
• Contemplating how aggressive Fed policy will need to be to bring inflation into check, 
investors fueled significant volatility during the first quarter, with markets experiencing 
meaningful daily swings and drawdowns of equity valuations across all major capitalization 
segments.

• Global supply chains remain constrained and have become further stressed by sanctions 
resulting from the Russian invasion of Ukraine.  

• As the rotation into value stocks continued throughout the quarter, our strategy was out of 
favor and underperformed the Russell 2000 Growth Index in Q1(*).

While the world has made significant progress battling Covid-19 and emerging variants, the global 
supply chain has yet to be fully restored.  As a result, inflation, whether transitory or not, is running 
extremely hot and the Fed has begun to act, leaving investors to speculate on how high rates might go.  
Pile on the Russia/Ukraine conflict to muddy the waters further, and you have a perfect recipe for 
continued market volatility and investor uncertainty.  

The market narrative in the early part of 2022 has been dominated by the above concerns which have 
drowned out several positive aspects of the domestic economy, including a strong job market with 10 
to 11 million open positions waiting to be filled, rising wages, and a strong real estate market with 
robust pricing.  Furthermore, the US energy sector appears poised to slip into the pole position as a 
supplier of energy, mostly LNG, to the EU in the aftermath of the Ukraine-Russia war, as a decoupling 
from Russian energy seems likely to continue.

Given the robust demand for goods and services and a healthy backdrop in many areas of the US 
economy, prospects for growth companies appear to be nicely intact.  While past performance is no 
guarantee of future results, we have observed that these types of rotations which typically result in 
underperformance for our strategy, often end with investors soon returning to those companies that 
have compelling products and/or services with the most attractive growth prospects.  It is our policy to 
hold our ground and make sure the portfolio is properly positioned for the counterrotation which has 
historically benefitted our strategy.  
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Pier Small Cap Growth* -16.30%

Russell 2000 Growth Index -12.63%

Russell 2000 Index -7.53%

S&P 500 Index -4.60%
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In our Q4 2021 commentary we alluded to the idea that we believed we were approaching the late cycle stage of economic 
growth.  The Russian invasion of Ukraine certainly catalyzed recession fears sooner than expected due to rising inflation 
and interest rate fears. With that said, the yield curve has inverted to levels exceeding those reached prior to the 2008/09 
Great Recession, suggesting to us that the market has likely priced in those fears already or has overreacted to the risk at 
this point. The key reasons we believe the market may be exaggerating recession fears is that we are seeing a handoff 
from manufacturing to services, which can continue to fuel the economy along with elevated oil prices, driving 
employment in the energy sector, which can serve as an economic tailwind.

There are a handful of reasons that it feels like growth is starting to find more solid footing. First, in our experience the 
growth element of secular growth stories tends to hold up relatively well in the face of a decelerating economic cycle. As 
an economic cycle peaks and begins to decelerate, the areas most negativity affected are cyclical names, those exposed to 
commodities (both directly and indirectly) and fundamentally affected by rising interest rates (housing), falling credit 
quality (banks), and falling disposable income (consumer discretionary). Second, while secular growth themes will likely 
see some impact from economic deceleration, companies will continue to rely on innovations like digital transformation 
to help streamline operations and lower long-term operating costs, leaving many secular themes relatively unscathed as 
the economy cools.  Third, growth multiples have shed their Covid premiums and are much more reasonably 
valued at this point, while fundamentals remain strong. 

Some themes that continue to appear interesting to us are IT security, the shift from goods to services and finally, the 
EU’s desire to transition away from Russian supplied gas.

IT security remains a high priority for corporations as the expansion of corporate networks into employees’ homes 
has created a disperse framework of vulnerable endpoints which require protection against nefarious threats.  This 
underpenetrated market continues to grow rapidly and is likely to be an attractive area of growth for years to come.  We 
have a handful of names exposed to this theme.

The shift from goods to services is underway.  Hundreds of millions of people, weary of remaining home and 
shopping on the internet, are eager to return outdoors and resume the activities enjoyed prior to the pandemic and 
restrictions that ensued.  Restaurants, travel and other less obvious services such as car washes and spas are once again 
attracting customers.  In fact, Carnival Cruise Lines just announced its strongest booking week ever.  We are well 
exposed to this theme and will continue to seek out quality services in which to invest.

The last example is somewhat of a typical cyclical theme that is now likely to be propelled by a strong secular catalyst.  
That is of course the EU’s reliance on Russia for much of their natural gas needs. Russia was holding off 
supplies to Europe causing natural gas prices to reach unprecedented highs in 2021. Then, by invading Ukraine, Russia 
finds itself in a semi-permanent penalty box as Europe’s natural gas supplier perhaps for decades to come. Europe must 
diversify its supply and importing LNG from other parts of the world appears the obvious choice. We have been holders 
of a leading LNG player for some time and believe that LNG infrastructure growth will be a key focus for years to come. 

