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Portfolio Review
• The strategy posted positive returns of 21.69% (gross) and 20.84% (net wrap fee) vs. 

14.37% for the Russell 1000® Growth Index, outperforming the benchmark by 7.32% gross 
during the quarter. Nvidia, Meta Platforms, Tesla, Salesforce, and Alphabet were the five 
largest contributors to performance during the quarter. Roche, Intuitive Surgical, Deere, 
SEI Investments, and Novartis were the five lowest contributors to performance.

• Stock selection in the information technology, communication services, healthcare, 
consumer discretionary, industrials, and consumer staples sectors, as well as our allocations 
in the communication services and consumer staples sectors, contributed positively to 
relative performance. Our allocations in the information technology, financials, healthcare, 
industrials, and consumer discretionary sectors, detracted from relative performance.

• The strategy is actively managed with a long-term, private equity approach to investing. 
Through our proprietary bottom-up research framework, we look to invest in those few 
high-quality businesses with sustainable competitive advantages and profitable growth 
when they trade at a significant discount to intrinsic value (our estimate of the true worth 
of a business, which we define as the present value of all expected future net cash flows to 
the company). 

Strategy Facts

The strategy seeks to invest in companies 
with sustainable competitive advantages, 
long-term structural growth drivers, 
attractive cash flow returns on invested 
capital, and management teams 
focused on creating long-term value for 
shareholders. The strategy’s portfolio 
manager also aims to invest in companies 
when they trade at a significant discount 
to the estimate of intrinsic value.

Strategy AUM $54.3 billion

Inception 7/1/2006**

Benchmark Russell 1000® Growth

Portfolio 
Manager

Aziz Hamzaogullari

Manager Since Inception

*Pure Gross of fee account returns are time-weighted rates of return that do not reflect the deduction of any trading costs, 
fees, commissions or expenses. Net of fee account returns are the gross returns less the effective management fee for the 
measurement period.
The Large Cap Growth Managed Account Composite’s returns were calculated on a total return basis, and assume the 
reinvestment of dividends, capital gains and other earnings. The effective fee for an account is derived by applying the 
highest applicable fee based on the current standard fee schedule for the Composite. The fee amount is divided by the assets 
for an annual effective fee. The monthly effective fee is based on 1/12 of the annual effective fee. Net-of-total-wrap-fee 
results are calculated by taking the highest applicable fee for a managed account that a sponsor would have charged on an 
annual basis, and deducting one-twelfth of this annual fee from each monthly gross return. On an annual basis, the wrap 
fee schedule is 3.00% which includes trading costs, portfolio management, custody, advisory and other administrative fees. 
For periods after November 1, 2020, 100% of the accounts are Managed/Bundled fee accounts which do not reflect the 
deduction of any trading costs, fees, commissions or expenses. Prior to November 1, 2020, 0.00% of the accounts are 
Managed/Bundled fee accounts which reflect the deduction of transaction costs because performance is from the Large Cap 
Growth Institutional Composite.
**Composite inception 7/1/2006. The portfolio manager for the Large Cap Growth Managed Account Composite joined 
Loomis Sayles on May 19, 2010, and performance prior to that date was achieved at his prior firm.
Benchmark: Russell 1000® Growth Index. 
There is no guarantee that the investment objective will be realized or that the strategy will generate 
positive or excess return. Actual accounts have the potential for loss as well as profit. 

Past performance is no guarantee of future results.

Data is based on total gross assets 
before any fees are paid; any cash held 
is included. The portfolio is actively 
managed and holdings are subject to 
change. References to specific securities 
or industries should not be considered a 
recommendation. Holdings may combine 
more than one security from the same 
issuer and related depositary receipts. 
Portfolio weight calculations include 
accrued interest. For current holdings, 
please visit www.loomissayles.com.

Large Cap Growth Managed Account Composite Performance as of March 31, 2023 (%)

CUMULATIVE TOTAL 
RETURN AVERAGE ANNUALIZED RETURN

 
3 MONTH

 
YTD

 
1 YEAR 

 
3 YEAR 

 
5 YEAR

 
10 YEAR

SINCE 
INCEPTION**

PURE GROSS* 21.69 21.69 -3.80 16.64 12.76 15.03 13.07
NET WRAP FEE 20.84 20.84 -6.63 13.27 9.49 11.71 9.80

BENCHMARK 14.37 14.37 -10.90 18.58 13.66 14.59 11.44

Top Ten Holdings (%)

NVIDIA Corporation 7.2

Meta Platforms, Inc. 7.2

Visa Inc. 6.0

Boeing Company 5.8

Alphabet Inc. 5.7

Microsoft Corporation 4.9

Tesla, Inc. 4.7

Amazon.com, Inc. 4.7

Oracle Corporation 4.4

Netflix, Inc. 3.9

Total 54.6
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Contributors

Nvidia, Meta Platforms, Tesla, Salesforce, and Alphabet were the five highest contributors 
during the quarter. We highlight the top three contributors, Nvidia, Meta Platforms, and 
Tesla, below.

