
• Economic measures here in the US continue to signal growth, and as such, 
investors have favored shares of growth companies across the small-, mid- and 
large-cap segments thus far in 2018. 

  
• Despite a rise in stock prices during the second quarter, equity markets took pause 

towards the end of the period, giving back some gains as concerns surrounding 
contentious global trade policy, paired with the prospect for additional rate hikes, 
temporarily rattled investor confidence. 

  
• Pier's Small Cap Growth strategy outperformed again in Q2 and has outperformed 

5 of the 6 months thus far in 2018(*). 
 

For those of you well acquainted with Pier's investment process, you will remember 
that at the bottom of the funnel, we look to two things that ultimately drive the 
decision to either include a stock in the portfolio now, or continue to monitor and 
evaluate it for inclusion at some point in the future.  These two factors are, the outlook 
for the specific business being evaluated and current valuation. 
 
Put another way, is the business enjoying an industry specific or macroeconomic 
tailwind or does it face some particular industry challenge or larger headwind?  And, if 
tailwinds exist, can the price of purchase be justified? 
 
It is fairly easy to eliminate the vast majority of macro headwind concerns as we still 
look to strong economic data driving confident business and consumer spending. So, 
we are left to look at the specific drivers within each individual industry.  We have 
found that paradigm shifts taking place in Technology, Healthcare and Consumer 
Discretionary space continue to provide steady breeze and ample opportunity to find 
strong performers in their respective verticals.  Amongst Industrials, Energy and 
Financials, those tailwinds are still shifty and selection in these sectors remains a bit 
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Second Quarter 2018 YTD 2018 

   Pier Small Cap Growth* 13.01% 18.18% 

   Russell 2000 Growth Index 7.23% 9.70% 

   Russell 2000 Index 7.75% 7.66% 

   S&P 500 Index 3.43% 2.65% 

The above statistics are supplemental to the 
GIPS compliant disclosure on the last page. 

 
Source: FactSet 
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(*) Performance is reported gross of fees.  Past performance is not indicative of future results.  Please see full 
performance disclosure on the last page. 
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more of a challenge (as cyclicals often present for our approach). 
 
So finally, we look to what we must pay for any given company.  Admittedly and enjoyably so, prices have risen 
substantially over the last couple of years, inevitably increasing the potential for investor concern.  That said, we find 
comfort in the fact that the current bull market has been fueled by strong sales and earnings growth as well as rising levels 
of free cash flow, providing us with the conviction to continue to purchase companies at current valuations.  

There is little to add from last quarter as employment is at, or near record rates, consumers and businesses remain 
confident, housing prices are strong and GDP is on the rise.  The Credit Suisse study below illustrates the strength of the 
current business cycle and echoes our optimism about the economy in the near term. 

Second Quarter 2018 

SUMMARY (cont.) 

THE ECONOMY  

The chart clearly shows that current business conditions show a sharp contrast to those periods in which we have 
experienced economic contraction in the past, furthering our notion that there is likely greater risk to the upside rather 
than the downside at this point. 
  
With many positive data points suggesting further forward progress, we look to what culprit(s) have caused equity 
markets to take pause.  To that point, during the second quarter an elaborate poker game emerged between the US, 
China, the EU, Canada and Mexico.  As part of President Trump's "Make America Great Again" campaign promise, 
addressing the global trade imbalance is highly ranked on this administration's agenda.   
  
While trade rhetoric has dominated recent headlines and has investors slightly rattled, at this point there has been very 
little impact on the real economy in the US up to this point.  In fact, based upon tracking numbers out of Goldman Sachs, 
US GDP growth was on pace to do 3.9% in the second quarter of this year.  Additionally, in a recent interview, United 
States Secretary of the Treasury, Steve Mnuchin, predicted strong economic results, near term. 
  
The question then becomes is how will this tariff "talk" impact future business sentiment and investment in the US?  Well, 
while several new tariffs are being proposed and discussed, the chart on the following page illustrates, that in fact, few 
have actually been implemented.  
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Given the lack of swift implementation, proposed tariffs are clearly being used as poker chips in the big game of global 
trade and investors anxiously await the results.  The trade imbalances that exist are obvious and it seems only logical that 
foreign trade partners, while deeply entrenched in the game, are likely to work towards some sort of resolution that would 
be good enough for the US to accept, as the US clearly is not looking to derail current domestic economic momentum with 
a prolonged tariff battle, especially in front of very important midterm congressional elections.  
  