First Quarter 2022
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Q1 Attribution

All sectors of the Russell 2000 Growth Index were negative for the quarter, with the largest detractors being Health Care, 
Technology and Consumer Discretionary.  

Sector Allocation

Relative Contributors

Overweight Underweight
Communication Services Consumer Discretionary

Industrials Health Care
Consumer Staples

Relative Detractors

Overweight Underweight
Information Technology Financials

Stock Selection within Sectors

Relative Contributors

Financials
Information Technology

Health Care

Relative Detractors

Communication Services
Consumer Discretionary

Industrials
Consumer Staples

As always, we have a detailed attribution report for our Small Cap Growth Composite available upon your request.  Please 
note that all attribution, sector and holdings data, comes from our external attribution provider FactSet and might not 
directly compare to the internal reports that we provide.  

Holdings

The largest contributors in the first quarter were:

Meritor, Inc. (MTOR)

Meritor manufactures axles for heavy duty electric trucks and buses. In our previous quarterly letters, we mentioned 
electrification of transportation as one of the most attractive secular growth themes we wanted to gain exposure. This 
theme has been, especially, attractive and gained momentum on the heavy truck side of the market, as many institutional 
end customers like trucking companies, Amazon, Walmart, etc. are rushing to meeting their well-publicized, carbon 
reduction goals.

When we considered MTOR, the company had already introduced its Xe ePowertrain platform and was expanding this 
product line.  MTOR secured early commitments from some of the largest heavy truck OEMs. On February 22, Cummins 
(CMI) announced acquisition plans for MTOR, and we sold the stock shortly thereafter.

THE PORTFOLIO 
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Health Equity, Inc. (HQY)

Health Equity, an administrator of Consumer Directed Benefits, primarily Health Savings Accounts (HSAs), has the 
potential for sustainable growth in both the number of accounts as well as assets in those accounts.  HSA’s enjoy tax 
benefits similar to savings plans like 401(k)s and have significant room to catch up with 401(k)s in terms of new account 
volume and account asset growth. The pandemic negatively impacted HQY as persistently low interest rates and Fed 
easing were a headwind on custodial revenues (more than 25% of total revenue in fiscal 2022), where the company earns 
interest on HSA cash and other assets deposited with HQY’s depositary partners.  Interchange revenue (about 17% of total 
revenue), driven by customer utilization of HQY’s payment card and payment system to pay for services, also suffered as 
utilization of things like medical services (excluding care for Covid-19) took a back seat.  Finally, a small portion of HQY’s 
business involves administering commuter benefits, which also faced massive headwinds during the pandemic, as 
commuter ridership dried up.

These headwinds are now starting to turn into tailwinds, particularly with respect to the direction of interest rates and the
potential impact on HQY’s custodial revenues going forward.  HQY recently outperformed given the positive changes to 
the macro backdrop, while the long-term growth thesis remains unchanged.  We continue to hold an overweight position. 

LHC Group, Inc. (LHCG)

LHC Group provides skilled nursing services in a home setting, among other services.  The shift of medical care into the 
home setting is an ongoing, multi-year theme.  Covid-19 demonstrated the advantages and necessity of providing care at 
home and seems to have accelerated this shift. 

At a micro, company-specific level, LHCG differentiates itself in the industry in terms of its quality-of-care ratings (or 
stars), as defined by CMS (Centers for Medicare and Medicaid Services).  Over time, this led to new partnerships with 
many hospital systems nationwide to provide integrated care.  In turn, these relationships served as a meaningful source 
of volumes for the company.  As a recognition of this strong reputation and accelerating shift to home-based medical care, 
UnitedHealth (UNH) recently offered to buy LHCG in an all-cash transaction. As a result, we sold out of the name in our 
Small Cap Growth strategy in early April.

The largest detractors in the first quarter included:

Fluence Energy (FLNC)

FLNC is a recent IPO that traces its origins to the joint venture between units of industrial giant, Siemens, and the 
aspiring clean energy generation company, AES Corp (AES).  FLNC provides grid-scale energy storage hardware and 
software systems that allow utilities and commercial customers to optimize the use of energy generated via renewable 
(but intermittent) sources like solar and wind.  Notably, given its history with Siemens and AES, the company utilizes 
some patents from these two former patrons and relies on their global supply chain.  Additionally, FLNC’s software is 
agnostic to any specific energy storage hardware and works with third party hardware. This meaningfully reduces the 
“friction costs” associated with adoption of the solution.



