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Staying the Course

When Chris Berrier became manager of the Brown Advisory Small-
Cap Growth Fund in May 2006, U.S. stocks were thundering into the
third year of record gains, with the Dow Jones Industrial Average soon
to break through 12,000 for the first time. But the bull market's days
were numbered. Equity prices tumbled in 2007 along with home values,
and the U.S. economy plunged into its worst downturn since the Great
Depression. During his tenure, Chris has navigated a tumultuous market
adeptly, through both the severe downdraft of the 2007-09 financial
crisis and subsequent recovery. We recently sat down with Chris to talk
about what he has learned during his decade leading the portfolio and his

thoughts about the current equity market.

What is your outlook for U.S. small-cap stocks given
weak global growth, the prospect that interest rates
will rise, and the transition to a White House, Senate
and House run by Republicans?
Chris: Small-cap stocks jumped after the election because of
several perceived changes—expectations for lower taxes, less
regulation, a stronger U.S. economy and a pickup in mergers
and acquisitions due to U.S. corporate repatriation of dollars.
There are also expectations that a Trump administration will
bring an end to gridlock in Washington. All these are seen as
positives for small-caps especially because, over the long term,
the companies are much more tied to the business climate in
the U.S. than large-caps. The policies that Trump has proposed
also suggest some degree of reflation. So commodity-oriented
sectors like energy and materials have done well. Also, the yield
curve has steepened on expectations of faster growth, and that’s
good for banks.

That said, interest rates appear likely to continue their rise,
and stock valuations are a bit more punchy than a few months
ago. In the short term, it’s unclear where the market is headed
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now, but in the intermediate or long term, I think pro-growth
policies should be positive for companies with solid prospects.

If you had to choose a single sector for future
investment, what would it be?

Over the long term, I would look to technology as having
the most compelling and, potentially, most lucrative set of
opportunities. The only caveat related to that would be that
valuations within technology stocks are high and more volatile
than the overall market—you need to be very careful how you
select individual stocks. We are focused on software, particularly
subscription businesses, as more of the tech value chain shifts to
software and away from hardware.

Why have technology stocks not kept up with the
broader market since the presidential election?

If you look historically, reflationary or inflationary periods tend
to favor companies that produce or possess hard assets. So the
sectors that gain are tied to energy, industrials and materials.
Because technology has fewer hard assets, it has performed
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poorly in long-term inflationary environments. So when I think
of people pressing ETF (exchange-traded fund) buttons to get
their exposure in line with the Trump administration and its
reflationary policies, they are buying industrials, materials and
related sector funds, and selling technology because of historical
precedence. This has been one of the strongest, most abrupt
sector rotations that I have seen in 20 years. We shall see if the
fundamentals follow over the next six to 12 months.

Has the decline in tech stocks been fueled by
concerns Trump will pursue policies that harm the
sector?

There is a perception that Trump believes that Silicon Valley
does not like him. There is also a view that tech business models
create massive market capitalizations but comparatively little
employment. I think it is extreme to think that Trump is going
to attack tech as a whole—it is clearly the most dynamic U.S.
industry and the one where we are seen as the global leader.
Bottom line, I think the political fears focused on technology
are probably overblown.

In light of what you know now, what advice would
you have given yourself in 2006 when you were just
starting out as a manager of the Small-Cap Growth
strategy?

I’d say keep your emotions in check and pay attention to the sizing
of the positions in your portfolio. One of the most important
things in portfolio management that people don’t often talk
about is the importance of managing your emotions to not get
too high when things are going well and too low when things
are going poorly. If you let emotional swings influence your
decision-making, you're going to make poor decisions. It’s vital
to anchor yourself on the objective of achieving strong relative
performance through a full market cycle. When managing
a concentrated portfolio, from time to time you are going to
have pretty substantial positive and negative swings over the
short term compared to a benchmark. You can’t eliminate this
volatility—what matters is how you deal with it.

Most portfolio managers spend a lot of time focusing on
the characteristics of the businesses they seek out, their buying
process and what prompts them to sell securities. But there is
very little conversation about the optimal position sizing within
a portfolio. I think position sizing is at least as important

for long-term performance as buy and sell discipline. That’s
something we’ve improved upon as a team over the past 10 years.