• Nvidia Corporation is the world leader in visual computing, which enables computers 
to produce and utilize highly realistic 3D graphic imagery and models. Founded in 1993 
to develop faster and more-realistic graphics for PC-based video games, Nvidia created 
the first graphics processing unit (GPU), a dedicated semiconductor that employs a 
proprietary parallel processing architecture to perform superior graphics rendering outside 
of a computer’s standard central processing unit (CPU). The parallel processing capability 
of Nvidia’s GPUs, which contrasts with the linear processing requirement of CPUs, can 
accelerate computing functions performed by standard CPUs by greater than ten times. 
As a result, GPU technology has broad application in computing fields unrelated to 
graphics. Nvidia has extended its visual computing expertise beyond its legacy gaming 
market into innovative new and potentially larger markets, including data centers, autos, 
and professional visualization. In particular, the parallel processing capability is facilitating 
pattern recognition and machine learning functions that enable artificial intelligence 
(AI) applications. Today, Nvidia is the market leader in GPUs where it forms a duopoly 
with competitor Advanced Micro Devices (AMD). Nvidia’s legacy gaming market still 
accounts for about 33% of revenues, but the company is focused on building out its 
GPU-computing-based ecosystem and is enabling breakthroughs in new fields such as AI, 
autonomous driving, and virtual reality. 

A strategy holding since the first quarter of 2019, Nvidia reported quarterly financial 
results that were better than consensus expectations, despite being negatively impacted 
by macroeconomic weakness across its major businesses. Total quarterly revenue of $6.1 
billion declined 21% year over year as a 46% decline in gaming revenue substantially offset 
an 11% increase in the company’s data center segment. Gaming revenue represented 30% 
of quarterly sales while data center revenue accounted for 60%. In gaming, while revenue 
declined 46% year over year, it rose 16% from the previous quarter. Competitor AMD 
experienced similar gaming industry weakness which we believe reflects global demand 
for PCs returning to pre-pandemic levels after a period of excess, along with the impact of 
macroeconomic weakness and Covid restrictions on China consumer spending. Gaming 
results were better than expectations due to strong uptake of the company’s newest 40-series 
graphics cards, and we believe the company has done a good job of shipping below demand 
to clear existing inventory in its retail channels. 

In the company’s data center business, Nvidia continues to experience weaker demand in 
China as data center customers have slowed spending in response to economic weakness. 
The company also observed a pause in spending by its global cloud service provider 
clients. However, we view both of these headwinds as temporary, and believe the data 
center business has several secular long-term growth drivers and is poised to benefit from 
continued growth in use cases for artificial intelligence – with the most recent being 
ChatGPT. To further drive adoption, Nvidia is also partnering with cloud service providers 
including Oracle, Microsoft, and Google to offer AI services via the cloud. One of the 
company’s first offerings will be its DGX supercomputer, which will provide enterprises 
with turnkey access to one of the fastest supercomputers as companies shift more workloads 
to the cloud. 

Nvidia maintains a high-quality financial model in which operating margins have 
expanded significantly over the past two decades and strong cash flow returns on invested 
capital have consistently exceeded the cost of capital by a significant margin. Over our long-
term investment horizon, we believe double-digit growth in gaming revenues and faster 
growth in its data center markets will enable Nvidia to sustain total annualized revenue 
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growth in the high teens. With low capital intensity and high cash flow returns on invested 
capital, we believe the company can generate faster growth in free cash flow. We believe 
Nvidia’s free cash flow growth prospects are not currently reflected in its share price. As 
a result, we believe the company’s shares trade at a significant discount to our estimate of 
intrinsic value and offer a compelling long-term reward-to-risk opportunity.

• Meta Platforms operates online social networking platforms that allow people to connect, 
share, and interact with friends and communities. The company’s Facebook platform allows 
message exchange, photo and video sharing, and common-interest user groups, and Meta’s 
family of apps also includes leading global social and messaging applications Instagram, 
Messenger, and WhatsApp. 

A strategy holding since its initial public offering in the second quarter of 2012, Meta 
reported quarterly financial results that reflected macroeconomic pressure on advertising 
spending but were above expectations for revenue and far higher than expectations for 
adjusted operating profits. We believe shares have responded positively to the company’s 
updated 2023 financial guidance which called for an almost 10% decrease in planned 
investments and capital expenditures, and management further highlighted an increased 
focus on productivity and cost structure. Over the past year, Meta’s growth has faced 
headwinds from privacy restrictions implemented by Apple in 2021, and more recently as 
macro weakness impacted advertising demand among clients in certain industries. Apple’s 
changes and macroeconomic weakness impact not just Facebook, but the broader mobile 
advertising ecosystem. As a function of its competitive advantages, we believe the company 
remains well positioned relative to its peers, and there are no changes to our assessment of 
Meta’s quality or secular growth opportunities. 

