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SMALL-CAP FUNDAMENTAL VALUE 
REVIEW AND OUTLOOK

Over the past sixty days, we have witnessed the coronavirus morph from a 
distant and isolated event to a global health crisis. The pandemic has brought 
both enormous human suffering and economic damage. At this time, we hope 
and believe that the measures and initiatives we have taken as a society will 
bring the virus under control. Correspondingly, the rapid and monumental 
government response has aimed to lessen the financial blow and re-boot the 
economy. Given the rapidly evolving chain of events, we cannot be certain as 
to the timing of either. The only certainty is that the economy is now in a 
recession—and the duration and ultimate magnitude are yet to be seen.

Small cap companies reflected the initial impact of the financial 
reverberations. While March was the weakest month since either October 2008 
or October 1987, the full quarter was the worst quarter since the Depression-
era.

The Brown Advisory Small-Cap Fundamental Value strategy's performance 
was challenged during this period. Like the Russell 2000® Value Index, our 
strategy was down materially for the quarter and underperformed relative to the 
Index. This is a material deviation from our base case expectations. While we 
felt our portfolio was well positioned for a normal business slow down, there 
were a number of factors and missteps that negatively impacted our strategy.

The start of the current crisis felt eerily similar to the SARS epidemic (2011) 
and the Fukushima explosion (2013). Both proved to be short lived with de 
minimis impact on the U.S. economy and excellent buying 
opportunities. During the early days of this pandemic, we felt the crisis would 
have a manageable, if not negligible impact on some of our portfolio 
companies. Social distancing and mandated closures for non-essential 
businesses radically changed that premise. Companies like Hudson's (the 
largest airport terminal vendor), Viad (the largest convention operator in the 
United States), and Xenia (a hospitality REIT), have all seen their revenues fall 
to virtually zero.

As global liquidity rapidly dried up, the Federal Reserve reacted with a litany of 
measures, including rate cuts and a restart to an aggressive quantitative easing 
(QE) program. This sudden shift impacted our financial sector investments 
including banks, which saw net interest margin compression. While we work to 
stress test the capital structures of our investments, we did have one company, 
MFA Financial, succumb to liquidity pressures, break its financial covenants 
and begin the bankruptcy/restructuring process. This caused our most sizable 
loss for the period.

Utilities and many traditional REIT investments were positively buoyed by the 
rapid decline in interest rates. Technology and biotechnology companies (many 
of which are operating in deficits) were also sources of strength during this 
period. Generally speaking, smaller market capitalization companies' shares 
underperformed larger market cap companies in the Index. Our underweight in 
each of the bond proxies and information technology and biotechnology sectors 
negatively impacted our relative results. Many of our recent investments in 
smaller market cap companies also created a drag on performance.
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Please see disclosure statements at the end of this presentation for additional information and for a complete list of terms and definitions.

Positive drivers for the quarter included our meaningful underweight in energy 
as well as differentiated investments, such as REX America, an ethanol 
producer and our largest energy investment. Many of our industrial investments 
also performed well and continued to benefit from continued strength in their 
end-markets. Examples include Federal Signal and Mueller, which have 
sizable municipal businesses. Simpson Manufacturing has benefited from the 
relative strength of the housing and repair market. Finally, a number of our new 
investments during the quarter, especially Helen of Troy and Getty Realty, 
were also solid contributors.

We saw the most pronounced levels of price volatility that we have seen since 
the strategy’s inception. During the month of March, we saw 22 incidents of a 
stock rising 20% or more in a day and 41 incidents of a stock falling more than 
20% in a day. On a daily average, the spread between the best performing 
stock and worst performing stock in the portfolio was over 4000 basis 
points. During this time period, the team aggressively re-worked the portfolio to 
mitigate the damage from the pandemic, re-underwrite capital structures, sell 
when appropriate and take advantage of new investment opportunities. In total, 
we sold 11 investments and made 5 new investments during March. Broadly 
speaking, our activity has centered around the following efforts:

 Sell investments with business models that have been upended by the pandemic.
 While these businesses could re-emerge, ultimate timing and revenue ramp are 

still uncertain.
 New investments.