What insights from behavioral finance have been
especially useful to you in portfolio management?
Generally, we have done a good job of holding onto our winners,
ensuring that they benefit the portfolio without exceeding a
prudent level. I am especially cautious when their valuations are
extended because of their strong long-term performance. I tend
to be an incrementalist at heart, doing things in steps rather than
in one big move. Generally, I think that’s good over the long
run. But there are times when you need to take bold, aggressive
action. Over time, we have learned to be more aggressive sellers
and buyers when necessary. You can harm your performance
by not being bold enough when opportunities arise to take
advantage of excessive price movements in the market.

Why has it been so difficult for active equity
managers to outperform their benchmarks during
the past several years? What are the reasons you see
for poor relative performance across such a broad
range of approaches?

The current business cycle has been dramatically different from
previous cycles. The recovery has been more anemic, and business
performance in sectors like industrials and transportation has not
followed previous patterns. The extraordinarily accommodative
Federal Reserve policies aimed at combating some of the
structural changes and cyclical problems in the economy have
distorted asset prices across equity and other markets. Near-zero
interest rates are something that we have never seen before, so
there is no guidebook for the current circumstances. For active
managers, the past and their own experience may not help them
as much as it otherwise would.

At the same time, we’ve been in a period in which correlations
have been high within many market sectors. Over time, as the
economic cycle elongates and interest rates increase, you'll start
to see correlations break down. This will create more pricing
anomalies that active managers can leverage. The anomalies
may be more pronounced given the change in market structure
toward index funds and ETFs.

What is your investment focus, and what guides you
in your decisions?

We are not top-down prognosticators or renters of stocks, and
we are not focused on whether the next data point is going to
move a stock up or down by 5%. Instead, we consider ourselves
owners of businesses, selected based on bottom-up analysis. We
are focused on where the company is going to be in two or three
years, and what the market may pay for it at that point in time.
We try to outperform by focusing on the businesses themselves
and by having a long-term orientation in an increasingly short-
term world. When you own a stock for a longer period of time,
you become much more knowledgeable about it and how it will
respond to different market and economic conditions—we think
this improves our ability to size positions.
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What stock pick do you consider to be your biggest
success, and how did you identify it as promising?
One of the most rewarding stocks was Navteq. It fell soon after
we bought it in 2007, but because of our rigourous due diligence,
we knew the company had created a mapping asset that was very
difficult to replicate. The proliferation of mobile handsets and the
growing demand for navigation in autos meant that Navteq had a
very valuable asset that had long legs. There wasn’t much recognition
of the long-term demand due to short-term concerns. We roughly
doubled the size of our position when the price declined from close
to $40 to somewhere just above $20 per share, making it one of
our largest positions in the portfolio. Nokia acquired Navteq several
months later for $78 per share, validating our view of the company.

Another company is CoStar Group [a provider of research on
commercial real estate]. I had covered the company for years and
saw that it faced a challenge in growing its revenues and expanding
its profit margins at the same time. The company had always traded
at a high multiple because it had close to a monopoly position within
the commercial real estate database space. That multiple made it
difficult to clearly make money. When CoStar made a bid to buy
LoopNet, which was the No. 2 player in the space, we saw that as
a sea change that could catalyze revenue and profit growth for the
company for a very long period of time. We bought the stock around
the time of the acquisition.

After the deal, we expected CoStar would disproportionately
benefit from the cyclical upswing in commercial real estate. We also
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believed it had cemented the ability to push through higher prices
because of its de facto monopoly position. CoStar’s profit margin
expanded massively as it stripped out costs after the acquisition,
raised its prices, and increased revenues through the cyclical recovery
and cross-selling. It became clear that the stock was not as expensive
as it appeared because earnings were likely to surge in two or three
years time. The stock is up multi-fold over the past few years.

Looking back, what have you found to be the most
painful decisions?

Most of the time, the mistakes we've made could be lumped into the
category of believing that specific positive drivers within a company
were strong enough to push through a less-than-robust secular
backdrop. Over time, we have recognized that no matter how good
the company and its management team, we need to be acutely aware
of the long-term underlying drivers that exist, weighing them most
heavily in our process. Difficult secular forces tend to overwhelm
short-term positives, usually limiting your ability to make money.

Are small-cap stocks more vulnerable to rising rates
than large-cap stocks?

Usually, interest rates rise because economic growth is accelerating,
so early rate increases often coincide with good periods of small-
cap performance as the benefits from accelerating growth trump the
increase in interest rates. What tends to happen, however, is that
over time, the economy slows and interest rate conditions become
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100. Itis based on Morningstar total return, which includes both income and capital gains or losses and is not adjusted for sales charges or redemption fees. Past performance does

not guarantee future results.

