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We visited the offices of the Jennison Large Cap Growth team, subadvisors to Harbor Capital Appreciation. Roughly two 
years ago we revisited our thesis on the fund, and this meeting was part of our ongoing due diligence of the team. We 
recently met with Natasha Kuhlkin, a recently named portfolio manager on the fund (she has been a Jennison Large Cap 
Growth research analyst since 2004 and a portfolio manager since 2014). We also had conversations with their financials 
analyst, Andrew Tucker (who has been with the team since 1997), and consumer analyst, David Ravera (an investment 
team member since 2000). Below is a summary of our conversation with them.

Investment Philosophy & Process

The Jennison Large Cap Growth team employs a bottom-up stock-picking approach, seeking mid- and large-cap indus-
try-leading growth companies that create long-term economic value through unique business models. These companies 
are typically experiencing strong top-line and/or bottom-line growth rates that Jennison believes are durable and can be 
sustained by a competitive advantage. Their focus is on identifying companies that are growing faster than the broader 
market (as defined by the S&P 500). They seek to build a portfolio that has a growth rate about 1.5x–2x that of the market. 
For example, if the S&P 500 has a growth rate of 8%, Jennison wants to build a portfolio that, at a minimum, has a growth 
rate of 12%. These fast-growing companies are often accompanied by higher valuation multiples, so the team also invests 
in companies with similar growth rates as the market to reduce portfolio volatility. Holdings fit into three growth rate 
buckets: (1) companies with estimated growth rates of more than 20%, (2) companies with growth rates between 15% and 
20%, and (3) companies with growth rates of less than 15%. Key to the process is having their earnings growth estimates 
materialize. This makes their fundamental analysis of companies and industries central to their potential success. 

Details on Valuation

Even though company and industry fundamentals are the main consideration when evaluating businesses, the team does 
have an eye on valuation. Valuation is particularly important at initial purchase and in determining position size. For new 
names, Kuhlkin says the valuation case is about risk-reward and they pass on a lot of stocks because they don’t see the up-
side in the stock price. Valuation is always on a company-by-company basis and, broadly speaking, they tend to be much 
more valuation sensitive when it comes to cyclical businesses compared to businesses that have secular growth potential. 
Kuhlkin says if a company has “open-ended greenfield growth” they will let the stock run a little even as it gets to the high-
end of their valuation metric. The team says valuation is a function of what the marketplace is willing to pay, which is why 
their focus is on understanding fundamentals and whether that’s being reflected in the stock price. 

Marriott International and Netflix are two contrasting examples of how they would value a company. For Marriott, 
the team views this company as a steady-state business that is growing with a valuation that trades in a relatively tight 
band. If a company like Marriott nears the upper-end of its historic valuation band, the team will consider trimming or 
selling the position. For a company with a secular growth outlook, like Netflix, the team makes assumptions about what 
the business could look like in three to five years, and they are more flexible when it comes to managing position size. 
For a company like Netflix, they make normalized revenue and margin estimates for the company and then discount 
cash flows back to the present. 

Negative Outlook for Financials

Andrew Tucker, the team’s financial analyst, says he is increasingly negative on financials. We talked about three rea-
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sons for his pessimistic outlook: 

1. Tucker says credit losses from bad debt are at the lowest point of his career, which is unlikely to be sustainable 
and bad debts will eventually catch up with the banks. 

2. Another worry for Tucker is the current low level of loan growth in the banking industry, which he says is at 
about 4%. With banks having benefited from tax cuts more than any other industry in the S&P 500 Index, he 
says the return on equity for banks increased from 14% to roughly 17%. This means capital generation in-
creased by 25% yet loans are only growing by 4%. Tucker says with equity growing at 17% and loans growing 
at just 4%, by definition, too much capital is chasing too few loans. The final concern is the absolute low level 
of interest rates. Low interest rates (along with a flat yield curve) hurt bank profitability. 

3. For the above reasons, Tucker isn’t advocating bank stocks to the portfolio managers. The exception in the 
fund is JPMorgan Chase, which he says is best-in-class and relatively defensive. Instead of spending time look-
ing for ideas within the banking industry, Tucker is devoting time to the payments processors, such as Visa and 
Mastercard (both of which are top-10 positions in the fund). 