 In each case, these have been companies/ management teams that we have 
followed for several years.

 While valuation is attractive, we also feel like we are getting growth prospects 
and business models that were priced too expensively for us 2-3 months ago.

 Reinvest in businesses with the most attractive risk/ rewards.
 Top 10 weighting has increased to 28%.

 Reinvest in businesses with very strong defensive characteristics.
 With the recognition that the U.S. is now in a recessionary environment, we 

have increased our investment in companies that tend to do well in challenged 
economic environments. (As an example, Assurant and National General are 
the largest forced place insurance writers and could benefit should mortgage 
defaults increase.)

Since March 12, the small cap research team has worked remotely from 
our homes. While March was intense, the team has performed incredibly 
well and has worked tirelessly to try and understand and respond to the 
pandemic, position the portfolio in response to the pandemic and take 
advantage of the opportunities presented. While we do not pretend to know 
how the next several quarters will unfold, we believe that our cash flow 
orientation and rigorous process position the investment portfolio for 
success.  
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SECTOR

REPRESENTATIVE 
SMALL-CAP 

FUNDAMENTAL 
VALUE ACCOUNT

(%)

RUSSELL 
2000®

VALUE 
INDEX

(%)
DIFFERENCE

(%)

REPRESENTATIVE 
SMALL-CAP 

FUNDAMENTAL 
VALUE ACCOUNT

(%)

Q1’20 Q1’20 Q1’20 Q4’19 Q1’19
Communication 
Services 5.99 2.19 3.79 5.60 7.86

Consumer 
Discretionary 12.64 7.84 4.80 15.88 16.62

Consumer Staples 0.77 3.40 -2.63 1.45 2.07

Energy 1.39 3.47 -2.08 1.52 3.77

Financials 30.51 30.07 0.43 32.79 30.01

Health Care 5.15 5.98 -0.83 3.88 3.18

Industrials 18.6 12.86 5.74 20.38 18.78

Information 
Technology 12.04 10.98 1.06 9.33 7.08

Materials 4.03 4.27 -0.24 3.41 3.52

Real Estate 7.93 11.32 -3.39 5.01 6.30

Utilities 0.95 7.60 -6.65 0.74 0.82

Source: FactSet®. 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. The portfolio information provided is based on a representative Small-Cap Fundamental Value account and is provided as supplemental information. Sector diversification 
excludes cash and cash equivalents. Sectors are based on the Global Industry Classification Standard (GICS®) classification system. Please see disclosure statements at the end of this presentation for additional 
information and for a complete list of terms and definitions.

SECTOR DIVERSIFICATION

 We are overweight communication services as compared to 
the Index. 

 Our weight in consumer discretionary decreased from last 
quarter as we sold investments in Designer Brands, Hudson 
Ltd., and Kontoor Brands given the impact COVID-19 is 
having on the retail landscape. We did use the volatility in the 
market as an opportunity to purchase Helen of Troy.

 The weighting within consumer staples decreased as we 
sold our investment in Spectrum Brands. We have initiated a 
position in Sprouts Farmers Market which we see as a better 
business in the current environment.

 Our underweight to energy and health care helped our 
performance during the quarter as it was a challenging 
period for both sectors. 

 Our industrial weight decreased over the quarter as we sold 
four investments from the portfolio: Continental Building 
Products, KAR Auction Services, Lydall and Viad. We did 
make one new investment, Comfort Systems.

 Given our travel and leisure exposure within real estate we 
have trimmed our positions in Xenia Hotels and Essential 
Properties Realty Trust. We also eliminated Landmark 
Infrastructure from our portfolio. During the period we 
initiated a new position in Getty Realty.