While FLNC appears to be in the lead in terms of gaining share in this market, the energy storage market itself is in the 
early stages of growth and development. As such, FLNC has its work cut out for it to gain economies of scale and achieve 
profitability and strong margins.  Sadly, the market this year, which is dominated by the narrative of Fed tightening, 
supply chain issues and inflation, has not been kind to the type of the financial profile FLNC has at the moment.  The 
outbreak of war in Ukraine, which will likely facilitate a meaningful pivot away from reliance on Russian gas and other 
energy products, further shines light on the importance of renewable energy generation, and consequently, the optimal 
use and storage of that energy is coming into focus.  We feel strongly that FLNC offerings provide an attractive option to 
strategic decision makers at the national and business levels across the world and have added to the position recently and 
continue to like the long-term story. 

Bandwidth (BAND) 

BAND provides a cloud-based communication platform for use with mobile and connected devices.  The company 
underperformed recently, driven primarily by disappointing guidance for 2022 which reset growth expectations and 
flushed out most of the bad news.  BAND faced unfavorable comps throughout most of 2021.  Specifically, in Q4 2020, the 
company generated 80%+ all-in growth and 30%+ organic growth in its key growth business, CPaaS (Communication-
Platform-as-a-Service) which benefitted from work and study from home orders issued during the pandemic and record 
spending during the 2020 presidential election cycle.  BAND’s network endured the DDoS (denial-of-service) attack in 
late 2021 which compromised the company’s reputation, however, according to management, BAND did not lose a single 
client because of it, however new customer growth slowed dramatically in Q4 as a result.

With these hurdles now in the rear-view mirror, growth expectations have been reset.  We decided to remain in the name 
as Q4 demonstrated encouraging green shoots in some key performance indicators,  and 2022 is facing easier comps and 
a valuation reset.  In fact, we added to our position, based on our view that the long-term growth opportunity for BAND is 
largely intact, anchored by its IP-based telecommunication infrastructure that cloud players like Amazon and Microsoft 
can lean on to avoid paying dues to the large telecom carriers.

AZEK Company (AZEK)

AZEK manufactures composite decking material for residential and commercial end markets.  AZEK benefits from the 
secular shift from wood to recycled materials, as builders and renovators increasingly use composites to replace wood 
decks.  Composite decks offer several benefits, such as simpler and lower cost maintenance than wooden decks. AZEK 
uses recycled materials which have positive & sustainable environmental impact. 

Results in the most recent quarter were in-line with expectations as management continues to execute on the growth 
story, highlighted by organic revenue growth in the high teens and ongoing investments in capacity expansion to support 
future growth.  Importantly, current, and future capacity expansion plans are domestic which insulate AZEK against some 
geopolitical uncertainties. However, AZEK’s stock has underperformed despite strong results due to a broader sell off in 
the housing sector resulting from rising interest rates. We maintain a core position in AZEK despite these macro 
headwinds due to resilient secular growth opportunity, and an elevated valuation discount compared to its peers. 
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Final Words

While our underlining stock selection process remains unchanged and centers on identifying exciting growth drivers, we 
are focused on making sure there is a clearly identifiable and relatively short path to profitability, or that the current state
of profitability is relatively stable.  This is particularly important, given that the recent market environment has been 
intolerant of companies that constantly spend to grow without signs of meaningful and sustainable incremental operating 
leverage in their business models. 

We also emphasize staying disciplined in terms of the valuations we are willing to pay for companies. Equally as 
important is our focus on identifying attractive opportunities, where valuations of strong, high-quality stories overshot on 
the downside.  As valuations have become more attractive, the current market environment is both interesting and 
opportunistic for active managers.
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THIS DOCUMENT IS RESERVED FOR SOPHISTICATED INVESTORS

The information and opinions presented in this document were prepared by Pier Capital, LLC (Pier) and
are intended strictly for informational purposes only to sophisticated and knowledgeable investors.
Views expressed in this presentation are solely the opinions of the investment professionals at Pier and
are subject to change at any time without notice. The information in this document may not be
reproduced in whole or in part without the expressed written permission from Pier. The external sources
used in compiling this document have been deemed reliable by Pier, however, we do not assume to
reconfirm their absolute accuracy and limitations. Market data presented is provided by third party and
Pier is not responsible for any errors or omissions in the data. Pier as a Registered Investment Adviser
invests in many of the securities, security types, sector and/or industries discussed in this presentation.
The information contained in this document does not constitute investment advice or guidance.
Additionally, it should not be utilized as the singular basis for investment decisions. Please note that
capital is at risk with any investment. The potential for profit is accompanied by the possibility of loss.
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Small Cap Growth Equity Composite – Annual Disclosure Presentation
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Total Assets Composite Assets Annual Performance Results 3 yr. Annualized  Standard Deviation