Meta also remains in an elevated investment cycle focused on building new data centers to 
support next-generation AI hardware that will support its core Feed, Reels, and advertising 
platforms, as well as business messaging and its metaverse products. The company is also 
transitioning to a new product format – short term video – where monetization is currently 
lower. During our ownership of Meta, Facebook has successfully navigated several product 
transitions. Each such transition first requires capital expenditures followed by a gradual 
revenue ramp-up, creating pressures on topline, margins, and earnings. Over time, the 
required investment decreases and revenues increase. We believe this is a necessary cycle 
for maintaining sustainable competitive advantages and long-term growth. The company 
believes it will begin to break even on the new product format towards the end of 2023 
or early 2024. Finally, the company continues to invest significantly in its early-stage 
Reality Labs segment, which includes augmented- and virtual-reality products that the 
company views as building its long-term vision for the metaverse. While the company 
incurred operating expenses of almost $16 billion in the Reality Labs segment in 2022, the 
investment represented just over 35% of the operating profit generated by the company’s 
highly profitable core business. Mark Zuckerberg has always managed the company with 
a long-term focus and strong strategic vision. Over the past ten years, Meta has spent over 
$125 billion on research and development and $110 billion on capital expenditures – a 
level of investment which few firms can match and which creates high barriers to entry for 
competitors that are further compounded by the growth of cumulative knowledge over 
time. And while the successful development of a metaverse is not an explicit part of our 
investment thesis for Meta, given the potential size of the opportunity, which we estimate 
could impact over $1 trillion of spending over the long term, and Meta’s positioning with 
billions of users and hundreds of millions of businesses, we believe Meta’s current balanced 
approach to its forward looking investments make sense. Despite the near-term pressure 
on financial results, Meta continues to have significant advantages arising from its network 
of almost 3 billion daily users of its family of apps, 200 million businesses that use its 
platforms and tools every month, and 10 million advertisers who have consistently paid 
more per user for access to its rare network. We expect that corporations will continue to 
allocate an increasing proportion of their advertising spending online, and Meta remains 
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one of very few platforms where advertisers can reach consumers at such scale in such a 
targeted and effective fashion. 

For the quarter, revenue from Meta’s family of apps, which is primarily advertising revenue, 
accounted for 98% of the company’s $32 billion in total revenue and grew 2% year over 
year in constant currency. User data, coupled with the scale and frequency of engagement, 
allows Meta an unprecedented ability to specifically target direct marketing. The ability of 
advertisers to deliver relevant content, in turn, increases user engagement, and contributes 
to growth in the overall ecosystem. Year over year the number of Facebook users rose 2% 
to 2.96 billion global users, with daily active users growing 4% to 2 billion. As a result, 
engagement, as measured by the percentage of daily active users, increased approximately 
130 basis points year over year to 67.5%. Across its family of apps – Facebook, Messenger, 
WhatsApp, and Instagram – Meta now reaches over 3.7 billion consumers monthly, 
approximately 3 billion of which, or approximately 79%, are daily users. Users outside of 
North America account for 2.7 billion or 91% of Facebook’s global user base, while the 
US and Canada accounted for 9%, or 266 million users. As users grow, more advertisers 
come to the platform. Meta now has over 200 million businesses that use its platforms 
or tools every month, and the company recently reported the number of advertisers grew 
to over 10 million, up from over 8 million at the end of 2019 and over 7 million at the 
end of 2018. Total average revenue per user (ARPU) for the quarter of $10.86 declined 
6% year over year, as 5% growth in monetization in the company’s rest of world (ROW) 
segment was offset by advertising spending weakness in North America and Asia-Pacific. 
Quarterly ARPU ranged from $59 per user in North America to approximately $3.5 per 
user in the ROW category. Since 2012, annual monetization per user has increased globally 
from $5 per user to approximately $40 in 2022, a compounded annual growth rate of 
23%, which we believe is a secular trend that reflects Facebook’s strong pricing power and 
ability to monetize its global user base. The company’s reality labs segment, which includes 
augmented- and virtual-reality consumer hardware, software, and content, accounted for 
1% of total revenues and decreased 17% year over year, impacted by lower sales of Quest 2. 

