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To Our Valued Clients:

After the Gold Rush: Quality Endures

Major stock indices continued to advance higher in the 
first half of 2026, with the S&P 500 index up 10% YTD 
through June 30, 2026.  Investor enthusiasm for artificial 
intelligence (AI), and specifically companies levered to AI 
capital expenditures are the primary driver of recent stock 
market returns. Semiconductors posted their best quarterly 
return ever in 2Q 2026. The Philadelphia Stock Exchange 
semiconductor index is up an astounding 102% year-to-
date as robust demand and limited supplies have created a 
bottleneck in many of the components required to run the 
agentic AI software popularized by OpenAI and Anthropic. 
Power providers and other AI infrastructure companies 
levered to data center buildouts have also emerged as big 
winners year-to-date.

What looks like broad market resilience, as measured by the 
double-digit year-to-date stock index returns, is largely due 
to a group of AI capital expenditure levered stocks pulling 
the indices higher. We estimate that essentially all of the 
S&P 500 index year-to-date return through June 30, 2026 
is from AI related companies. Per the chart on the right, the 
average return of an AI-related stock in the S&P 500 index 
year-to-date is 23.5% compared to -6.6% for all other stocks 
in the index. 

The story is similar when the index is viewed through quality 

factors. Here we see the highest quality stocks, which are 
characterized by high earnings predictability, high return 
on equity, and low leverage, lagging the more cyclical, more 
levered lower quality quartile of the market by ~30% year-
to-date; a spread which we believe is among the highest on 
record in a 6-month period.

As we know, market extremes often create opportunities for 
long-term investors. It is unusual for companies in the top-
tier of earnings quality to lag the returns of the lower quality 
cohort for an extended period, as has been the case the past 
several years. In our view, the current environment, with so 
much capital flowing into AI infrastructure, has created an 
appealing entry point for patient investors to acquire high-
quality businesses at reasonable prices.

AI Cap Ex Buildout – One for the Record Books 

The scale of the current artificial intelligence infrastructure 
buildout already dwarfs every landmark U.S. infrastructure 
project of the last century. This physical, capital-intensive 
buildout is behaving like a new industrial policy, with 
multiplier effects observable in various U.S. macroeconomic 
data such as industrial production, electricity demand, and 
regional labor markets. AI data centers are now the largest 
single category of U.S. construction growth.
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BRIAN KRAWEZ, CFA®
President, Investment Committee Chairman

Source: Bloomberg. Data as 6/30/2026. The U.S. Semiconductor 
Index refers to the Philadelphia Stock Exchange semiconductor index.

2026 YTD Return %

Source: Bloomberg. As of 6/30/26. AI stocks as categorized by Scharf Investments 
within the S&P500. MSQQUQLL and MSQQUQLS represent Morgan Stanley’s US 
Quality Long and Short baskets, respectively, selecting the highest and lowest quality 
stocks from the Russell 3000 Index based on standard quality measures. Returns 
shown are for illustrative purposes only and do not constitute investment advice. Past 
performance is not indicative of future results.

2026 YTD Return %



This massive investment spending is being led by large 
technology companies such as Amazon, Microsoft, Google, 
and Meta who see AI compute as a growth engine for 
their businesses. The view is that AI infrastructure is the 
new industrial base for the global economy, like electricity 
or broadband infrastructure from prior periods, and the 
competitive race to own and manage this digital grid is on. 
As a result, the top 5 hyperscalers (Amazon, Microsoft, 
Google, Meta, and Oracle) are expected to invest ~$6tn 
through 2030 on AI infrastructure. The illustrative visual 
below details this current AI capital expenditure eco-
system, whereby AI model owners (LLMs) are the demand 
originators and the hyperscalers are the infrastructure 
builders and operators, and semiconductor companies are 
among the initial direct beneficiaries of the rapid, large-scale 
spending.

The hyperscalers, detailed in the middle section of the 
diagram below, have been remarkable compounders of 
capital the past two decades. For hyperscalers to continue 
earning similar returns on capital from current and projected 
AI investments over the next five years, profits will need 
to inflect higher. Specifically, as shown in the chart on the 
following page, to earn a 20% return on the current AI 
investment commitments from the top 5 hyperscalers, they 
would need to generate approximately $1.65tn in operating 
profit in 2030; which compares to $0.45tn in operating 
profit today. A 4x growth in operating profit over a five-year 
period has previously been achieved by Amazon, Microsoft, 
Google, and Meta at various times in their history. However, 
these 4x profit growth periods in five years were in the 
earlier phases of their company life-cycles. For example, 
Google’s fastest 5-year profit growth period to date was 
2005 – 2010, where operating profit at Google grew 5x over 
a 5-year period, from $2B to $10B. 
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Peak annual project spend at percent of GDP

Source: Cembalest, M., “Smothering Heights,” Eye on the Market 2026 Outlook, J.P. Morgan Asset & Wealth Management as of January 2026

The AI Ecosystem: Buyers & Sellers



Hyperscalers are buying compute and building data centers 
based in large part on commitments from frontier AI labs 
and other customers. The leading frontier labs, often 
referred to as LLMs (large language models), are OpenAI, 
Anthropic, SpaceX, and Google’s Gemini. These major 
frontier labs have made purchase commitments at multiples 
of their current revenue. OpenAI and Anthropic have made 
$1 trillion in purchase commitments to the hyperscalers for 
AI compute based on $70 billion in run rate revenue. We 
cannot recall another period in history where two entities 
with a combined $70 billion in revenue have made promises 
to spend over $1 trillion over the next 5 years. What could 
possibly go wrong?

