position in September 2012 as we recognized that CHRW was running into the wind but did not exit 
outright as we believed in the long-term opportunity for the company.  We felt there was little real risk in 
the business or downside in the stock, and we also felt that we should see some stabilization in margins 
(which would allow for a return to better net revenue and earnings growth).  We believe the first two 
points are still valid, but we haven’t seen any real margin stabilization.  Therefore, we have elected to 
pursue better investment ideas.   

We exited our Intuit position during the December quarter.  While Intuit’s small business offerings 
continue to grow nicely, the Consumer Tax segment (i.e., TurboTax) decelerated significantly in fiscal 
year 2013.  This is problematic considering Consumer Tax represents greater than 50% of total segment 
operating income.  Management believes Consumer Tax should meaningfully reaccelerate as the 
company improves the software to make do-it-yourself tax filing even simpler and continues to educate 
consumers on ease of use.  While this is entirely possible, our research has led us to believe that new tax 
customers will increasingly need to come from converting a group of tax store customers who are far less 
willing to switch. Despite the cost advantage, many in this group appear to believe that the slight 
incremental cost savings are outweighed by the perceived accuracy of professional assistance. Although 
we believe these issues are largely reflected in the Company’s stock price, we currently see better 
opportunities elsewhere.   

The TJX Companies (TJX) includes T.J. Maxx, Marshalls and HomeGoods in the U.S. and similar 
concepts in Europe and Canada.  With over $25 billion in annual sales, TJX has become one of the largest 
retailers in the world and the clear leader in the off-price retail industry.  TJX offers high quality name 
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brands and fast-turning merchandise at 20-60% discounts.  We believe TJX is able to offer this value 
proposition as a result of having competitive advantages all around the business.  First, the Company’s 
best-in-class buying organization, which includes over 800 buyers who are located in approximately 13 
buying offices in 10 different countries, allows TJX to bring the right merchandise to the right store at the 
right time.  Second, TJX’s $18.5bn+ in annual purchases and its vendor network of nearly 17,000 vendors 
(that has taken 35 years to build) allow the Company to achieve purchasing power across thousands of 
manufacturers.  Finally, many of these suppliers view TJX as more of a partner than a customer because 
the company is almost always willing to buy excess inventory and never asks for markdowns or 
advertising concessions.  We believe TJX has plenty of room to grow over the years by continuing to 
expand the store base in the U.S., Europe and Canada and continuing to improve its merchandise 
assortment and shopper experience. 

Contributors and Detractors 

The top three contributors (portfolio weight multiplied by return) for full-year 2013 were Google (4.02%), 
Nike (3.43%) and Starbucks (2.71%). The bottom three detractors were Cognizant Technologies (-1.04%), 
Apple (-0.50%) and Intuitive Surgical (-0.41%). 

The top three contributors for the fourth quarter of 2013 were Google (2.17%), Allergan (1.24%) and 
Visa (1.17%).  The bottom three detractors were eBay (-0.15%), Fastenal (-0.11%) and W.W. Grainger   
(-0.09%). 

Conclusion 

Our 25th anniversary of managing our Large Cap Growth strategy is a significant milestone.  We 
appreciate our clients over these many years who have trusted us to manage a portion of their assets and 
we look forward to another 25 years.  2013 was a challenging year for our strategy on a relative basis, but 
we generated a solid 24% return.  Our strong 4Q results are also encouraging as we enter the New Year.  
Our team is stronger than ever and committed to deliver a product consistent with our long and storied 
track record.  Our Portfolio will always consist of a concentrated group of financially superior, 
competitively advantaged growth companies and nothing less.  As in the past, this should allow us to 
protect and grow our clients’ assets over the long run. 

Thank you for your interest in Polen Capital and please feel free to contact us with any questions or 
comments. 