Despite the impact of elevated investment spending, we believe Meta continues to have 
an attractive financial profile. Quarterly earnings before interest and taxes (EBIT) of $6.4 
billion declined 49% year over year on margins of 20% that contracted 1,700 basis points 
– largely due to $4.2 billion of restructuring charges due to the company’s cost savings 
initiatives. The company’s family of apps generated $10.7 billion of EBIT on operating 
margins of 34%. Excluding one-time charges, EBIT margins for the highly profitable 
segment would have been 46%. Meta continues to invest heavily in new growth drivers, 
such as Reality Labs, which is the division that focuses on virtual reality and augmented 
reality hardware and software. Reality Labs revenue increased from around $500 million 
in 2019 to $2.2 billion in 2022. During the quarter, the reality labs segment generated an 
operating loss of $4.3 billion, which increased from a loss of $3.3 billion in the prior-year 
period. Total free cash flow of $5.3 billion declined substantially due to capital expenditures 
of $9.2 billion that remained elevated at 29% of revenue and which rose 66% year over 
year. During the quarter, Meta repurchased $6.9 billion of its shares, reducing outstanding 
share count by 6%. 

We believe Meta remains a high-quality company, benefiting from the secular shift from 
traditional advertising to online advertising and positioned for strong and sustainable 
growth over our investment time horizon. We believe Meta benefits from the competitive 
advantages of its network, scale, strong brands, platform strategy, and a targeting 
advantage. With 3.7 billion monthly users and over 200 million businesses worldwide using 
its family of apps, the scale and reach of Meta’s network is unrivaled. When excluding 
China, where Meta is not currently operating, we estimate the company’s Facebook and 
Messenger application ecosystem represents approximately 75% of the world’s internet 
population. We expect that corporations will continue to allocate an increasing proportion 
of their advertising spending online, and Facebook remains one of very few platforms where 
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advertisers can reach consumers at such scale in such a targeted and effective fashion. We 
believe Facebook’s brand, network, and targeting advantage position the company to take 
increasing share of the industry’s profit pool and grow the company’s market share from 
approximately 6% currently to approximately 10% of the estimated $1.7 trillion total global 
advertising market over our investment time horizon. We also believe that the expectations 
embedded in Meta’s current share price show a lack of appreciation for the company’s 
growth opportunities and the sustainability of its business model. We believe the consensus 
expectations and current market price reflect assumptions for free cash flow growth that 
are well below our long-term expectations of double-digit cash flow growth. As a result, we 
believe the shares trade at a significant discount to our estimate of intrinsic value, creating a 
compelling reward-to-risk opportunity.

• Founded in 2003, Tesla is the global leader in the design, manufacturing, and sales of 
high-performance fully electric vehicles (EVs). The company’s automotive unit sells its 
products directly to customers through its website and retail locations and continues to 
grow its customer-facing infrastructure through a global network of vehicle service centers, 
mobile service technicians, body shops, Supercharger stations, and Destination Chargers to 
accelerate widespread adoption of its products. Tesla also designs, manufactures, sells, and 
installs solar energy generation and energy storage products to residential, commercial, and 
industrial clients through its energy generation and storage unit. The company generates 
approximately 95% of its sales from its automotive segment and 5% from its energy 
generation and storage segment. From a geographic standpoint, the US and China are 
the company’s two largest markets, accounting for approximately 45% and 25% of sales, 
respectively, while the rest of the world collectively accounts for approximately 30%.

We believe Tesla’s strong and sustainable competitive advantages include its brand, focus 
and business model, scale, and entrepreneurial culture. With a mission that includes 
accelerating the world’s transition to sustainable energy, no other brand is more closely 
associated with EVs, and the company has become the dominant global EV manufacturer 
with over 20% global market share. Tesla’s focus and business model have enabled it to 
substantially disrupt the automotive industry, maintain a first-mover advantage, and capture 
structural cost advantages. We believe it could take peers more than a decade to replicate 
Tesla’s collective competitive advantages if they are able to do so at all. 

A new purchase in the first quarter of 2022, Tesla reported quarterly financial results that 
were slightly below consensus expectations for profitability due to materials and logistics 
cost inflation, but included record revenue and operating profit, and record seasonal vehicle 
demand that represents approximately twice their current production rate. The strong 
demand led the company to increase the price on the Model Y Long Range by $500. With 
respect to recent price reductions, the company has a pricing strategy where they price 
their vehicles to maximize overall profit dollars. Historically the company had reduced 
price annually as they leveraged their growing scale to lower the total cost of ownership 
for potential buyers and drive EV adoption. However, in 2021, as Tesla faced production 
limitations due to its already high production utilization, the company increased pricing 
to recover elevated cost pressures while sustaining strong EV demand. In October, with 
production utilization declining to approximately 70% due to the addition of Texas and 
Berlin gigafactories, along with broader economic weakness resulting in weaker demand 
that we believe is short term, Tesla reduced prices on its Model 3 and Model Y brands to 
spur demand. We believe this is the correct strategy as long as Tesla continues to protect 
its brand equity, which is one of the company’s most important intangible assets. Tesla 
credits its record demand to the implementation of the price reductions. Given that Tesla 
manufacturing factories have high fixed costs which benefit from scale, increasing EV 
sales from current levels would improve production utilization and generate higher profit 
per vehicle, and Tesla expanded its year-over-year operating margins despite minimal 
benefit from average selling price changes. Even through this industry slowdown, Tesla 
has continued to show market share gains as a percentage of total light duty vehicles. We 
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believe that as near-term cyclical economic weakness subsides overall automotive sales in 
China and other markets will recover and Tesla will grow even faster. 