Earnings Durability of AI Capex Winners?

Among the most immediate, direct beneficiaries of the 
hyperscalers’ capital expenditures are semiconductor 
companies. For example, per the chart below, Micron 
earnings per share are expected to increase +9x in 2026 
to $73 per share, compared to $7.59 per share in calendar 
year 2025. The earnings trajectories for other leading 
semiconductor companies including Samsung, SK Hynix, 
Sandisk, and AMD are similar.

Margin expansion is the primary driver of record profits for 
the memory chip companies. Per the chart below, Micron’s 
current pre-tax margins are projected to reach 84%, which 
is well above the 30-year trend. In fact, as shown in the 
chart in below, Micron margins are cyclical, and have been 
negative in 28% of reported quarters the past 30 years. The 
result is a Value Line earnings predictability score for Micron 
of 5 out of 100, where 100 is best. Hence, while recent 
profits and associated returns in semiconductors have been 
exceptional, the durability of earnings is questionable.
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To earn a 20% return on this investment, they would need to 
generate about $1.65tn in operating profit in 2030 alone.

Source: Scharf Investments, Goldman Sachs as of June 2026. Figures are post depreciation 
and assume 20% target ROIC and ~9-yr blended depreciation. Top-5 = GOOGL, MSFT, 
AMZN, META, ORCL

Anthropic + OpenAI Purchase Commitments and 
Run-Rate Revenue ($bn)

Source: Cloud Hyperscaler remaining performance obligations per The Information 
reporting, includes Amazon, Alphabet, Microsoft and Oracle, figures as of 3/31/2026, 
based on estimates and includes Amazon’s April Anthropic Agreement. Run-Rate Revenues 
per company press releases: Anthropic Fundraise Announcement on 5/28/2026, OpenAI 
Fundraise Announcement on 3/31/2026.

Micron’s Earnings per Share (TTM, $)

Source: Bloomberg. As of 6/30/26. Trailing LTM through 5/28/26. 2026 and 2027 use 
estimates.

Actual Annual Operating Profit Annual Operating Profit Needed

Micron’s Pretax Margins (TTM, %)
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Source: Bloomberg. As of 6/30/26. Represents last twelve months earnings per share. 
2026 and 2027 are fiscal year estimated.



Amazon versus SpaceX

SpaceX, founded by Elon Musk, debuted in public markets 
via a June 2026 initial public offering at a $2.5 trillion 
valuation, comparable in market value to Amazon and 
valued more than Meta, Berkshire Hathaway, Eli Lilly and JP 
Morgan Chase. 

For $2.5 trillion, one could own all the equity of 30% of 
current S&P 500 index constituents. Specifically, $2.5 trillion 
equates to the aggregate market capitalization of S&P 500 
companies’ number 500 through number 351 when ranked 
by market capitalization. This list of S&P companies includes 
Hewlett Packard, FedEx, General Mills, and Lowes, among 
others. 

While the equity valuations of Amazon and SpaceX’s IPO 
were similar, the company fundamentals are not. Per the 
chart below, Amazon reported $824 billion in revenue and 
$114 billion in net income in 2025 compared to $35 billion in 
revenue and negative $5B in earnings for SpaceX.

The investment thesis for SpaceX is based on the company’s 
future earnings potential. What if SpaceX were to grow its 
earnings the next 10 years at the same rate Amazon has 
grown earnings the past 10 years, which ranks in the top 
1% of all S&P 500 index companies? Per the chart on the 
right, we modeled that scenario, growing SpaceX projected 
2027 earnings at the 46% 10-year trailing historical growth 

rate of Amazon earnings, 10 years forward. Even with this 
rapid growth, SpaceX’s future earnings are unlikely to 
justify the current market cap. Specifically, as shown in the 
chart below, we model $400 billion for SpaceX earnings 
from 2027 – 2036. Conversely, if Amazon were to grow 
earnings 18% over the next 10 years, which is in-line with 
forward consensus growth rates for Amazon, we model 
$2.6 trillion in earnings. $400 billion in 2036 earnings for 
SpaceX represent less than 20% of the company’s $2.5 
trillion valuation, whereas Amazon’s modeled 2036 earnings 
of $2.6 trillion exceeds the current $2.5 trillion market 
capitalization of the company.

While many investors were focused on SpaceX, earlier 
this year we added Amazon to the Scharf equity portfolio. 
Amazon shares have been penalized in recent months for 
spending on AI infrastructure and its perceived ‘boring’ 
status. As a result, Amazon’s P/E has contracted. Per the 
chart below, Amazon is currently the cheapest it has been 
since 2016.
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Source: Bloomberg. Revenue and Net Income are using 2026 estimates. As of 6/25/26. 
Earnings and expected earnings do not represent actual value or performance expected 
to be achieved.  The security shown does not represent all the securities held in client 
accounts.

