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Market Overview
U.S. stocks rebounded sharply in the fourth 
quarter after registering steep declines in the 
prior period. Throughout the quarter, positive 
U.S. economic data and corporate earnings lifted 
investor sentiment, while fears of a deepening 
European sovereign debt crisis pressured 
equities. 
October’s stock surge accounted for nearly all of 
the market’s quarterly gain, while November and 
December closed mostly flat despite notable 
intra-month volatility.
For the period, the Russell Microcap Index rose 
13.8%, underperforming Russell 2000 Index by 
1.6%, but besting a return of 11.8% for the Russell 
1000 Index. Within the micro-cap universe, 
growth stocks trailed value stocks by a percent.
Within the Russell Microcap Growth Index, all 
sector returns were positive. 
Economically sensitive stocks including Energy, 
Industrials and Materials led all sectors as 
economic growth concerns waned. In contrast, 
counter-cyclical sectors such as Consumer 
Staples, Utilities and Telecommunications 
underperformed the market by the greatest 
magnitude as investors rotated out of defensive 
names.

In addition to increasing mobile phone storage 
requirements, the company should benefit from 
demand for its innovative products and new 
market opportunities, which in turn should lead 
to upside earnings surprises.
Flotek Industries Inc. moved higher after 
exceeding profit projections. The supplier of 
drilling and production products to the energy 
industry has reached an earnings inflection point 
and should begin to exhibit robust top- and 
bottom-line growth due to better pricing, market 
share gains and exposure to key regions.
Approach Resources Inc. is a predominantly 
domestic onshore oil and gas E&P company. The 
company is benefiting from its liquids 
transformation, leadership position within the 
horizontal oil space and Permian Basin exposure. 
The company’s recently improved liquidity 
position should accelerate drilling activities and 
ultimately result in upward earnings revisions.
A better-than-estimated earnings report lifted 
shares of Lithia Motors Inc., an automotive 
franchisee and retailer of new and used vehicles. 
Acquisitions, improving used car pricing, robust 
new vehicle sales and market share gains are 
driving sales growth, while superior operating 
leverage due to a more efficient business model 
is boosting profits.

Portfolio Overview
The US Micro Cap portfolio returned 22.1% 
(gross of fees), outperforming the Russell 
Microcap Growth Index’s return of 13.3%. For the 
year, the portfolio returned -9.6% versus -8.4% for 
the index. 
Over the last three months equity pricing was 
more rational as stocks generally reflected 
underlying company fundamentals – a reversal 
of what occurred in the third quarter.
From an attribution perspective, security 
selections in the Information Technology, Energy 
and Industrials sectors were the main factor 
contributing to relative outperformance. 
Separately, stock-picking within Health Care and 
Financials negatively impacted relative returns. 
The total level asset weighting effect was 
negligible. 

Contributors
Fabless semiconductor company Silicon Motion 
Technology Corp., which was recently 
purchased in August, moved higher over the 
quarter after topping estimates and raising 
guidance. The company is uniquely positioned 
because it offers a better product at a lower price 
with faster lead times. 
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Contributors (continued)

Industrial MRO products distributor DXP 
Enterprises Inc. continued to exhibit sustained 
earnings growth predicated on broad-based 
business momentum, new sales wins and an 
accretive acquisition.

Detractors
The top five top detractors within the portfolio 
were all healthcare-related companies. BioSante
Pharmaceuticals Inc., a specialty pharmaceutical 
company, develops products for female health 
and oncology, including LibiGel for the treatment 
of female sexual dysfunction. Phase III clinical 
development results for LibiGel did not show a 
statistically significant advantage over the 
placebo. The stock dropped sharply on the news 
and the name was removed from the portfolio.
Clinical laboratory testing services company Bio-
Reference Laboratories Inc. was lower after a 
report cited questionable business ethics and 
billing practices. Shares were sold from the 
portfolio due to said concerns. 
A disappointing third quarter earnings report 
and reduced outlook pressured shares of 
Computer Programs and Systems Inc., a 
healthcare information technology company. 
Subsequent to this report, the company was 
replaced with a more compelling total return 
opportunity. 
Similarly, Hansen Medical Inc., a developer of 
medical robotics designed for accurate 
positioning of catheters, posted lower-than-
expected profits and revenues. Said earnings 
report in conjunction with the news of a product 
launch delay and dilutive financing deal led to 
the sale of this position.  

Medical imaging solutions provider Merge 
Healthcare Inc. moved lower over the period 
due to a shelf offering and insider selling 
concerns. Our outlook, however, remains 
positive. The company should continue to 
benefit from a comprehensive product lineup 
coupled with a large addressable market. The 
company’s acquisitions, new initiatives and 
clinical trials in addition to favorable legislation 
should provide additional upside to current 
earnings estimates.

Purchases and Sales
America’s Car-Mart Inc., which operates used 
car lots, was added to the portfolio during the 
quarter. Currently, the company is profiting from 
strong sales volumes in conjunction with a fixed 
cost business model. Going forward, we believe 
an improved car mix, new store openings, higher 
interest income and stable/lower credit losses 
will likely result in accelerating fundamentals in 
2012.
Watch designer Movado Group Inc. was also 
purchased during the period. A strong watch 
cycle has resulted in broad brand demand; 
however, top- and bottom-line growth 
opportunities should materialize from new 
product introductions and strategic inventory 
rationalization efforts.
Shares of Freightcar America Inc. were 
purchased in October. A longer-than-expected 
coal car replacement cycle and strengthening 
export coal volumes may result in an improving 
backlog, better pricing and margin expansion. 
Ultimately, upward earnings revisions should 
drive the railcar manufacturer’s stock price 
higher over the coming year.
Weaker-than-expected comparables led to the 
sale of Shoe Carnival Inc. from the portfolio.

Computer Programs and Systems Inc. was sold 
for the aforementioned reasons and shares of 
Magma Design Automation Inc. were sold after 
Synopsys Inc. announced they would acquire the 
company.

Outlook
While the U.S. economy continues to muddle 
along, leading economic indicators remain 
encouraging. Recession fears and continued 
uncertainty in Europe in conjunction with a 
macro-headline focused equity market may 
result in similar levels of equity volatility. 
However, corporate profitability has been strong, 
balance sheets are healthy and in general, 
corporate managements remain cautiously 
optimistic. Deploying cash should lead to 
additional shareholder buybacks, increased 
dividends and merger and acquisition activity.
Small-cap growth equities continue to exhibit 
attractive risk-reward profiles due to company-
specific improving fundamentals, attractive 
earnings yields compared to bonds, superior 
growth prospects and the potential for 
significant bottom-line leverage on improved 
revenue growth. Additionally, growth stocks are 
better exposed to exciting, new secular 
opportunities and overseas economic drivers 
relative to their value counterparts.
Despite volatility associated with mixed macro 
economic data points, we believe that company 
specific results ultimately dictate performance. 
We continue to find exciting, new positive 
change-based opportunities within the small-cap 
investment universe.
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