For the quarter, revenue of $24.3 billion rose 37% year over year. Gross margins declined 
from the previous quarter due to higher commodity inflation and production inefficiencies 
at Tesla’s still ramping Berlin and Texas gigafactories. However, operating margins 
expanded 129 basis points year over year to 16%, and the company’s trailing-twelve-
month operating margins already exceed all major auto manufacturers. Over our long-term 
investment horizon, we believe operating margins can approach the mid-20% range on an 
annual basis. 

We believe the secular growth driver for Tesla is increasing penetration of electric vehicles 
as a share of global automotive sales. Around the world, EVs accounted for almost 10% 
of new light vehicle sales in 2022, with penetration rates ranging from mid-single digits 
in North America to low double-digits in Western Europe and almost 20% in China. We 
believe the pace of EV adoption will accelerate, driven by advances in battery technology 
that will drive cost parity, lower ongoing cost of ownership for consumers, government 
incentives, and numerous global initiatives to phase out internal combustion engine sales 
over the next two decades. Tesla is the global leader in EV sales, with approximately 20% 
unit share, 25% revenue share, and a much higher share of industry profitability. While 
we expect competition to increase substantially, we believe Tesla’s superior brand, focus, 
technology leadership, and strong ongoing consumer demand will enable the company to 
maintain its leading global market share. Tesla recently announced an enhanced autopilot 
feature for customers who only want self-driving functionality on highways. While we 
believe most consumers will adopt full self-driving (FSD) functionality over the long 
term, at 50% of the cost of FSD, we believe the enhanced autopilot option will accelerate 
uptake of its software offerings, and the company now has 400,000 customers in its FSD 
beta program. Both software offerings carry profit margins that are significantly over the 
current company average and we believe they will drive strong profit growth. Over time, 
we believe uptake of high-margin software capabilities, which we believe can increase from 
0% of profits today to approximately 25%, will contribute to expanding the company’s 
already leading operating margins. We believe the assumptions embedded in Tesla’s share 
price underestimate the company’s significant long-term growth opportunities and the 
sustainability of its global market share. We believe the company’s shares currently sell 
at a significant discount to our estimate of intrinsic value and thereby offer a compelling 
reward-to-risk opportunity. We took advantage of near-term price weakness to add to our 
position early in the quarter.

Detractors 

Roche, Intuitive Surgical, Deere, SEI Investments, and Novartis were the five lowest 
contributors to performance during the quarter. We highlight the top three detractors, Roche, 
Intuitive Surgical, and Deere, below.

• Roche is a global biopharmaceutical and diagnostics company and a holding in the 
portfolio since the third quarter of 2019. An industry leader in the development and 
marketing of oncology products, Roche also has a broad product profile with industry-
leading therapies and a robust development pipeline across major indications including 
immunology, infectious disease, ophthalmology, and neuroscience. The company was 
founded in Basel, Switzerland in 1896 and employs over 90,000 people in more than 100 
countries. 

Roche reported financial results for the year ended December 31, 2022 that were below 
consensus expectations for profitability, and the company warned of a low-single-digit 
decline in sales in 2023 as Covid-19-related revenues decreased. We believe the company 
continues to execute well and the anticipated decline in reported financials due to the easing 
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of Covid-related sales does not impact our assessment of the attractiveness of the company’s 
core franchise. 

For the year, total revenues grew 2% year over year in constant currency to CHF 63 billion, 
despite lower Covid-related sales in both its pharmaceuticals and diagnostics divisions. 
Pharmaceutical sales rose 2% in constant currency and accounted for 72% of revenues, 
while the company’s diagnostics division grew 3% and accounted for 18% of revenues. 
Solid growth in the base diagnostics business and newer pharmaceuticals medicines offset 
the ongoing decline in its mature oncology products and an approximately CHF 1 billion 
decline in Covid-related sales.