10 Year - Look Ahead ($tn)

Source: Bloomberg. As of 6/26/26. Method: Uses sell-side estimates for 2026 and 2027, 
followed by a selected annual growth rate. SPCX Net Income is currently forecasted to 
first turn positive in 2027.Assumes 18% growth for AMZN and historical 10 Yr CAGR for 
AMZN of 46% for SPCX. Earnings and expected earnings do not represent actual value 
or performance expected to be achieved.  The security shown does not represent all the 
securities held in client accounts. 

Source: Bloomberg. As of 5/31/26. This security was owned by Scharf during this 
time period. This P/E ratio does not reflect performance achieved by an investment in 
this security during this time period. This security does not represent all the securities 
purchased, sold, or recommended for clients’ accounts. The reader should not assume that 
an investment in this security was or will be profitable.

Amazon Relative P/E Multiple to S&P 500

SPCX vs AMZN

What does $2.5 trillion buy you?



We see Amazon as an AI-adjacent winner. The company 
is the #1 online retailer, #1 cloud services provider and a 
key digital infrastructure enabler for millions of customers. 
This results in significant recurring revenues and enduring 
franchises. In addition, Amazon has AI tailwinds levered to 
compute capacity, a proprietary chip business, automation in 
its logistics network, plus an ownership stake in Anthropic.

Portfolio Positioning

We believe earnings are the primary driver of equity market 
returns over the long term. As shown in the chart on the 
right, Scharf equity portfolio companies have grown earnings 
at an annualized rate of 15% per year over the past 10 years 
(weighted average), compared to 8% for the S&P 500 
and 5% for the Russell 1000 value index. In addition, the 
earnings predictability of Scharf equity holdings is higher 
than the broader market indices. For example, Micron, 
discussed earlier, has an earnings predictability score of 5 
compared to 80 for the average Scharf holding. This matters 
to long term investors because earnings predictability is 
one of the few metrics that has been shown to reliably 
compound investor returns over longer term horizons. 

Quality on Sale

In our view, a benefit of the current investor exuberance for 
AI capital expenditure levered stock exposures is a market 
environment that offers unusually attractive opportunities 
in higher-quality companies. Many leading businesses with 
strong returns on equity, durable earnings, and consistent 
historical growth are trading at valuations that are attractive 
relative to both their own history and the broader U.S. 
indices. 

For example, Microsoft (“MSFT”) is the world’s leading 
enterprise software platform, with a wide moat built on 
mission-critical products, recurring revenues, and high 
customer-switching costs. MSFT shares are currently 
trading at the cheapest relative valuation versus the S&P 
in the past 10 years. Similarly, Visa is a market leader with 
a wide payments network moat that is also trading at the 
cheapest relative valuation versus the S&P 500 index in 
the past 10 years. In our view, AI for Visa looks more like a 
tailwind than a threat to the core payments business. Visa 
earnings are projected to grow 15% year-over-year, which is 
in-line with the prior 10 years, yet Visa now trades 5 turns 
below Visa’s long-term median multiple.  We believe that 
Disney, Agilent, and Otis, among others, similarly offer 
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Investing in Amazon

The securities identified and described do not represent all of the securities purchased, sold 
or recommended for client accounts.  The reader should not assume that an investment in 
the securities identified was or will be profitable. Sources: Bloomberg, Scharf Investments. 
Earnings and expected earnings do not represent actual value or performance expected 
to be achieved.  The security shown does not represent all the securities held in client 
accounts.
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Sources: Bloomberg, Scharf Investments, as of 5/31/2026.  Based on available (up to 30-
year) historical trading history.  Scharf Equity shown is a weighted average portfolio metric. 
These charts do not reflect performance actually achieved or expected to be achieved.



compelling opportunities. 

The magnitude of the current ‘quality-on-sale’ environment 
can be observed via favorability ratios.  As a reminder, 
the favorability ratio is the portfolio upside to its median 
historical-high-P/E relative to the portfolio downside to its 
median historical-low-P/E. We believe that stocks with good 
favorability can often offer asymmetric upside relative to 
downside risk. 

As shown below, the Scharf equity portfolio currently has 
+58% upside to its median high P/E and 2% upside to its 
median low P/E.  It is very unusual for Scharf equity holdings, 
in aggregate, to be trading below their long-term median 
low P/E multiple. This means if the Scharf equity portfolio 
re-rates to its long term historical median low portfolio 
multiple, all else being equal, the portfolio value will increase 
2%; not decrease, as is normally the case when marking a 
portfolio to its median low multiple. Conversely, the broader 
indices (S&P 500 and Russell 1000 value) show negative 
favorability from both an upside to median-high-P/E and 
downside to median-low-P/E. The net result is that when 
stock prices and company earnings realign, which they 
historically do, we believe Scharf equity offers favorable 
expected returns and lower downside risk compared to the 
broader market indices.  

After the Gold Rush

Every gold rush ends the same way. The claims get crowded, 
the easy money gets made, and eventually the spending 
must be repaid with profits. 