Source: U.S. Bank. Performance data quoted represents past performance and is no guarantee of future results. Performance for periods
greater than one year is annualized. Current performance may be lower or higher than the performance data quoted. Investment return and
principal value will fluctuate so that an investor’s shares, when redeemed, may be worth more or less than original cost. Performance for other
share classes will vary. Shares redeemed or exchanged within 14 days of purchase will be charged a 1.00% fee. Performance data quoted does
not reflect the redemption or exchange fee. If reflected, total returns would be reduced. For the most recent month end performance,

please call 1-800-540-6807.
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restrictive. The headwinds then become stronger for small-cap
stocks and all types of stocks. The interesting thing about this
cycle is that it is so elongated and so muted that it is difficult to
figure out whether past history and past cycles are going to be as
good of a guide this time around. What we have seen with the
Trump election is the view that the economy has the potential to
accelerate, that inflation may pick up and that rates have risen.
And what has happened? Small-caps have done better. If rates rise
and the economy does not live up to the expectations for increased
growth, that could be a combination that would not be favorable
for small-cap stocks and stocks generally.

So how do you position your strategy to ensure you
can ride the updraft from stronger economic growth
while protecting it from the risk of a slump?

We have always believed that we would protect ourselves on the
downside by focusing on high-quality businesses because quality
is especially valuable when things are not going well. High quality
tends not to matter that much when the world is humming right
along but really matters in less robust periods.

We also look for companies with strong potential levels of
profitability. We want to make sure our companies make money
and that profit margins are healthy and sustainable. We want
to know that our businesses are leaders in their sector and that,
through a difficult market, they are likely to make the right
decisions and investments to position themselves to gain even
more share coming out of a difficult economic scenario. That is
when you see companies lengthen their competitive lead because
they have a greater wherewithal to deal with challenges.

We own high-quality companies with good balance sheets, and
we try to focus on diversification. We have to make sure that we
don’t have too many eggs in one basket, so that if something goes
wrong, the portfolio won’t unduly suffer.

When you are a fully invested, long-only manager, you don’t
have too many tools in the toolkit to use to protect capital on the
downside. First, you start at the company level with bottom-up
analysis. Then you achieve portfolio diversification. And, then
you think about the forces that pose the biggest risks to portfolio
holdings. When you marry these three elements together, you can
hopefully limit the negative impact during a down market. I

The views expressed are those of the author and Brown Advisory as of the date referenced and are subject to change at any time based on market or other conditions. These views are not intended to be
and should not be relied upon as investment advice and are not intended to be a forecast of future events or a guarantee of future results. Past performance is not a guarantee of future performance and
you may not get back the amount invested. The information provided in this material is not intended to be and should not be considered to be a recommendation or suggestion to engage in or refrain from
a particular course of action or to make or hold a particular investment or pursue a particular investment strategy, including whether or not to buy, sell, or hold any of the securities mentioned. It should not
be assumed that investments in such securities have been or will be profitable. To the extent specific securities are mentioned, they have been selected by the author on an objective basis to illustrate views
expressed in the commentary and do not represent all of the securities purchased, sold or recommended for advisory clients. The information contained herein has been prepared from sources believed
reliable but is not guaranteed by us as to its timeliness or accuracy, and is not a complete summary or statement of all available data. This piece is intended solely for our clients and prospective clients, is
for informational purposes only, and is not individually tailored for or directed to any particular client or prospective client.

Before investing you should carefully consider the Fund’s investment objectives, risks, charges, and expenses. This and other
information is in the summary or statutory prospectus, a copy of which may be obtained by calling 1-800-540-6807 or visiting the
Fund’s website, www.brownadvisoryfunds.com. Please read the prospectus carefully before you invest.
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Past performance is no guarantee of future results.
The Russell 2000® Growth Index measures the
performance of the small-cap growth segment of the U.S.
equity universe. It includes those Russell 2000® Index
companies with higher price-to-value ratios and higher The Brown Advisory Funds are distributed by Quasar
forecasted growth values. The Russell 2000® Growth Index Distributors, LLC.
is constructed to provide a comprehensive and unbiased
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Because of ongoing market volatility, fund performance
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For the most recent list of portfolio holdings, please visit

www.brownadvisoryfunds.com, or click here electronically.
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