Year 
End

Total Assets 
(Millions)

USD     
(Millions)

# of 
Accounts~

Composite Gross
Russell 2000 
Growth Index

Comp. Dispersion Composite
Russell 2000 
Growth Index

2021 $963 $347 10 9.87% 2.83% 0.33% 24.20% 23.07%
2020 $961 $397 10 61.70% 34.63% 0.20% 26.64% 25.10%
2019 $628 $235 9 28.04% 28.48% 0.19% 18.09% 16.37%
2018 $520 $184 9 -3.08% -9.31% 0.57% 17.53% 16.46%
2017 $602 $272 10 30.83% 22.17% 0.51% 14.05% 14.59%
2016 $559 $247 15 7.07% 11.32% 0.43% 16.49% 16.67%
2015 $600 $278 20 -0.26% -1.38% 0.12% 15.11% 14.95%
2014 $707 $341 25 3.40% 5.60% 0.44% 14.18% 13.82%
2013 $766 $357 27 52.69% 43.30% 0.49% 17.77% 17.27%
2012 $536 $313 36 10.50% 14.59% 0.61% 20.32% 20.72%
2011 $752 $449 32 -6.03% -2.91% 0.65% 23.39% 24.31%
2010 $925 $859 46 26.52% 29.09% 1.32% 26.28% 27.69%
2009 $703 $649 46 45.09% 34.47% 0.51% 24.12% 24.84%
2008 $505 $386 53 -37.93% -38.54% 0.58% 21.24% 21.26%
2007 $758 $531 53 22.26% 7.05% 0.94% 14.09% 14.23%
2006 $653 $394 54 9.45% 13.35% 0.90% 15.59% 15.57%
2005 $742 $416 54 13.50% 4.15% 0.87% 16.07% 16.51%
2004 $695 $403 56 18.52% 14.31% 1.44% 21.61% 21.40%

2003† $1,975 $485 53 51.07% 48.54% 1.32% 30.15% 27.00%
2002† $1,789 $317 52 -32.02% -30.26% 1.02% 44.49% 33.33%
2001† $1,805 $508 55 -8.53% -9.23% 1.48% 47.05% 33.58%
2000† $1,777 $512 60 -24.24% -22.43% 1.33% 44.58% 33.28%
1999† $1,621 $565 41 117.41% 43.09% 3.11% 30.60% 26.31%
1998† $1,213 $208 21 14.62% 1.23% 1.57% 27.94% 25.03%
1997† $981 $119 15 14.69% 12.95% 0.75% 21.82% 18.27%
1996† $773 $95 14 54.61% 11.26% 2.63% 18.72% 15.48%
1995† $686 $59 12 47.51% 31.03% 1.72% 12.89% 12.43%
1994† $534 $45 12 4.77% -2.42% 0.86% 13.83% 14.25%
1993† $516 $56 13 -1.04% 13.37% 1.34% N.A. (2) N.A. (2)

1992† $575 $61 14 15.34% 7.77% 1.74% N.A. (2) N.A. (2)

1991†* $509 $41 11 5.96% 8.28% N.A. (1) N.A. (2) N.A. (2)

~ From 2001 - 2010 the number of accounts figure includes separately managed accounts as well as the number of investors in the Firm’s pooled investment vehicle.
*Results shown for the year 1991 represent partial period performance from October 1, 1991 through December 31, 1991.
†Represents the assets of SEB Asset Management America Inc. prior to the management buy-out September 15, 2004.

†SEB claimed compliance with the Global Investment Performance Standards (GIPS®) and received a firm-wide verification for the period October 1991 through June 2004.  The verification report is available upon request.
N.A.(1) Dispersion is not presented as there were an insignificant number of portfolios in the composite for the full year.

N.A.(2)3-Year Annualized Standard Deviation is not presented as 36 months of performance is not available.

GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained herein.  The Small Cap Growth Equity Composite consists of fully discretionary 
separately managed accounts and pooled funds invested in the Small Cap Growth strategy.  As of January 1, 2020, this Composite was redefined to include pooled funds. The Composite primarily contains a diversified range of common stock publicly traded the 
US Exchanges and OTC-markets.  Investments are made primarily, but not exclusively in stocks within the Russell 2000 Index market cap range.  The strategy does not allow investments in derivative contracts or the use of leverage. The base currency of the 
Composite is U.S. Dollar.  Investment results are measured against the Russell 2000 Growth Index.