Sizeable Asset Base

The Jennison Large Cap Growth team is now managing upwards of $60 billion in the strategy. This includes roughly 
$29 billion in Harbor Capital Appreciation. Although this is a sizeable asset base, we are not overly concerned at this 
point. First off, the fund is predominantly investing in large-cap companies with plenty of liquidity. And importantly, the 
fund has historically invested in large-cap companies (see chart at the top of the next page). This is important because 
the fund’s strong long-term track record did not come from investing in smaller companies prior to seeing its asset 

base grow. We also looked at over 15 years of market-cap exposure data from Har-
bor Funds and it was consistent with Morningstar’s data. Harbor’s data shows the 
fund’s exposure to companies between $2 billion and $10 billion has consistently 
been well below that of the Russell 1000 Growth Index (on average the fund has 
had a 10% underweight to this bucket since the early 2000s). And for companies 
that fall in the $10 billion to $25 billion bucket, the Harbor Capital Appreciation 
Fund has historically had a similar weight as its primary benchmark. The fund has 
generally had more exposure to companies with market capitalizations of $25 bil-
lion or more than the Russell 1000 Growth Index. Reviewing this data makes us 
comfortable that the fund’s asset base in not resulting in shifts in the opportunity 
set or changes to the strategy. 

Litman Gregory Opinion

We continue to recommend Harbor Capital Appreciation and own the fund in our 
portfolios.

The fund is trailing its Russell 1000 Growth benchmark so far in 2019—gaining 
21.8% compared to 24.2%, respectively (as of 7/31/2019). It is ahead of the S&P 
500’s year-to-date gain of 20.2%. Over trailing three- and five-year periods, the fund 
is ahead of the S&P 500 and is roughly in line with the Russell 1000 Growth Index. It 
has also outpaced its Morningstar Large Cap Growth peer group over intermediate- 
and long-term periods. Since the fund’s inception more than 31 years ago, the fund 
has gained 11.8% annualized. This is ahead of the Russell 1000 Growth Index and 
S&P 500 Index—both of which have a return of 10.6% over the same period.

Consistency of returns also stands out. The fund has outperformed its growth 
benchmark in 77% of rolling five-year periods and 88% of rolling 10-year periods 
since the inception of the fund. The fund has also excelled against its peer group. 
In rolling five-year periods it has consistently finished in the top half of its category, Source: Litman Gregory Analytics
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and in the last decade it has regularly landed in 
the top-third of the category (see chart at the 
bottom of the page). This steadiness within its 
peer group has lead to the fund’s superior long-
term track record relative to its competition.     

We have identified many qualitative positives, 
and our opinion rests largely on the strength of 
the investment team. Over the years portfolio 
manager Sig Segalas has consistently told us 
that he (and the other portfolio managers) is 
“only as good as [his] analysts.” We have met 
or spoken with most of the team and we have 
been impressed. Portfolio managers and ana-
lysts have a clear understanding of their invest-
ment approach and consistently demonstrated 
a depth of knowledge of portfolio holdings, 
broader industry dynamics, and competitors. 
Portfolio managers work together with analysts 
to understand the opportunities and risks of a 
prospective portfolio holding. Each investment 
team member brings different insight, knowledge, and analytical expertise to the table. Rigorous interactive discus-
sion among team members elevates the investment vetting process, with all portfolio managers engaged in decision 
making. Jennison’s culture encourages investment professionals to challenge one another’s assumptions and ideas, 
precluding group-think. We think they are thoughtful when it comes to the risks to their thesis. The team’s passion and 
love for investing was also evident.