Our focus remains on owning what we believe to be durable 
businesses at attractive prices. With the broad stock indices 
now heavily levered to the AI capital expenditure trade, we 
believe the current environment offers unusual opportunity 
for the patient investor. Accordingly, we have been more 
active, adding 15 new companies to the Scharf equity 
portfolio in the most recent 18 months. We believe these 
purchases have improved the portfolio’s earnings growth 
potential, earnings predictability, and valuation favorability. 
The result is a portfolio of companies that have compounded 
earnings at a weighted average of 15% annually over the 
past decade, compared to 8% for the S&P 500, while trading 
below the portfolio’s long-term median low P/E multiple.

Historically, stock prices and company earnings have tended 
to realign over time, though there is no assurance they will 
do so in any given period. If and when they do, we believe 
the portfolio is well positioned relative to the broader 
indices, both in expected return potential and downside risk. 
The rush may fade but quality endures.

Thank you for your continued confidence in Scharf 
Investments. We remain committed to delivering disciplined 
investment management and helping you achieve your long-
term investment goals.

Best Regards,

Brian Krawez, CFA®                                                                        
President and Investment Committee Chairman

Upside to Median High P/E
58%

-24%
-16%

Scharf Equity S&P 500 Russell 1000 Value

Upside to Median High P/E

Sources: Bloomberg, Scharf Investments, as of 5/31/2026.  Based on available (up to 
30-year) historical trading history.  Scharf Equity shown is a weighted average portfolio 
metric. These charts do not reflect performance actually achieved or expected to be 
achieved.

2%

-36%

-45%
Scharf Equity S&P 500 Russell 1000 Value

Downside to Median Low P/E

Downside to Median Low P/E
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Sources: Bloomberg, Scharf Investments, as of 5/31/2026.  Based on available (up to 
30-year) historical trading history.  Scharf Equity shown is a weighted average portfolio 
metric. These charts do not reflect performance actually achieved or expected to be 
achieved.



Agilent Technologies, Inc. (NYSE:A) is a leading life sciences 
tools company, providing instruments, software, services, 
and consumables to pharmaceutical, biotechnology, 
food safety, academic research labs, and advanced 
manufacturing end-markets worldwide. Notable Agilent 
products include liquid and gas chromatography instruments, 
mass spectrometry equipment, pharmaceutical reagents, 
and diagnostic assays, among others. The company was 
created via a spin-out of Hewlett Packard in 1999. Agilent is 
headquartered in Santa Clara, California and employs 18,000 
people, including 2,500 in China.

A ‘Pick and Shovel’ Revenue Model

Tools companies that support life sciences and advanced 
manufacturing operate attractive business models because 
regulation and complex processes create durable revenue 
streams for incumbent vendors, i.e. ‘switching costs’ are high. 
In addition, life sciences and advanced manufacturing tools 
companies benefit from broad exposure to attractive end 
markets, without assuming outsized product-specific risk. 

Agilent’s business is characterized by these favorable 
attributes. The company is a global market leader in mass 
spectrometry and chromatography equipment. These 
instruments are used by pharmaceutical companies 
and manufacturers to facilitate product development, 
quality control and regulatory compliance. For example, 
mass spectrometry–based-characterization is central 
to the manufacturing processes of most FDA approved 
biologics. A use case for Agilent equipment within an 
FDA-approved biologics manufacturing process would be 
sampling to confirm the safety, purity, and consistency of 
the manufactured material. Agilent makes the analytical 
instruments that support these safety, purity, and 
consistency processes. In addition, Agilent provides the 
ongoing service, support and consumables needed to 
maintain the instruments. About 35% of Agilent’s revenues 
are linked to capital equipment and instruments used in 
these kinds of product development, quality control and 

regulatory compliance functions. The balance of company 
revenues is derived from lab consumables and software tools 
and services, including the aforementioned service contracts 
supporting the installed base of Agilent products. 

Many of the end-markets where Agilent equipment and 
instrumentation are utilized represent attractive, above-
GDP growth industries. For example, biopharmaceutical 
development and semiconductor adjacent workflows. In 
our view, exposure to Agilent offers the opportunity to 
participate in the GDP+ growth of these end-markets without 
taking on outsized product-specific or technology-specific 
risk; this arrangement is commonly referred to as a ‘picks and 
shovels’ revenue model. This references the California gold 
rush of the mid-19th century where selling picks and shovels 
resulted in consistent, high margin profit for selected vendors 
in this period. The pharmaceutical and diagnostics industries 
are Agilent’s largest end-markets, together representing 
~50% of total company sales. Environmental, food, forensics, 
chemical/energy, and materials analysis are other large end 
markets where Agilent equipment and services are utilized. 
Use cases for Agilent products include battery testing for 
EVs, purity measurement in semiconductor production, 
and environmental safety, such as contaminant testing in 
municipal water systems.

I N V E S T M E N T  R E S E A R C H
I N V E S T M E N T  I N S I G H T S

JORDAN COREY, CFA® 
Research Analyst
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Agilent Relative P/E Multiple to S&P 500 

Within these attractive end markets, Agilent benefits from 
a diverse customer base. No single customer accounts for 
10% or more of total revenue, representing one of the lowest 
concentration profiles in the analytical instrument industry.

