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Market Overview
The Russell 2500 Value Index rose 9.21% in 4Q:22, bringing the
decline for the year to 13.08%. Global equities rallied throughout
much of the fourth quarter as investor sentiment was boosted by early
evidence of easing inflationary pressures, which raised hopes that the
US Federal Reserve and other key central banks would soon slow the
pace of rate hikes. Equities gave back gains late in the quarter as
optimism faded after the Fed downshifted to a 0.50% rate hike but
strongly reaffirmed its conviction for higher-for-longer rates.

Early in the quarter, equity markets began to rise after several central
banks raised rates by less than expected, suggesting that the Fed
might shift toward a less reactive course in order to review the impact
of higher rates over a multimonth time horizon. The third-quarter
earnings season also provided reason for guarded optimism, as most
reporting companies’ results exceeded expectations, offsetting very
poorly received numbers from some prominent mega-cap US
technology-related companies. Softer-than-expected Consumer
Price Index and Purchasing Managers’ Index reports reinforced
investor optimism, as a slowdown in price growth and worsening
business conditions supported the peak inflation scenario.

Equity markets, led by losses in the US, pulled back late in the quarter
after Fed Chair Powell made clear that more time was needed in
which to gain “substantially more evidence to give confidence that
inflation is on a sustained downward path.” Powell also cautioned
against a premature loosening of policy. The European Central Bank
and the Bank of England echoed Fed comments, which exacerbated
concerns around the likelihood of recession and dampened investor
sentiment. And although China’s abrupt curtailment of its zero-COVID
policy initially raised hopes for better growth in China in 2023—
boosting sentiment about developed-market companies with
exposure to the Chinese market—rapidly rising cases have dimmed
short-term prospects.

Both value- and growth-oriented stocks rose in absolute terms during
the quarter and declined for the year. Value stocks significantly
outperformed growth stocks for both periods, as growth stocks have
been pressured more by rising interest rates throughout most of the

year (as measured by the MSCI ACWI Growth and Value indices).
Performance across sectors of the Russell 2500 Value was entirely
positive, led by consumer discretionary and industrials. Technology
and communication services lagged on a relative basis.

Fund Performance
The Discovery Value Fund rose in absolute terms but underperformed
its benchmark, the Russell 2500 Value, during the quarter and for the
year. During the quarter, stock selection detracted from relative
performance, while sector selection contributed. Stock selection
within financials detracted, while selection in consumer discretionary
contributed. An overweight to financials detracted, while an
overweight to industrials contributed.

Syneos Health, which provides outsourced clinical development and
commercialization services to biopharmaceutical companies,
detracted. The company underperformed after reporting
disappointing 3Q:22 results that continued to exhibit delays in awards
from pharma companies. Additionally, forward bookings relative to
current sales levels declined significantly.

Lumentum Holdings detracted on a combination of weaker demand in
data communications spending and continued supply chain issues
affecting telecom equipment availability.

Regal Rexnord detracted after the company announced a planned
acquisition of Altra Industrial Motion for a sizable premium. In addition,
investors questioned the timing of increasing debt in a higher interest-
rate environment.

An equipment supplier to data warehouses, Vertiv contributed after
simultaneously announcing a new CEO and double-digit order growth
after a challenging period earlier in 2022.

Berry Global contributed as management announced plans to use
free cash flow to fund a newly introduced dividend in addition to
buying back $123 million of shares during the quarter, with a
significant buyback program still in place.

Integra LifeSciences contributed during the quarter. Earlier in the year,
Integra had a product recall and 3Q:22 results reflected a more
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benign revenue impact than expected, along with strong operating
expense control.

Outlook
The past three years have been among the most volatile and
consequential in recent memory. From a pandemic to geopolitics to
the resurgence of inflation after a decades’ long hiatus, the markets
have grappled with multiple shocks. Longstanding assumptions have
been called into question. Globalization, a driving force of economic
activity over the past 20 years, now appears to have slowed or even
reversed. Companies and countries alike are reexamining their supply
chains and are onshoring or nearshoring critical elements with an eye
to reducing risk. Energy security, a concern not seen in many
investors’ careers, has now resurfaced. Countries are scrambling to
transition to lower-risk supplies and are pushing to increase their
reliance on renewables over time. Finally, it seems apparent that we
are exiting the era of low inflation and declining interest rates that has
shaped markets for the past twenty years or more.