In pharmaceuticals, Roche showed continued meaningful uptake in a number of growth 
products and now has 16 therapies with annualized sales of at least $1 billion, up from 8 in 
2015. Ocrevus is a highly efficacious, class-leading treatment for multiple sclerosis (MS) that 
represents the fastest launch in the company’s history. Launched in 2017, the MS therapy 
generated CHF 6.1 billion in 2022, up 17% year over year. Hemlibra, a 2018-launched 
therapy which could change the quality of life for patients afflicted with hemophilia 
A, generated CHF 3.8 billion of annual revenues, up 27% year over year. The therapy 
has already captured approximately over one-third of the US hemophilia A market and 
continues to penetrate patient populations with and without inhibitors to standard clotting 
treatment in the US and Europe. The company also reported that Evrysdi, the only therapy 
for spinal muscular atrophy that can be administered at home, is seeing strong uptake and 
generated CHF 1.1 billion, up 87% year over year, after being launched in 2020.

Roche is a leading provider of cancer treatments and we believe its deep knowledge is a 
strong foundation for developing and marketing future therapies. Roche’s mature, category-
leading cancer therapies, Herceptin, Rituxan, and Avastin, accounted for approximately 
14% of pharmaceutical revenues. Year-over-year reported revenue declined by approximately 
22% for these products, all of which are facing competition from biosimilars. We anticipate 
that biosimilars will take substantial share over time and in the long run likely replace 
these branded drugs. However, we believe Roche is successfully managing the inevitable 
decline for its leading off-patent therapies, with 16 blockbusters making up 44% of 2022 
sales, up from 35% in 2021. Roche is advancing its next generation cancer therapy franchise 
through innovative follow-on and combination therapies, and improved administration 
methods such as subcutaneous formulations. For example, Perjeta, a combination therapy 
demonstrated to be more effective in treating breast cancer than Herceptin alone, grew 
revenues 5% year over year to CHF 4.1 billion. In 2020, Roche launched Phesgo, a 
single-shot, co-formulation of Perjeta and Herceptin that contributed an additional CHF 
740 million, providing a partial offset to the biosimilar impact on Herceptin. Kadcyla, a 
follow-on to Herceptin used in combination with chemotherapy, grew global sales by 7% 
year-over-year to CHF 2.1, driven by patients switching to the new standard of treatment 
for early usage in breast cancer. Tecentriq, Roche’s PD-L1 immunotherapy, continues to 
penetrate its increasing number of approved indications with non-small-cell lung cancer, 
hepatocellular cancer, and small cell lung cancer driving 14% year-over-year growth to 
CHF 3.7 billion. Roche continues to expand into new indications and expects a number of 
phase III trial readouts in 2023.

In addition to its more-recently launched growth products, we believe Roche’s deep 
internally developed pipeline, combined with its ability to identify and capitalize on 
externally developed technologies such  its acquisition of Spark Therapeutics’ gene therapy 
platform, provides a significant platform for future growth. Reflecting over CHF 110 
billion invested in research and development over the past decade, the pipeline includes over 
90 new molecular entities and over 60 existing products in trials for new indications. We 
believe the market is assigning little value to the company’s robust pipeline due to near-term 
concerns over biosimilar competition in the mature oncology franchise.
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Roche’s base diagnostics business grew 7% year over year. While the decline in Covid-
related revenues will continue to be a headwind to year-over-year financial comparisons, 
we believe Roche’s success in rapid development and deployment of COVID-19 testing 
highlighted its leadership position in the diagnostics market and provided a valuable offset 
to the pandemic pressures in the pharmaceuticals division. We believe the true long-term 
value of the business resides in Roche’s ability to support and differentiate the innovation 
within the company’s pharmaceuticals business. 

We believe Roche continues to execute well operationally, redeploying the cash flows from 
its mature core franchise to support product extensions and ongoing innovation. The 
company has a strong line-up of marketed biologic therapies, a growing suite of newly 
introduced products, and robust pipeline assets that can drive significant long-term value 
for Roche. While we believe the current market price for Roche shares embeds expectations 
for key revenue and cash flow growth drivers that are below our long-term assumptions and 
sell at a discount to our estimate of intrinsic value, we trimmed our position during the 
period to allocate to higher reward-to-risk opportunities.

• Intuitive Surgical is the global leader in the equipment used in robotic-assisted surgery 
(RAS). Founded in 1995, the company designs, manufacturers, and markets da Vinci 
surgical systems and related instruments and accessories and has operated as a near-
monopoly for over twenty years. The company was created to make minimally invasive 
surgery (MIS) more accessible with the goals of better outcomes, better patient experience, 
better care team experience, and lower total cost of treatment. The technique has become 
the standard of care for certain procedures, and the company continues to expand the 
number of procedures for which its MIS solutions are appropriate. As of 2022 there were 
over 7,500 da Vinci systems installed across 65 countries, and da Vinci systems have been 
used to perform over 10 million surgical procedures collectively since inception. 