 Our underweight to utilities hurt performance during the 
quarter.
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REPRESENTATIVE
SMALL-CAP FUNDAMENTAL 

VALUE ACCOUNT
RUSSELL 2000® VALUE INDEX ATTRIBUTION ANALYSIS

SECTOR AVERAGE 
WEIGHT (%) RETURN (%)

AVERAGE
WEIGHT (%) RETURN (%)

ALLOCATION 
EFFECT (%)

SELECTION & 
INTERACTION  
EFFECT (%)

TOTAL EFFECT 
(%)

Communication Services 5.84 -36.70 2.28 -36.76 -0.06 0.16 0.09 

Consumer Discretionary 14.68 -45.34 9.44 -48.47 -0.75 0.74 -0.01 

Consumer Staples 1.26 -60.89 2.77 -18.15 -0.07 -0.84 -0.92 

Energy 1.43 -49.69 4.49 -61.93 1.09 0.31 1.40 

Financials 32.74 -39.30 30.54 -37.10 -- -1.43 -1.43 

Health Care 4.21 -24.68 5.29 -25.63 -0.03 0.22 0.19 

Industrials 19.62 -35.48 13.03 -35.48 0.10 -0.14 -0.03 

Information Technology 10.10 -29.28 9.77 -23.87 0.21 -0.82 -0.61 

Materials 3.79 -35.87 4.41 -41.28 0.10 0.26 0.36 

Real Estate 5.53 -47.69 11.37 -34.41 0.19 -0.60 -0.40 

Utilities 0.80 -17.54 6.60 -13.78 -1.22 0.04 -1.18 

Total 100.00 -38.19 100.00 -35.66 -0.43 -2.10 -2.53 

Source: FactSet. Total portfolio return figures provided above reflect the sum of the returns of the equity holdings in the representative account portfolio due to price movements and dividend payments or other 
sources of income, and exclude cash. The portfolio information provided is based on a representative Small-Cap Fundamental Value account and is provided as supplemental information. Sectors are based on the 
Global Industry Classification Standard (GICS) classification system. Sector attribution excludes cash and cash equivalents. Please see disclosure statements at the end of this presentation for additional information 
and for a complete list of terms and definitions.

QUARTER-TO-DATE ATTRIBUTION 
DETAIL BY SECTOR
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NAME DESCRIPTION
AVERAGE 

WEIGHT (%) RETURN (%)

CORE Core-Mark Holding Company, Inc. Engages in distributing and marketing of consumer products 1.92 5.43 

HELE Helen of Troy Limited Designs, manufactures, develops and distributes personal 
care electrical and non-electrical products 0.20 30.91 

EGP EastGroup Properties, Inc. Operates real estate investment trust 0.23 -14.56 

GTY Getty Realty Corp. Operates as a real estate investment trust 0.22 -21.68 

CNXN PC Connection, Inc. Operates as a direct marketer of information technology 
solutions 0.84 -16.52 

Source: FactSet. 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. Returns listed represent the period when the security was held during the quarter. The portfolio information provided is based on a representative Small-Cap Fundamental 
Value account and is provided as supplemental information. Top five and bottom five contributors exclude cash and cash equivalents. Please see disclosure statements at the end of this presentation for additional 
information and for a complete list of terms and definitions.

QUARTER-TO-DATE TOP FIVE 
CONTRIBUTORS TO RETURN
Representative Small-Cap Fundamental Value Account Top Five Contributors

 Core-Mark reported strong fourth quarter results and a solid outlook for 2020 while also holding up better during the initial phases of the COVID-19 pandemic 
as it continues to supply essential c-store locations.

 Helen of Troy, a new position, benefitted from having a clean balance sheet in a time when leverage is a concern across consumer discretionary. The 
company sells products that benefit from a strong cold and flu season in one of its three segments and has a strong e-commerce presence that can mitigate 
brick and & mortar closures better than peers. 

 EastGroup is a new investment made during the quarter.

 Getty Realty is a new investment that we acquired during the quarter's market turmoil. 