Company fundamentals support the narrative of Agilent’s 
attractive business model and end markets served. Agilent 
is a consistent double-digit earnings grower and has an 
earnings predictability score of 95 out of 100. Return on 
investment of 16% is highest among peers and leverage 
of 1.0x net debt to EBITDA is low. Scharf first started 
purchasing Agilent shares on behalf of Scharf clients in the 
summer of 2025. Central to the investment thesis was the 
expectation that after a period of below trend post COVID 
era growth, earnings at Agilent would inflect higher in 
2026 and 2027. This appears to be playing out. In the most 
recent quarter Agilent’s earnings grew 14% year-over-year. 
Capital equipment spending across several of Agilent’s 
largest end markets, especially semiconductors, chemicals/
advanced materials, and biopharma were credited with 
driving unusually strong demand for Agilent instruments. Per 
management, the company is seeing a replacement cycle 
tailwind in its biopharmaceutical business, where biopharma 
labs are replacing aging liquid chromatography and mass 
spectrometry fleets after years of underinvestment. 
Management also highlighted semiconductor fabs and 
upstream chemical suppliers, who are purchasers of Agilent’s 
spectroscopy and chromatography franchises, as recent 
above trend areas of growth.

Despite the recent earnings momentum, Agilent shares 
currently trade at 20x forward earnings, which is lower than 
the company’s 10-year median high multiple of 29x, and 
lower than the broader S&P 500 index earnings multiple 
of 22x. It is very rare for Agilent to trade at a discount to 

the broader U.S.  stock market. In our view, Agilent is an 
example of ‘quality on sale.’ As capital flows into the AI 
trade, we continue to see compelling long-term investment 
opportunities outside of this concentrated AI leadership. We 
believe this disconnect between fundamentals and valuation 
creates a compelling opportunity to own a durable, high 
quality business at an attractive entry point.

 
Sources: Company Reports, Bloomberg, S&P Capital IQ, Scharf Estimates. This information 
is intended to be for the use of Scharf Investments clients only.  Please do not disseminate. 
This material includes forward looking statements based on Scharf Investments’ experience 
and expectations about the securities markets and the methods by which Scharf Investments 
expects to invest in those markets. Those statements are sometimes indicated by words such 
as “expects,” “believes,” “seeks,” “may,” “intends,” “attempts,” “will,” and similar expressions. 
The forward looking statements are not guarantees of future performance and are subject 
to many risks, uncertainties and assumptions that are difficult to predict. Therefore actual 
investment returns could differ materially and adversely from those expressed or implied in 
any forward looking statements. The securities identified and described do not represent all 
of the securities purchased, sold or recommended for client accounts.  The reader should not 
assume that an investment in the securities identified will be profitable.

Median: 1.30x

Agilent Relative P/E Multiple to S&P 500

Sources: Bloomberg, Scharf Investments, as of 6/30/2026. These charts do not reflect 
performance actually achieved or expected to be achieved.

8  |  Scharf Investments, LLC
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U.S. stock market concentration at the index level inflecting 
higher is a topic we have written about in recent quarterly 
letters. Tangentially related are the investment management 
issues associated with concentrated stock in an individual 
client or family investment portfolio.  

A concentrated stock position is when one or a handful of 
stocks make up a large percentage of an individual’s total 
investment assets. A frequently used threshold metric for 
concentrated stock exposure is +30% of total investment 
assets. Exposure to concentrated stock may be via employee 
equity, buy and hold strategies, or a private investment stake 
that is newly publicly traded. Many individual investors 
with concentrated stock would like to reduce their company 
specific risk. However, most investors do not want to incur 
the likely capital gain taxes associated with selling shares, 
which can, even at long-term rates, be as high as 35% (23.8% 
federal + 12% state) depending on your income level and 
state of residence. In addition, there is often uncertainty about 
how best to reinvest the proceeds from a concentrated stock 
windfall. From this point of view, concentrated stock exposure, 
which is generally, overwhelmingly a positive, can feel like an 
anchor of decision-tree-angst and portfolio risk. 

Should you diversify?

Historical data confirms the likely intuition of most Scharf 
clients that concentrated stock exposure increases the 
potential of a large drawdown compared to ownership of a 
more diversified portfolio. Since 2014, the average constituent 
in the Russell 2000 index suffered a maximum decline 
of 50% compared to a maximum decine of 25% for the 
more diversified aggregate stock index. There are of course 
exceptions. For example, concentrated stock in Microsoft 
outperformed most diversified U.S. stock portfolios in the 
15-year period ending December 31, 2025. As an example, 

Microsoft founder Bill Gates, who more aggressively 
diversified his Microsoft holdings via stock sales and 
charitable giving, was surpassed in global wealth rankings by 
Steve Ballmer, who joined the company later and had much 
less company stock compared to founder Gates but did 
not diversify. However, these instances are more exception 
than rule. For most Scharf clients, we generally recommend 
some kind of diversification strategy of concentrated stock. 
Although the approach and scale is investor-specific.