A strategy holding since the first quarter of 2020, Intuitive Surgical reported quarterly 
financial results that reflected procedure growth and revenue growth that were in line with 
pre-pandemic rates and our long term expectations. Shares responded negatively to the 
company’s announcement that it did not expect to launch a new multi-port system in 2023, 
which investors believed might help to launch a new replacement cycle for older generation 
equipment. While we believe that a next-generation system launch will be a positive for the 
business, we don’t believe the timing represents a significant concern. Current budgetary 
concerns at hospital systems facing staffing shortages, wage pressures, and the exhaustion 
of Covid-19 stimulus funds, make large capital equipment purchases challenging in the 
current environment. However, we believe that procedure growth, which rose 18% year 
over year, remains the long-term value driver for the company, and with continued growth 
in procedures performed, systems placements will naturally follow. Further, we believe the 
company’s near-monopolistic status as the RAS platform of choice is underappreciated, and 
that the company will realize high-single-digit growth in its installed base over our long-
term investment horizon.         

Despite da Vinci systems having been driving RAS procedure adoption for over two 
decades, we estimate RAS accounts for only around one-third of procedures in markets 
where Intuitive Surgical is approved to operate. That share drops to single digits when 
considering our expectation for expansion of approved procedures and geographical 
reach. Given the substantial improvement in patient outcomes over open surgery, the 
benefits for surgeons versus conventional laparoscopic surgery of improved ergonomics and 
visualization, and a growing installed base with thousands of surgeons receiving ongoing 
training and experience in using its leading systems, we expect RAS will continue to 
penetrate its currently approved procedures to exceed 50% penetration in the US over our 
investment horizon, with penetration outside the US rising to approximately 20%. With its 
leading installed base of surgical systems and dominant market share, we believe Intuitive 
is ideally situated to benefit from this growth. We believe Intuitive’s share price embeds 
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expectations for key revenue and cash flow growth drivers that are well below our long-term 
assumptions. As a result, we believe the company is selling at a meaningful discount to our 
estimate of its intrinsic value and offers an attractive reward-to-risk opportunity.

• Deere & Company, founded over 100 years ago, manufactures and distributes worldwide 
a full line of equipment used in agriculture, construction, forestry, and turf care. The 
company also manufactures value-added components such as engines and precision 
agriculture tools and provides credit services to finance sales and leases of Deere equipment. 
A portfolio holding since the third quarter of 2016, Deere reported strong quarterly 
financial results that were above consensus expectations and significantly raised its full-
year guidance. Shares declined by approximately 3% during the quarter after returning 
over 26% in 2022. Results reflected strong global agricultural fundamentals, including 
solid crop prices and demand, an aging equipment fleet, and strong farm incomes, and the 
company realized 17% growth in pricing for its agricultural equipment. While agricultural 
equipment sales only recently returned to “normal” following an almost 10-year upcycle 
from a deep trough, demand in 2023 is again expected to outstrip supply, and the company 
again expects double-digit price increases. Compared to the prior peak, average equipment 
age is near all-time highs, new and used inventories are low, farmer incomes remain high, 
and land values are also higher – all of which we believe are conducive to above-average 
volume growth. 

In 2022, Deere announced new long-term targets and aspirations for its business, including 
broadening the company’s currently addressable market, increasing the proportion of 
recurring revenue, and increasing “through-the-cycle” operating margin targets to 20% 
from approximately 15%. The announcement followed the company’s 2020 shift to 
a new operating model centered around production systems as opposed to products, 
which it believes has opened new opportunities and efficiencies. The company identified 
approximately $150 billion of incremental market opportunities for Deere, its customers, 
and other industry stakeholders, stemming from leveraging its precision agriculture and 
connected technologies to drive more sustainable outcomes, as well as growing its hybrid, 
electric, and fully autonomous offerings. The company also believes that its precision ag, 
connectivity app, and electric and autonomous offerings will create greater opportunities 
to monetize its ongoing innovation through subscription-based revenue streams, which 
it hopes will grow to 10% of total revenue by 2030. While we believe the company 
has set out ambitious goals, we believe Deere’s market leadership, superior technology, 
and demonstrated pricing power leave it well positioned over our long-term investment 
horizon, and we believe continued adoption of its growing precision agricultural offerings, 
including subscription-based offerings, will lower cyclicality and enable the company to 
realize sustainably higher margins. During the quarter, the company continued to progress 
towards its stated goals, including increasing uptake of precision ag, growing recurring 
revenues, and the company’s highest ever Q1 margins – which included equipment margins 
already reaching the company’s 2030 mid-cycle target of 20%. Deere is also closer to 
commercializing a fully autonomous tractor and its “see & spray” technology, both of which 
should begin to unlock the potential for ongoing subscription revenue. We continue to 
believe the current market price embeds expectations for key revenue and cash flow growth 
drivers that are below our long-term assumptions. As a result, we believe the company 
continues to sell at a discount to our estimate of intrinsic value.