 PC Connection was a strong relative performer in the first quarter after the company posted solid fourth quarter results and management expressed 
confidence in the company's outlook for the full year. We like PC Connection's capital light business model, high free cash flow (FCF) conversion rate, and 
balance sheet ($3.40/share in net cash). 
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NAME DESCRIPTION
AVERAGE 

WEIGHT (%) RETURN (%)

MFA MFA Financial, Inc. Operates a real estate investment trust investing in residential 
mortgage-backed securities 1.79 -94.98 

NXST Nexstar Media Group, Inc. Class A Provides television broadcasting services 3.10 -50.51 

CATM Cardtronics plc Class A Owns and operates automatic teller machines 2.17 -53.12 

TSC TriState Capital Holdings, Inc. Operates as a bank holding company 1.60 -63.00 

EPRT Essential Properties Realty Trust, Inc. Owns, manages and leases real estate properties 2.78 -46.97 

Source: FactSet. 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. References to specific securities are for illustrative purposes 
only and do not represent all of the securities purchased, sold or recommended for advisory clients. Returns listed represent the period when the security was held during the quarter. The portfolio information provided is based on a representative Small-Cap 
Fundamental Value account and is provided as supplemental information. Top five and bottom five contributors exclude cash and cash equivalents. Please see disclosure statements at the end of this presentation for additional information and for a complete list of 
terms and definitions.

QUARTER-TO-DATE BOTTOM FIVE 
CONTRIBUTORS TO RETURN
Representative Small-Cap Fundamental Value Account Bottom Five Contributors

 MFA Financial is a specialty finance business that is focused on the mortgage market. The company is structured as a REIT and its primary asset is a portfolio of 
sub-prime mortgage-backed securities (MBS) that it opportunistically acquired with steep discounts during 2008 through 2011. Since that time, it has used cash 
flow and sales from the portfolio to finance other credit related mortgage investments. We made our initial investment in 2009 and believe the team has acted 
prudently in order to generate an attractive return-on-equity (ROE) for its shareholders over this time period. As the fixed income markets were dramatically 
impacted over a short period in mid-March, MFA breached its covenants. While the company has not filed for bankruptcy, it has hired restructuring advisors and 
are working to see if it can get covenant relief. While we believed that the company’s liquidity and sizable pool of unencumbered assets would provide a cushion, 
we were wrong and sold our investment at a steep loss after the company had initially breached its covenants. 

 Nexstar’s stock fell in the first quarter due to worries about the sustainability of advertising revenue and leverage in this environment. Relative to the Great 
Financial Crisis (when ~80% of revenue was driven by television advertising), Nexstar’s cash flows should be much more resilient to an economic contraction now 
that almost half of its revenue comes from contractual carriage fees. Further, the 2020 political environment should boost advertising revenues in 2020 even if 
large advertising categories like Auto are decreasing their spending. We took advantage of stock weakness to add to our position this quarter.

 Weakness from Cardtronics is mostly a combination of investors selling levered names and ATM usage declines from COVID-19 around the world. Based on our 
calculation, liquidity should not be a serious problem given the company still has a largely untapped revolving credit facility. The current management team is very 
disciplined and we believe the company can weather the storm better than most of its industry peers. 

 TriState underperformed the market in the first quarter following multiple rate cuts and concerns around its margin lending business to high net worth individuals. 
Management updated the market on March 19 that it had yet to incur any losses in its margin business. Given the liquid nature of the collateral, the margin lending 
business requires less regulatory capital than other lines of business, which unfortunately gives the impression that TriState has weaker capital than other regional 
banks. We believe that TriState is well capitalized and well positioned given the liquid composition of its loan portfolio and its sizable non-core fee businesses. 