The team’s experience and stability stand out. Segalas co-founded Jennison Associates in 1969 and remains the firm’s 
chief investment officer and a portfolio manager of Jennison’s Large Cap Growth strategies. He remains active in the 
daily management of Harbor Capital Appreciation. McCarragher, also a portfolio manager on the Harbor fund, has been 
with Jennison for close to 20 years and is the current head of Growth Equity at the firm. Blair Boyer and Natasha Kuhlkin 
were named portfolio managers on the Harbor fund earlier this year. Boyer has been at Jennison since 1993 and a 
portfolio manager on the Large Cap Growth team since 2003. Kuhlkin came to Jennison in 2004. As for stability, most of 
the team has been with the firm for a decade or 
more. The Large Cap Growth portfolio manag-
ers average 36 years of industry experience and 
24 years at Jennison; the 13 Large Cap Growth 
research analysts average 21 years of industry 
experience and 15 years at Jennison. We think 
this continuity fosters an understanding of, 
commitment to, and focus on a philosophy and 
process that has remained in place for decades 
(and has been applied successfully). Their 
long working relationships also result in team 
members having knowledge of each other’s 
strengths, weaknesses, and biases, which helps 
them set aside personal agendas and ultimately 
make better decisions as a group. 

Something that was noted in our original due 
diligence report is the extensive resources at the 
analysts’ disposal. Based on ongoing conversa-
tions, this is still the case. Analysts consistently 
bring up anecdotes they came across during Source: Litman Gregory Analytics

Source: Litman Gregory Analytics
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industry conferences, meetings with management teams, 
or talks with competitors. Based on this and our stock dis-
cussions with them, it is evident that the analysts are not 
taking any shortcuts and are doing thorough fundamental 
work. There are no bureaucratic or resource constraints that 
might hamper the analysts’ ability to research a stock. They 
each have full autonomy and operate as self-starting entre-
preneurs when it comes to underwriting their stocks.

We do not believe Jennison is reliant or dependent on any 
one person to succeed. The process is very much team 
based, collaborative, and fundamentally driven. Segalas 
has been at the helm of Jennison for 50 years but still has no 
plans to step back. His continued involvement has not ham-
pered the growth of other team members—as evidenced by 
the five other portfolio managers, responsibilities divvied 
among other senior team members, and life-long analysts 
who remain at the firm. We say this not to diminish the importance and influence of Segalas, but to point out that many 
individuals are contributing to the investment process. The departure of founders and leaders can often lead to the un-
doing of a previously successful team. This is not lost upon Jennison either. Talk around Segalas’s eventual retirement 
has been consistent for quite some time, and the firm has institutionalized pieces of the process, delegated responsibil-
ities, and focused on building a lasting culture. This is a topic we will continue to monitor in future discussions with the 
team to gain more confidence in the overall team and future of the fund.

Harbor Capital Appreciation remains a recommended fund in the Large-Cap Growth category. We are confident this 
fund will outperform both a broad U.S. stock benchmark and a narrower U.S. large-cap growth index over a market 
cycle. We expect shorter time periods of underperformance, yet we believe they have the people, process, and shared 
philosophy in place to outperform over longer time frames. 

—Kiko Vallarta, CFA, and Jack Chee

Note: These materials are intended for the use of investment professionals only and may contain information that is not 
suitable for all investors. This presentation is provided by Litman Gregory Asset Management, LLC (“Litman Gregory”) for 
informational purposes only and no statement is to be construed as a solicitation or offer to buy or sell a security, or the 
rendering of personalized investment advice. There is no agreement or understanding that Litman Gregory will provide in-
dividual advice to any investor or advisory client in receipt of this document. Certain information constitutes “forward-look-
ing statements” and due to various risks and uncertainties actual events or results may differ from those projected. Some 
information contained in this report may be derived from sources that we believe to be reliable; however, we do not guaran-
tee the accuracy or timeliness of such information. Past performance may not be indicative of future results and there can 
be no assurance the views and opinions expressed herein will come to pass. Investing involves risk, including the potential 
loss of principal. Any reference to a market index is included for illustrative purposes only, as an index is not a security in 

Source: Litman Gregory Analytics
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which an investment can be made. Indexes are unmanaged vehicles that do not account for the deduction of fees and ex-
penses generally associated with investable products. A complete list of LGAM’s investment recommendations for the prior 
12 months is available upon written request. For additional information about Litman Gregory, please consult the Firm’s 
Form ADV disclosure documents, the most recent versions of which are available on the SEC’s Investment Adviser Public 
Disclosure website (adviserinfo.sec.gov) and may otherwise be made available upon written request.