While the outcome is at this point unknown, make no mistake about it, the souring mood can revert from concern, back to 
optimism, in the span of one tweet.  Let us not forget that a mere two quarters ago,  the President was threatening to 
punish North Korea militarily, and then in June was seen shaking hands with Kim Jong-un, noting that "chemistry" had 
been achieved.  Perhaps this negotiating technique may foreshadow a potential outcome on global trade - or not.  We will 
be watching this very closely. 

THE PORTFOLIO 

Strategy 
  
We would like to address two items this quarter as it relates to strategy.  First will be our strong interest in the Software as 
a Service space (SaaS) and secondly we would like to have a discussion regarding current stock market valuations, and 
more specifically, valuations within the Technology sector.   
  
As growth investors, it is natural to have a keen interest in the major transformation that has begun in the way that 
business utilize technology for both engaging customers and processing data and work flow.  SaaS, a hosted software 
delivery model allowing user access via a web browser, lowering the cost of ownership and upfront capital investment 
requirements, is changing the way the world conducts business.   
  
The adoption rate of this technology, while impressive, could make up in excess of $300 billion of the forecasted annual 
$1.3 trillion in IT spending in just a few years time.  As illustrated on the following page by KeyBanc, public cloud 
penetration is forecasted to grow from just 6% today, to 25%  by 2022. 
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Cloud business models are proving out on both the top and bottom line, driven by strong secular themes, with no sign of 
slowing down.  The first quarter of 2018 saw a 35% increase in cloud revenue growth with no end in sight.   Layered on 
that is the fact that these models are starting to show significant leverage as free cash flow margin rose from 1.5% last year 
to now 9%.  Both investors and corporations have taken notice in the form of increased merger and acquisition activity 
(which included two portfolio names year-to-date).  Finally, IPOs gathered steam over the past year for cloud based 
solution companies. 
 
We continue to find attractive names in this space and SaaS companies are likely to be a strong driver of performance 
within the Technology segment of our portfolio for the foreseeable future. 
 
As we have mentioned in the past, we purchase stocks only when we believe that business conditions are favorable for the 
underlying company and the valuation is at a level we deem to be reasonable.   We also acknowledge that technology 
stocks are perhaps perceived to be somewhat expensive as a result of the substantial price appreciation they have 
experienced.   
 
That said, it is important, as Goldman Sachs notes below, that the percentage of price appreciation that US technology 
companies have enjoyed is more attributable to increased earnings rather than multiple expansion, when compared to the 
rest of the of the market. 



Current valuation levels are further supported by quality buyers (such as SalesForce and Adobe) making strategic 
acquisitions in the current price environment.  Further to this, free cash flow yields in the large cap Technology sector are 
actually less than that of the S&P 500 Index as a whole (see chart below), suggesting that the average valuation of 
Technology shares are no greater than that of the companies that make up the entire S&P 500 Index as a whole. 
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This lends credibility to the price increases that have been witnessed over the last several years in technology names and 
should help to provide investors with the confidence required to stay the course, selecting stocks of highly innovative and 
disruptive companies that impact the way business is conducted. 
 
When compared to the run up in technology names that was witnessed in the 1990's, it is important to delineate the fact 
that appreciation then, was largely a byproduct of speculation that led to rampant multiple expansion and the 
abandonment of the application of traditional valuation metrics for pricing stocks.  This run up is a different animal 
altogether and is firmly underpinned by the wide scale adoption of new technologies and the revenues and earnings that 
accompany that adoption.   
 
Q2 Attribution 
  
The largest contributors to performance in the benchmark were Health Care, Technology and Consumer Discretionary.  
Despite the pull back in June, no sectors detracted from the benchmark for the quarter. 
 