Sincerely,  

 

Polen Capital Investment Team   
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Historical Returns 

 

Polen Capital 4Q2013 Performance Update 

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

Dec-13 4.10% 4.09% 2.86% 2.53% 

4Q-13 11.55% 11.38% 10.44% 10.51% 

1 Year 23.68% 22.95% 33.48% 32.39% 

3 Years 14.91% 14.17% 16.45% 16.18% 

5 Years 19.65% 18.77% 20.39% 17.94% 

7 Years 10.08% 9.25% 8.24% 6.13% 

10 Years 9.33% 8.46% 7.83% 7.41% 

15 Years 7.73% 6.82% 3.33% 4.68% 

20 Years 13.17% 12.13% 8.52% 9.22% 

Since Inception (1/1/89) 14.42% 13.33% 9.91% 10.27% 
*Returns are trailing through 12/31/13.  Annualized returns are presented for periods greater than 1 year.

 

 



GIPS Disclosure

Polen Capital Management
Large Capitalization Equity Composite-Annual Disclosure Presentation

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 large cap and liquid 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 Ashland Partners & 
Company LLP for the periods April 1, 1992 through December 31, 2012. 

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, 2012. 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. As of July 1, 2002, composite policy requires 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 occurs at the beginning of the month in which the significant cash flow occurs and the account re‐enters the composite the first full month after the cash flow. Additional information regarding the treatment of 
significant cash flows is available upon request. 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.

UMA Firm
Year Total Assets Assets U.S. Dollars Number of S&P Russell 1000 Composite PCM S&P Russell 1000
End (millions) (millions) (millions) (millions) Accounts Gross Net 500 Growth Dispersion Gross 500 Growth
2013 5,015 1,197 3,818 1,962 264 23.68% 22.95% 32.39% 33.48% 0.3% 14.90 15.16 15.44
2012 4,525 891 3,634 1,584 359 12.36% 11.68% 16.00% 15.26% 0.1% 15.77 15.09 15.66
2011 2,374 563 1,812 596 185 9.17% 8.38% 2.11% 2.64% 0.2% 15.74 18.71 17.76
2010 1,182 322 860 332 127 15.56% 14.73% 15.06% 16.71% 0.2% 19.88 21.85 22.11
2009 624 131 493 235 127 39.73% 38.49% 26.46% 37.21% 0.3% 16.75 19.63 19.73
2008 266 10 256 152 121 -27.84% -28.44% -37.00% -38.44% 0.3% 15.05 15.08 16.40
2007 682 - 682 504 152 10.73% 9.82% 5.49% 11.81% 0.2% 8.24 7.68 8.54
2006 730 - 730 533 224 15.07% 14.12% 15.80% 9.07% 0.1% 7.17 6.82 8.31
2005 1,849 - 1,849 986 430 -0.51% -1.42% 4.91% 5.26% 0.2% 7.98 9.04 9.53
2004 2,017 - 2,017 1,160 693 8.76% 7.78% 10.88% 6.30% 0.2% 9.95 14.86 15.45
2003 1,617 - 1,617 969 570 17.72% 16.67% 28.68% 29.75% 0.6% 12.80 18.07 22.66
2002 970 - 970 544 420 -6.69% -7.54% -22.06% -27.88% 0.4% 12.96 18.55 25.22
2001 703 - 703 417 305 -4.61% -5.50% -11.93% -20.42% 0.6% 13.39 16.71 25.21
2000 622 - 622 363 239 -3.50% -4.45% -9.10% -22.42% 0.5% 16.29 17.42 22.79
1999 640 - 640 385 233 23.89% 22.63% 21.04% 33.16% 0.6% 18.02 16.52 19.00
1998 418 - 418 266 205 31.61% 30.20% 28.58% 38.71% 0.7% 17.70 16.01 17.90
1997 252 - 252 147 160 37.14% 35.64% 33.36% 30.49% 0.9% 12.99 11.14 12.62
1996 140 - 140 94 125 31.95% 30.43% 22.96% 23.12% 0.7% 10.46 9.58 10.34
1995 70 - 70 46 63 48.08% 46.34% 37.58% 37.18% 1.1% 9.58 8.22 9.13
1994 32 - 32 18 28 10.11% 8.94% 1.32% 2.62% 1.6%
1993 24 - 24 16 27 13.07% 11.85% 10.08% 2.87% 2.9%
1992 16 - 16 11 24

Composite Assets Annual Performance Results
Composite

3 Year Standard Deviation