Asset prices have gyrated as investors attempt to understand these
shifts. Both bond and equity markets fell in 2022, an extremely rare
occurrence. Bonds were sold off as investors sought better hedges
for inflation, while stocks sold off on the impact of greater economic
uncertainty. Both fell in the face of higher interest rates.

As 2023 begins, investors are understandably hoping for a period of
relative calm. While we expect volatility to persist, we believe it should

be reduced relative to the past few years. Indeed, equity markets rose
in the fourth quarter as investors cheered improved inflationary data.
Interest rates, which rose sharply during the year as the Fed tried to
tame inflation, leveled off in response. To be clear, we expect
additional shocks in 2023. A US recession is likely to occur, and the
pandemic continues to hamper the reopening of the Chinese
economy. Collectively though, these 4Q:22 market moves suggest
asset owners have incorporated this new normal into their macro
assumptions.

As active managers, we are faced with understanding what types of
companies will be successful in this new environment. We continue to
believe that stocks with a powerful combination of attractive valuation
and strong quality will be the most desirable in this period. Attractive
valuations provide investors with attributes such as low expectations
and a cushion in the event of future shocks. Strong quality will be
important as well. Some companies will struggle to generate earnings
and cash flow growth in this new paradigm. Higher wage costs and
weaker end markets, especially in the face of a recession, will
challenge profit margins. Companies with strong quality will meet
these challenges with an array of tools ranging from the pricing power
needed to pass along higher costs to customers to fortress balance
sheets that reduce the impact of higher interest rates.
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PORTFOLIO INFORMATION

Class Ticker Inception Date

A ABASX 3/29/01

C ABCSX 3/29/01

Advisor ABYSX 3/29/01

I ABSIX 3/1/05

Z ABSZX 10/15/13

Portfolio Characteristics Portfolio Benchmark1

Total Number of Holdings 89 1818

P/E Ratio
(Stock Price/Earnings; last 12 mo) 12.90x 20.94x

Forward P/E Ratio (2023) 10.86x 14.24x

P/B Ratio (Stock Price/Book Value) 1.85x 1.67x

P/S Ratio (Stock Price/Sales) 1.04x 1.10x

P/CF Ratio (Stock Price/Cash Flow) 7.30x 8.06x

ROE (Return on Equity; next 12 mo) 17.04% 11.72%

Weighted Market Cap ($ Billions) 5.8 6.0

Portfolio Statistics

Beta (3 yr)2 1.01

Sharpe Ratio (3 yr)3 0.18

Standard Deviation (3 yr)4 27.06

Alpha (3 yr)5 0.43

Top Ten Equity Holdings6

Company Sector
Berry Global Group, Inc. Materials 1.87%

First Citizens BancShares Financials 1.74

IDACORP, Inc. Utilities 1.73

Zions Bancorp NA Financials 1.58

Comerica, Inc. Financials 1.57

Envista Holdings Corp. Healthcare 1.55

Integra LifeSciences Holdings Healthcare 1.55

First Hawaiian, Inc. Financials 1.53

Nomad Foods Consumer Staples 1.52

Vertiv Holdings Co. Industrials 1.52

Sector Breakdown6 Portfolio Benchmark1

Financials 23.76% 21.90%

Industrials 21.39 17.62

Consumer Discretionary 16.01 10.71

Information Technology 9.67 8.41

Real Estate 6.25 11.33

Healthcare 6.18 8.79

Materials 6.04 6.19

Energy 4.49 4.74

Utilities 2.52 4.28

Consumer Staples 2.38 3.04

Communication Services 1.08 2.98

Other 0.23 –

Top Five Contributors

Vertiv Holdings Co.

Spirit Aerosystems

Tapestry, Inc.

Berry Global Group, Inc.