For comparison purposes the composite is measured against the Russell 2000 Growth Index.   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 forecasted growth values. The Russell 2000 Growth Index is constructed to provide a comprehensive and unbiased barometer for the small-cap growth segment. The Index is completely reconstituted 
annually to ensure larger stocks do not distort the performance and characteristics of the true small-cap opportunity set and that the represented companies continue to reflect growth characteristics.

Pier Capital, LLC claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the GIPS standards. Pier Capital, LLC has been independently verified for the periods September 
15, 2004 through June 30, 2021.   The verification report(s) is/are available upon request.  A firm that claims compliance with the GIPS standards must establish policies and procedures for complying with all the applicable requirements of the GIPS standards. 
Verification provides assurance on whether the firm’s policies and procedures related to composite and pooled fund maintenance as well as the calculation, presentation, and distribution of performance, have been designed in compliance with the GIPS standards 
and have been implemented on a firm‐wide basis. Verification does not provide assurance on the accuracy of any specific performance report. The firm's list of pooled fund descriptions for limited distribution pooled funds is available upon request.  Pier Capital, 
LLC is a registered investment advisor.  The Firm maintains a complete list and description of composites, which is available upon request.  Results are based on fully discretionary accounts under management, including those accounts no longer with the Firm.  
Past performance is not indicative of future results.   

The U.S. Dollar is the currency used to express performance.  Returns are presented gross of management fees and include the reinvestment of all income including dividends, which are gross of any withholding tax.  Returns will be reduced by management fee 
to calculate net return. Returns do not reflect the deduction of investment advisory fees.  Investment advisory fees are described in Part 2 of the firm’s Form ADV.  Performance prior to 10/1/1991 is not in line with GIPS standards.  The annual composite 
dispersion presented is an asset-weighted standard deviation calculated for the accounts in the composite the entire year. Composite dispersion and the 3-year ex post standard deviation is calculated using gross returns. Policies for valuing investments, 
calculating performance, and creating GIPS Reports are available upon request.

Beginning July 1, 2009, GIPS composite policy requires the temporary removal of any portfolio incurring a client initiated significant cash inflow or outflow of 50% of portfolio assets. The temporary removal of such an account occurs at the beginning of the month 
in which the significant cash flow occurs and the account re-enters the Composite the month after the cash flow. Additional information regarding the treatment of significant cash flows is available upon request. The Composite was redefined beginning January 
1, 2011 to exclude pooled accounts which are managed distinctively from the rest of the separate accounts in this Composite. Firm’s records, including third party records since inception to 2002 were destroyed by the record storage provider in error without 
authorization from the firm.  The firm maintains certain records for this period but was not able to rebuild records from inception to 2002 in full.

This Composite includes separately managed accounts as well as Pier Capital’s private fund - Pier Capital Commingled Small Cap Growth Fund Investment Trust.  For year end 2021, the expense ratio for the private fund was 0.02%. This is not an offer to sell 
securities. That may only be accomplished by the issuance of a private offering memorandum/subscription documents.  The management fee schedule for this Composite is listed below. 

Asset Based Fee:
1.00% per annum on assets between $0 and $20 million
0.80% per annum on assets between $20 and $40 million
0.75% per annum on assets between $40 and $80 million
0.65% On Assets Greater than $80 million

Performance Based Fee:
0.500% per annum on assets between $0 and $10 million
0.400% per annum on assets in excess of $10 million
Plus: 20% of the excess return generated by the portfolio each calendar year above the 
benchmark (Russell 2000 Growth Index)

Actual investment advisory fees incurred by clients may vary.  As an example, the effect of investment management fees on the total value of  a client’s portfolio assuming (a) quarterly fee assessment, (b) $1,000,000 investment, (c) portfolio return of 8% a 
year, and (d) 1.00% annual investment advisory fee would be $10,416 in the  first year, and cumulative effects of $59,816 over five years and $143,430 over ten years. 

Balanced portfolio segments are not included in this composite. Prior to April 1, 2004 balanced portfolio segments were in this composite, and performance reflects required total segment plus cash returns using a 3% cash allocation percentage, with the 
performance of cash equaling the Federal Funds Rate as of the beginning of each quarter. The Small Cap Growth Equity Composite was created July 1, 1987 which is also the inception date for the Composite. Performance presented prior to September 15, 
2004 occurred while the Portfolio Management Team was affiliated with SEB Asset Management America Inc. The investment decision makers and the support staff are now part of Pier Capital, LLC, the Firm established as a result of a management buy-out of 
the equity operations of SEB Asset Management America Inc.
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