How can one diversify a concentrated stock position?

The following are a few actionable strategies to consider in 
attempting to diversify concentrated stock exposure in an 
individual account. These strategies can be implemented 
alone or in combination. The vision is to maximize 
concentrated stock proceeds, mitigate downside risk, and 
minimize potential capital gains taxes. Some approaches may 
be more appropriate for specific clients than others, based 
on your circumstances, preferences, and the size of your 
holdings.

Options based strategies: Using certain derivatives, such 
as such as protective puts, covered calls and equity collars, 
can mitigate downside risk while maintaining ownership of 
concentrated stock. However, these strategies are not for 
everyone. They are complex, have tax implications, require 
monitoring, and generally should be pursued only with help 
from a professional, such as your Scharf Investments advisor.

351 ETF exchange: A ‘351 ETF exchange’ offers an opportunity 
to convert low-cost-basis concentrated stock exposure to a 
basket of publicly traded, high-quality U.S. stocks, via a new 
ETF launch, without generating a meaningful capital gains tax 

W E A LT H  M A N A G E M E N T

MONEY 
CONVERSATIONS

Concentrated Stock

JORDAN COREY, CFA®
Research Analyst



bill concurrent with the diversification. Specifically, section 351 
of the Internal Revenue Code enables individuals to contribute 
property, such as public company stock, into a newly formed 
entity. If specific criteria are met, the exchange occurs without 
a capital gains tax event. The newly formed entity, in this 
case a new ETF, inherits the cost basis and holding period of 
the transferred assets (concentrated stock), preserving their 
tax characteristics. The net result is conversion of low-basis 
concentrated stock exposure to the newly launched ETF, 
without generating a meaningful tax bill. Outside of a 351 
ETF exchange, this kind of diversification generally would 
require selling stock, paying as much as 35% in capital gains 
taxes, and then purchasing a diversified portfolio. Many 
Scharf clients participated in the 2025 KAT and GKAT ETF 
fund launches via 351 exchange. The process requires some 
planning and lead-time plus additional assets paired with 
the concentrated stock to meet diversification requirements. 
Follow-on 351 exchange opportunities for Scharf clients are 
expected to be available. Contact your Scharf advisor if this is 
an area of interest.

Planned giving: Donating stock to charity can help diversify 
your portfolio while allowing you to pursue your charitable 
goals. Strategies such as donor-advised funds and charitable 
remainder trusts, for instance, offer flexibility and potential 
tax advantages for concentrated stock diversification.  Scharf 
has extensive experience working with donor-advised-funds 
accessed through the Schwab and Fidelity portfolios. 

Stock sales: Selling concentrated stock provides immediate 
diversification but also likely capital gains tax liabilities. Your 
Scharf advisor can work with you to create a stock sales plan 
that mitigates potential capital gains taxes via staged selling 
and/or using tax losses in your portfolio to offset tax gains. 
In addition, the Scharf internal trading desk can provide high 
quality, customized execution of stock sales.

In sum, there are several actionable strategies to diversify 
concentrated stock exposure. Successful execution generally 

requires some rigor and a constructive thought partner. For 
most individuals, the dollars associated with concentrated 
stock are large enough that engagement with a professional is 
time well spent. Scharf Investments has the financial planning, 
tax optimization, investment acumen, and prior experience 
to help navigate the many decisions associated with a 
concentrated stock windfall. Please contact your advisor if you 
think we can help in this area. 

Please feel free to schedule a conversation with us at    
service@scharfinvestments.com

10  |  Scharf Investments, LLC
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Scharf Quality Value (Equity)

The Scharf Quality Value Strategy seeks to invest in high 
quality, enduring franchises priced at substantial discounts 
to fair value. The team seeks to identify companies with 
low valuations combined with consistent and sustainable 
earnings, cash flow and/or book value. The goal is to provide 
capital appreciation over the course of an entire market cycle 
while losing notably less than relevant benchmarks in falling 
markets.

For the second quarter of 2026, Scharf Quality Value (Equity) 

account returned -0.35% (net). As short-term market and 
economic activity can be volatile, we encourage investors 
to take a long-term view. That said, we are pleased with the 
long-term performance of the Strategy. Since December 31, 
1990, the Strategy returned 11.9% (net of fees) annualized 
compared with 10.2% for the Russell 1000 Value Index and 
11.4% for the S&P 500. In other words, $1 million invested in 
the Strategy on December 31, 1990, grew to $53.9 million as 
of June 30, 2026, compared to $45.5 million and $31.7 million 
for the same $1 million invested in the S&P 500 and Russell 
1000 Value, respectively.