Integra Lifesciences Holdings

Top Five Detractors

Syneos Health

Lumentum Holdings, Inc.

Regal Rexnord Corp.

Cameco Corp.

First Citizens BancShares

1 Russell 2500 Value Index.
2 Beta measures a fund’s volatility relative to its benchmark.
3 Sharpe Ratio is a measure of the fund’s return relative to the investment risk it has taken. A higher Sharpe Ratio means the fund’s returns have been better given the level of risk the fund has

taken.
4 Standard Deviation is a measure of the dispersion of a portfolio’s return from its mean.
5 Alpha is the risk-adjusted measurement of ‘excess return’ over the benchmark.
6 Holdings are expressed as a percentage of total investments and may vary over time. They are provided for informational purposes only and should not be deemed as a recommendation to

buy or sell the securities mentioned.
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QUARTERLY AVERAGE ANNUAL TOTAL RETURNS AS OF 12/31/22: ADVISOR CLASS PERFORMANCE

QTD YTD 1 Yr 3 Yrs 5 Yrs 10 Yrs
Since

Inception
Expense Ratios
as of 2/28/22

Discovery Value Fund† 8.83% -16.14% -16.14% 5.58% 3.73% 9.12% 9.60% Gross 0.83%

Russell 2500 Value Index 9.21 -13.08 -13.08 5.22 4.75 8.93 8.84
Net‡ —

Russell 2500 Index 7.43 -18.37 -18.37 5.00 5.89 10.03 8.97

Morningstar Small Value Category 11.20 -10.16 -10.16 7.06 4.77 8.67 8.38

The performance shown above represents past performance and does not guarantee future results. Current performance may be lower or higher than the
performance information shown. You may obtain performance information current to the most recent month-end by visiting www.abfunds.com. The
investment return and principal value of an investment in the Portfolio will fluctuate, so that your shares, when redeemed, may be worth more or less than
their original cost. Advisor Class shares have no front-end or contingent deferred sales charges, however when purchased through a financial advisor
additional fees may apply. Returns for other share classes will vary due to different charges and expenses. Performance assumes reinvestment of
distributions and does not account for taxes. If applicable, high double-digit returns are highly unusual and cannot be sustained; such returns are primarily
achieved during favorable market conditions.
† The Fund’s Advisor Class share inception date is 3/29/01 and is the date used to calculate since inception annualized performance.
‡ If applicable, this reflects the Adviser’s contractual waiver of a portion of its advisory fee and/or reimbursement of a portion of the Fund’s operating

expenses. Absent reimbursements or waivers, performance would have been lower.
Russell 2500 Value Index represents the performance of small- to mid-cap value companies within the US. Russell 2500 Index represents the performance of 2,500 small- to mid-cap companies
within the US.
Investors cannot invest directly in indices or averages, and their performance does not reflect fees and expenses or represent the performance of any AB fund.
Sources: FactSet, Morningstar Inc. and AB.

A WORD ABOUT RISK
Market Risk: The market values of the portfolio’s holdings rise and fall from day to day, so investments may lose value. Capitalization Size Risk (Small/Mid): Small-
and mid-cap stocks are often more volatile than large-cap stocks—smaller companies generally face higher risks due to their limited product lines, markets and
financial resources. Foreign (Non-US) Risk: Non-US securities may be more volatile because of political, regulatory, market and economic uncertainties associated
with such securities. Fluctuations in currency exchange rates may negatively affect the value of the investment or reduce returns. These risks are magnified in
emerging or developing markets. Derivatives Risk: Investing in derivative instruments such as options, futures, forwards or swaps can be riskier than traditional
investments, and may be more volatile, especially in a down market.

AllianceBernstein Investments, Inc. (ABI) is the distributor of the AB family of mutual funds. ABI is a member of FINRA and is an affiliate of
AllianceBernstein L.P., the Adviser of the funds. The [A/B] logo is a registered service mark of AllianceBernstein and AllianceBernstein is a
registered service mark used by permission of the owner, AllianceBernstein L.P. © 2023 AllianceBernstein L.P. www.abfunds.com
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