Outlook
• Our investment process is characterized by bottom-up, fundamental research and a 

long-term investment time horizon. The nature of the process has led to a lower-turnover 
portfolio in which sector positioning is the result of stock selection.

• At quarter end, we were overweight in the communication services, financials, healthcare, 
consumer discretionary, and industrials sectors. We were underweight in the information 
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technology and consumer staples sectors. We held no positions in the real estate, energy, 
materials, or utilities sectors.  We remain committed to our long-term investment approach 
to invest in those few high quality businesses with sustainable competitive advantages and 
profitable growth when they trade at a significant discount to intrinsic value. Though we 
have no stated portfolio turnover target, as a result of our long-term investment horizon, 
our estimated annualized portfolio turnover is approximately 12.6% since the inception 
of the strategy on July 1, 2006. The overall portfolio discount to intrinsic value was 
approximately 46.8% as of March 31, 2023.  
 

Important Disclosure
Loomis, Sayles & Co., L.P. (“Loomis Sayles”) acts as a discretionary investment manager or non-discretionary 
model provider in a variety of separately managed account or wrap fee programs (each, an “SMA Program”) 
sponsored by a third party investment adviser, broker-dealer or other financial services firm (a “Sponsor”). 
When acting as a discretionary investment manager, Loomis Sayles is responsible for implementing trades in 
SMA Program accounts. When acting as a non-discretionary model provider, Loomis Sayles’ responsibility 
is limited to providing non-discretionary investment recommendations (in the form of a model portfolio) 
to the SMA Program Sponsor or overlay manager, and the Sponsor or overlay manager may utilize such 
recommendations in connection with its management of its clients’ SMA Program accounts. In such “model-
based” SMA Programs (“Model-Based Programs”), it is the Sponsor or overlay manager, and not Loomis 
Sayles, which serves as the investment manager to, and has trade implementation responsibility for, the Model-
Based Program accounts, and may customize each client account according to the reasonable restrictions or 
customization that a client may request.

Key Risks: Equity Risk, Market Risk, Non-US Securities Risk, Liquidity Risk. Investing involves risk including 
possible loss of principal.

Gross returns are net of trading costs. Net returns are gross returns less wrap fees.

The portfolio manager for the Large Cap Growth Managed Account Composite joined Loomis Sayles on May 19, 2010, 
and performance prior to that date was achieved at his prior firm.

Top and bottom holdings may not be representative of current or future holdings and will evolve over time. The 
examples above do not represent all securities purchased, sold or recommended for client accounts. They should not 
be considered specific investment recommendations or representative of other investments made by Loomis Sayles. 
A list showing the contribution of each holding to the overall performance of the representative account during the 
measurement period is available upon request. 

Holdings analysis is shown for a representative account as supplemental information. Due to systems limitations it is 
difficult to analyze holdings on a composite basis. This representative account was selected because it closely reflects the 
Loomis Sayles Large Cap Growth investment strategy. Due to guideline restrictions and other factors, there is some 
dispersion between the returns of this account and other accounts managed in the Large Cap Growth investment style.

This marketing communication is provided for informational purposes only and should not be construed as investment 
advice. Any opinions or forecasts contained herein reflect the subjective judgments and assumptions of the authors 
only and do not necessarily reflect the views of Loomis, Sayles & Company, L.P. Investment recommendations may be 
inconsistent with these opinions. There is no assurance that developments will transpire as forecasted and actual results 
will be different. Information, including that obtained from outside sources, is believed to be correct, but Loomis 
cannot guarantee its accuracy. This information is subject to change at any time without notice. Market conditions are 
extremely fluid and change frequently.

The Large Cap Growth Managed Account Composite includes all discretionary Managed Accounts with market values 
greater than $100 thousand managed by Loomis Sayles that seek to produce long-term excess returns at or below 
benchmark risk over a full market cycle relative to the Russell 1000 Growth Index and generally within the market 
capitalization range of the Index. As of November 1, 2020, the Composite was redefined to include only Managed 
Accounts. Prior to the redefinition, the Composite included separate and commingled accounts. Performance results 
prior to November 1, 2020 are those of the Large Cap Growth Composite. The Composite inception date is July 1, 
2006. The Composite was created in 2019.For additional information on this and other Loomis Sayles strategies, please 
visit our web site at www.loomissayles.com.

Diversification does not ensure a profit or guarantee against a loss. 

Any investment that has the possibility for profits also has the possibility of losses, including the loss of 
principal.

There is no guarantee that the investment objective will be realized or that the strategy will generate 
positive or excess return. Actual accounts have the potential for loss as well as profit.

Past performance is no guarantee of future results. 
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