Strategy Overviews
as of June 30, 2026

Sources: Bloomberg, Scharf Investments, as of 6/30/2026. This chart depicts returns since the strategy was GIPS-verified in 1990. 
The securities identified and described do not represent all of the securities purchased, sold or recommended for client accounts.  The reader should not assume that an investment in the 
securities identified was or will be profitable.
Past performance is no guarantee of future results, and different periods and market conditions may result in significantly different outcomes. Performance for 1989 through 1996 includes 
all fee-paying, fully discretionary equity accounts open for the entire calendar year.  The performance for each year beginning with 1997 includes all fee-paying, fully discretionary equity  
accounts from their first full quarter under management through their last full quarter under management.  Performance for all years reflects the reinvestment of dividends and other 
earnings, along with the deduction of trading  commissions and other costs including management fees. No guarantee can be made that the composite performance is the statistically 
accurate presentation representing performance of any specific account, as specific account performance depends on investment timing, account specific guidelines, and other factors that
vary from account to account.  Results were generated using an investment philosophy and methodology similar to that  described herein and that Scharf Investments, LLC expects to  
ontinue to use, but future investments will be made under different economic conditions and in different securities. Further, the results do not reflect performance in all different economic 
cycles. It should not be assumed that investors will experience returns, if any, comparable to those shown above. The Standard & Poor’s 500 Index contains 500 industrial, transportation, 
utility and financial  companies regarded as generally representative of the large capitalization U.S. stock market. The comparison of performance to the market index shown is inappropriate 
because the index is more diversified than the portfolios generating such performance and represents only unmanaged results. Due to these differences, potential investors are cautioned 
that no market index is directly comparable to the performance shown above.

Annualized Rates of Return (%) as of June 2026 1 Year 5 Years 10 Years

Scharf Quality Value (Net) -3.6% 6.6% 8.6%



Scharf Multi-Asset Opportunity (Balanced)

The Scharf Multi-Asset portfolio seeks to combine 
the appreciation potential of equities with the capital 
preservation and income generation qualities of fixed income 
and alternative investments. In the equity allocation, the 
team maintains a strict focus on valuation, margin of safety 
and sustainable earnings growth, but maintains investment 
flexibility towards market capitalization and domicile. On the 
non-equity allocation, the team emphasizes credit quality and 
capital preservation. We seek to deliver a compelling risk-
adjusted absolute return.

For the second quarter of 2026, Scharf Multi-Asset 
(Balanced) Strategy returned -1.44% (net). We believe a 

balanced portfolio can provide investors with peace of mind 
during adverse market conditions and is ideal for clients 
near or in retirement. As short-term market and economic 
activity can be volatile, we encourage investors to take a long-
term view. That said, our balanced accounts have delivered 
favorable results over the long term. Since December 31, 1993, 
we are delighted to report that balanced account returns 
centered on 9.9% (net of fees) annualized compared with 
7.4% for the Lipper Balanced Index. In other words, a $1 
million investment in a balanced account on December 31, 
1993, grew to $21.6 million as of June 30, 2026, compared to 
only $10.1 million for the same $1 million invested in the Lipper 
Balanced Index, respectively.

Our strategy remains focused on identifying undervalued 
companies with predictable earnings trading at compelling 
valuations relative to their trading history.

Annualized Rates of Return (%) as of June 2026 1 Year 5 Years 10 Years

Scharf Multi-Asset (Net) 0.7% 4.6% 7.1%

Sources: Bloomberg, Scharf Investments, as of 6/30/2026. This chart depicts returns since the strategy was GIPS-verified in 1993. 
The securities identified and described do not represent all of the securities purchased, sold or recommended for client accounts.  The reader should not assume that an investment in the 
securities identified was or will be profitable.
Past performance is no guarantee of future results, and different periods and market conditions may result in significantly different outcomes. Performance for each year beginning with 
1997 includes all fee-paying, fully discretionary balanced accounts from their second full quarter under management through their last full quarter under management. Performance prior 
to 1996 includes all fee-paying, fully discretionary balanced accounts open for the entire calendar year. No guarantee can be made that the composite performance is the statistically 
accurate presentation representing performance of any specific account, as specific account performance depends on investment timing, account specific guidelines, and other factors that 
vary from account to account.  Performance reflects the reinvestment of dividends and other earnings and the deduction of trading commissions and other costs.  Prior to 1997, net of fee 
performance was calculated using the highest management fee of 0.375% per quarter.  Beginning 1997, net of fee performance was calculated using actual management fees.  Results were 
generated using an investment philosophy and methodology similar to that described herein and that Scharf Investments expects to continue to use, but future investments will be made 
under different economic conditions and in different securities. Further, the results do not reflect performance in all different economic cycles. It should not be assumed that investors will 
experience returns, if any, comparable to those shown above. For comparison purposes only, the composite is measured against the Lipper Balanced Mutual Fund Average for the years 
1994-2004 and the Lipper Balanced Fund Index from 2005 forward.  Lipper Balanced Fund indicators track total return performance of selected funds within the category. The percentage
allocated to stocks, bonds and cash within the balanced account portfolios may differ greatly from the percentages allocated within the benchmark. Therefore, potential investors are  
autioned that no market index is directly comparable to the performance shown above.
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C O M M U N I T Y  E N G A G E M E N T

Hope Services Sponsorship

Debbie Robinson attended the Hope Services “Innovate with 
Hope” event that was held on May 7 at The Tech Interactive 
in San Jose.  The evening brought together community 
leaders, advocates, innovators, and supporters for a powerful 
celebration of innovation, human connection, and opportunity 
for all. The event raised more than $450,000 to support Hope 
Services and the thousands of individuals and families they 
serve across the Bay Area. Their services continue to expand 
access to employment, mental health support, community 
living, early intervention, and life-changing programs for 
people with intellectual and developmental disabilities and 
mental health needs.