What helped our performance in sector allocations: 
 

Underweight: Materials and Financials 
Overweight: Energy and Telecom 

 
What hurt our performance in sector allocations: 

Underweight:  Health Care and Consumer Discretionary  
Overweight:  Industrials and Technology 

In what sectors did our stock selection help us: 
 

Health Care, Technology, Consumer Discretionary, 
Industrials, Financials and Telecom 

 
In what sectors did our stock selection hurt us: 

 

Energy and Materials 

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



Holdings 
  
The largest contributors in the second quarter where: 
  
Foundation Medicine, Inc. (FMI) 
  
Shares of this molecular information company have risen sharply since our purchase in Spring 2017 as the catalysts we 
anticipated unfolded as we expected.  The FDA approval of its 324-gene panel,  the qualification for Medicare 
reimbursement coverage and most recently their announced acquisition by Roche.   
 
This 324-gene panel was on its way to be the 1st universal companion diagnostic for cancer treatment.  FMI is able to 
comprehensively profile all areas of genomic alterations relevant to cancer treatment.  As immunoncology is seeing a 
rapidly expanding array of targeted treatment, FMI helps pharmaceutical companies to refer cancer patients to the most 
appropriate clinical trials and later to the most appropriate treatment, if the treatment successfully achieves FDA 
approval and reaches the market.  This is the reason for  FMI's rapid growth and we believe this growth to be sustainable 
for some time.   We recently sold this position and realized the profits. 
 
Regenexbio, Inc. (RGNX) 
  
Regenexbio, unlike a traditional biotechnology company with a pipeline of proprietary products subject to binary 
outcomes, RGNX’s technological platform, NAV,  or next generation adeno-associated virus vectors-could be used for 
solutions well beyond RGNX’s therapeutic focus. These vectors are the delivery vehicles of gene therapies for treatment of 
very serious conditions like spinal muscular atrophy, a leading genetic cause of death in infants and wet macular 
degeneration affecting older people which can lead to blindness.  These, along with many other genetic diseases are 
associated with the lack of, or dysfunction of, a particular gene. This gene is responsible for production of proteins that 
maintain healthy cellular processes. The vectors that RGNX makes are critical in safe and efficacious delivery of the good 
genes into the patient cell. 
 
What sparked our interest is that one of the company’s nine licensees, AveXis was bought out for $8.7 billion in cash by 
Novartis in early April. Not only did this trigger the financial milestones, like a $100 million accelerated payment and 
potential for future royalties for RGNX, it also demonstrated proof of concept and what it could be worth in the 
marketplace. To put in perspective, at the end of March, there were nine licensees evaluating more than 20 products that 
use RGNX’s vectors. Half of these products are in the clinical trials. 
 
While we recently, took some profits in the name, we continue to maintain the core position.  
 
Tabula Rasa Healthcare, Inc. (TRHC)  
  
Tabula Rasa offers medication risk management services to healthcare payors with an end goal of providing measurable 
cost savings.  The company has initially done well under the Program of All-inclusive Care for the Elderly (PACE).  This 
program is an all-inclusive care program for Medicare/Medicaid dual patients and is also expanding to commercial 
programs.  The company's medication safety score can predict the healthcare costs of patients based on the medications 
currently taken.  The value derived from this analysis has allowed TRHC to add over 13 million patients last year,  and 
there is no reason to believe this ramp up should not continue.   
 
Additionally, Tabula Rasa's  enhanced medication therapy management (eMTM) can help to cut hospital re-admissions, 
which are a significant healthcare cost driver, by roughly half.  This is accomplished by way of their care transition 
program where a pharmacist performs an in-home medication reconciliation following a hospital stay.  Given our positive 
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outlook for this company, we continue to hold the position. 
 
The largest detractors in the second quarter included: 
 
Mercury Systems, Inc. (MRCY) 
 
We originally purchased this supplier of sensors and electronics subsystems to the aerospace and defense industries, as 
the company had demonstrated success in both the generation of organic growth and making value added acquisitions, 
which quickly positioned them to be an important supplier to top tier defense contractors.  Over several years, MRCY 
evolved from providing single subsystems to being a turnkey outsourced subsystem supplier, enabling market share gain 
amidst a generally stable to positive defense spending environment. Additionally, MRCY remains well positioned in key 
growth areas benefitting from defense spending, such as the evolution of electronic warfare.  
 
However, approximately six months ago, the company transitioned to a business model requiring them to carry more 
inventory on the balance sheet, sacrificing near-term cash generation as the company ramps up their manufacturing 
capacity.  It is unclear at this time if MRCY initiated this change as an offensive or defensive move.  This lack of clarity was 
exacerbated by the surprise departure of their CFO. As a result, we decided to book profits and exit this position in the 
second quarter.  
 