Committed to Making a 
Difference

Sempervirens Service Day

Scharf Investments partnered with Sempervirens 
Fund to support ongoing conservation efforts 
in the San Vicente Redwoods, including work to 
reduce invasive species and protect the health and 
resilience of this important coastal forest ecosystem.
The Sempervirens Fund team also welcomed the 
Scharf team for an educational hike through areas 
of the forest impacted by wildfire. During the visit, 
the team shared insights into their conservation 
initiatives, including efforts to monitor and protect 
the local puma population, implement responsible 
controlled burning practices, and promote long-term 
forest health and climate resilience. 

Scharf Investments is proud to partner with 
Sempervirens Fund and remains committed to 
supporting the Fund’s important environmental 
stewardship work through continued collaboration.



C O M M U N I T Y  E N G A G E M E N T

Los Gatos Music in the Park

Scharf Investments will be sponsoring the Los Gatos Music in the Park event on Sundays, July 19 to August 23, 5:00pm-
7:00pm, at the Los Gatos Civic Center Lawn. 

Please see the event lineup below. 

VIP section tickets are available. Please call Scharf Investments at (831) 429-6513 or contact your Wealth Advisor 
directly to reserve your tickets. 

We look forward to seeing you there!

14  |  Scharf Investments, LLC



The securities identified and described do not represent all of the securities purchased, sold or recommended for client accounts.  The opinions expressed herein are The securities identified and described do not represent all of the securities purchased, sold or recommended for client accounts.  The opinions expressed herein are 
subject to change without notice. Investment in securities involves significant risk of loss. An investor in any of the strategies managed by Scharf Investments must subject to change without notice. Investment in securities involves significant risk of loss. An investor in any of the strategies managed by Scharf Investments must 
understand and be willing to accept those risks, including the loss of a substantial amount of any such investment in securities. Those risks include the risk of changes understand and be willing to accept those risks, including the loss of a substantial amount of any such investment in securities. Those risks include the risk of changes 
in economic and market conditions, the concentration of investments within a portfolio, and the volatility of securities. Do not use this presentation as the sole in economic and market conditions, the concentration of investments within a portfolio, and the volatility of securities. Do not use this presentation as the sole 
basis for investment decisions. Consider all relevant information, including investment objectives, risk tolerance, liquidity needs and investment time horizon before basis for investment decisions. Consider all relevant information, including investment objectives, risk tolerance, liquidity needs and investment time horizon before 
investing. The performance data quoted represents past performance; past performance is no guarantee of future results.investing. The performance data quoted represents past performance; past performance is no guarantee of future results.
S&P Index is a market-capitalization weighted index of 500 publicly traded companies in the U.S. It is not possible to invest direct into an index. S&P Index is a market-capitalization weighted index of 500 publicly traded companies in the U.S. It is not possible to invest direct into an index. 
Lipper Balanced Index Average is an index of open-end mutual funds whose primary objective is to conserve principal by maintaining at all times a balanced portfolio Lipper Balanced Index Average is an index of open-end mutual funds whose primary objective is to conserve principal by maintaining at all times a balanced portfolio 
of both equities and bonds. It is not possible to invest direct into an indexof both equities and bonds. It is not possible to invest direct into an index

EVENTS CALENDAR
We hope to see you at the community events taking place this 

quarter. Please visit scharfinvestments.com or email 
service@scharfinvestments.com to learn more.

Thursday, August 27 - Sunday, August 30

East Lake Golf Tour - FedEx Cup 
East Lake Golf Club, Atlanta, GA                                      	
	

Thursday, September 24

18th Annual PACE 
Classic Golf Tournament                                           
Cinnabar Hills, CA	                                                     

Sunday, July 19 - August 23

Music in the Park                                          
Los Gatos Civic Center Lawn                                                                   
5:00pm-7:00pm PT   

*VIP section tickets are available. Please call 
Scharf Investments at (831) 429-6513 or contact 
your Wealth Advisor directly to reserve your 
tickets                                      
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scharfinvestments.com

16450 Los Gatos Boulevard, Suite 207
Los Gatos, CA 95032 
831.429.6513
info@scharfinvestments.com

Focused on Your Goals. Invested in Your Success.

Helping you meet your financial needs and working to achieve your long-term goals is our 
passion. When you choose Scharf Investments, you gain a partner committed to providing 
individualized financial planning, strategic investment management, and superior service with 
a client centric focus. Building a relationship with you is our privilege and our responsibility.  
We are keenly aware that our efforts on your behalf have real-life consequences, and we 
constantly strive to add value across all aspects of our relationships. 

Committed to Community.
We value your continued trust in our services.  
Scharf is eager to serve more individuals who 
could benefit from our expertise and ask that 
you consider referring us to friends, family, or 
colleagues.  Your satisfaction as our client is 
paramount and we are committed to delivering 
exceptional service to you and anyone you refer.  
Growing our business allows us to help more 
individuals achieve their financial goals.