Lending Tree, Inc. (TREE) 
 
We purchased this online marketplace for borrowers and creditors as a way to participate in the wave of digitization of the 
large consumer credit marketplace. TREE emerged as one of the leading digital enablers for the historically archaic, highly 
inefficient and paper heavy industry. As the company ramped innovation, it simultaneously offered new services to 
borrowers and built a strong loyalty program  with 7 million members at the end of 2017.  This loyalty program will likely 
be a key factor that could lower customer acquisition costs and improve profitability.  
 
Investors have become concerned with TREE's ability to achieve guidance for the year, with close to half its business 
exposed to mortgages. As rates began to rise and the mix shifted to purchase from refinancing, trends in the mortgage 
business softened. When TREE introduces borrowers seeking to refinance existing mortgages to creditors, the conversion 
rates, speed of conversion, and returns on these leads for creditors are high, as there is no need for a completely new 
underwriting of the borrower. As the mix shifts to borrowers seeking to finance a home purchase for the first time, these 
metrics are less attractive to creditors and ad budgets from creditors shrink somewhat. This is supported by Fannie Mae's 
Lender Sentiment Survey for Q2, which showed negative profit margins for mortgage lenders.    
 
While TREE has fought this trend by outgrowing their competition thus far, we are concerned that the near term in this 
name may be limited due to this macro headwind.  Hence, we stepped out to the sidelines at the moment.  
 
Callon Petroleum Company (CPE) 
 
We entered a position in this energy exploration company on the premise that it offers exposure to one of the most 
attractive basins for the domestic oil production, namely the Permian Basin, at valuation notably lower than comparably 
sized peers with similar exposures. The idea was that as execution of the company’s strategy sharpens, this relative 
valuation gap may get smaller.  In fact, CPE did deliver in terms of improving execution, better growth, and better 
profitability recently. However, a new issue has arisen for Permian players, including CPE. That is lack of take away 
pipeline capacity coupled with rising production, led to lower realized prices for Permian oil compared to other regions. 
Understandably, this put pressure on valuation of all the players, including CPE.  
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While this issue may be transitory, and there are signs that there will be new capacity coming onboard and alleviating this 
bottleneck, it appears that this resolution is slated toward mid to late 2019. In light of this, we recently took advantage of 
the rally in energy in late June to reduce the position. 
 
Final Words 
  
We remain optimistic on the current outlook for the US economy and remain closely focused on corporate earnings to 
further investor interest in the capital markets.   
  
We also find reason for bullishness in the approved $85 billion merger between AT&T and Time Warner as it has the 
potential to fuel investor optimism regarding the potential for merger and acquisition activity across the board.  This was 
likely a catalyst for many growth oriented names, including many of ours, which rallied into the second part of June on 
virtually no incremental news flow. 
  
Our strategy has been well focused and effective thus far this year.  While we are more cognizant of and sensitive to the 
valuations we pay, we feel that the current backdrop for the US economy remains strong at this time.  We also note that 
given recent marquee deals that have taken place in the Technology and Health Care space at healthy multiples, suggests 
that market risk could in fact be to the upside at this point. 
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~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 manager buy-out September 15, 2004. 

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. 

The Small Cap Growth Equity Composite consists of fully discretionary separately managed accounts invested in the Small Cap Growth strategy.  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 from September 15, 2004 through March 31, 2018. The verification reports are available upon request. Verification assesses whether (1) the Firm has complied with all the composite construction 

requirements of the GIPS standards on a Firm-wide basis and (2) the Firm’s policies and procedures are designed to calculate and present performance in compliance with the GIPS standards. Verification does not ensure the 

accuracy of any specific composite presentation. A third-party verification as set forth by the GIPS standards has been conducted by ACA Performance Services from April 1, 2017 and by Ashland Partners & Company LLP until 

March 31, 2017. 

  

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.  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. Policies for valuing portfolios, calculating performance, and preparing compliant presentations 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. 
  

The management fee schedule is as follows:   

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) 

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. 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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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 

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) 

Disclosure: Please contact us for a full list of recommendations made within the 12-month period preceding the date of this communication. It should not be 

assumed that the recommendations made in the future will be profitable or will equal the performance of the securities in this list. 