 Essential Properties underperformed during the quarter due to fears that its portfolio of retail properties will suffer as store closures and the consumer pullback hit 
its tenant base. Essential Properties tenants are small-to medium-sized consumer facing businesses. While we recognize that many of Essential Properties 
tenants are indeed likely to face significant near-term financial hardship, we believe that Essential Properties has ample financial flexibility to both weather the 
storm and work with tenants for optimal long-term outcomes. Essential Properties owns over 1,000 properties leased to >200 tenants with an average lease term 
of 14.5 years. The company has over $800m of liquidity available, including an undrawn revolver and proceeds from a well-timed equity issuance back in January. 
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SYMBOL ADDITIONS SECTOR

FIX Comfort Systems USA, Inc. Industrials 

EGP EastGroup Properties, Inc. Real Estate 

GTY Getty Realty Corp. Real Estate 

HELE Helen of Troy Limited Consumer Discretionary 

SFM Sprouts Farmers Markets, Inc. Consumer Staples 

VEC Vectrus Inc Industrials 

Source: FactSet. 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. References to specific securities are for illustrative purposes only and do not represent all of the securities purchased, sold or recommended for advisory clients. The 
portfolio information provided is based on a representative Small-Cap Fundamental Value account and is provided as supplemental information. Sectors are based on the Global Industry Classification Standard 
(GICS) classification system. Please see disclosure statements at the end of this presentation for additional information and for a complete list of terms and definitions.

QUARTER-TO-DATE ADDITIONS
Representative Small-Cap Fundamental Value Account Portfolio Activity

 Comfort Systems is the largest non-union provider of mechanical 
contracting services in the country. Mechanical services include HVAC, 
plumbing, piping and controls, as well as off-site construction, electrical, 
monitoring, and fire protection. Despite being the largest non-union player in 
the market, Comfort has roughly only a 2% national market share. Comfort 
completed the acquisition of Walker Engineering in 2019, marking its foray 
into the electrical market. We think the market is underestimating the free 
cash flow (FCF) accretion and the long-term growth opportunity of the Walker 
transaction. Comfort Systems business is incredibly light from a capex 
perspective and the company has been free cash flow positive in every year 
of its existence (over 20 years). Comfort has historically returned 40% of its 
FCF to shareholders through dividends and buybacks and has maintained a 
conservative capital structure. At our time of purchase Comfort was trading at 
8x EBITDA with a near 9% FCF yield on the equity. 

 EastGroup Properties is a REIT that owns industrial properties across sun 
belt markets. EastGroup’s portfolio is focused on smaller (80,000-130,000 
square foot), multi-tenant properties in “in-fill” locations close to urban areas. 
This contrasts with most industrial REITs that are focused on “big box” 
warehouses in the 250,000 to 1 million square foot range that serve regional 
supply chain needs. We believe EGP’s unique portfolio is well insulated from 
new supply (which has been concentrated in the larger building types) while 
still benefitting from the secular growth in demand for industrial real estate.  
EastGroup has been able to drive consistent high single-digit rent growth over 
the last several years and has an attractive development pipeline that it can 
activate selectively over coming years. EastGroup has an under-levered 
balance sheet and modest near-term debt maturities that we believe position 
the company well to play offense during the downturn. 

 Getty Realty is a REIT that invests in gas station and convenience store real 
estate and then leases them to operators under triple net (NNN) leases.  
Getty owns (or leases) 945 sites that are generally on prime, corner locations. 
The portfolio is diversified geographically with a majority within dense 
metropolitan statistical areas (MSA), a factor which limits competition. One 
third of Getty lessees are public companies with no significant concentration 
risk. The leases have attractive yields (especially in today’s falling rate 
environment) and are for long durations (typically 10+ years).  Given the 
recent volatility in the market, the valuation has become appealing (16x 
adjusted funds from operations, or AFFO). Getty pays a healthy 5.2% 
dividend, has the ability to grow through accretive real estate purchases and 
when combined with the current multiple, provides an attractive risk/ reward. 

 Helen of Troy is a manufacturer and distributor of branded small appliances 
and personal care and household products. Concerns around the impact of 
the coronavirus on both its products and retail partners presented an 
attractive entry point to own this company. Helen of Troy benefits from market 
share leading brands that have compelling growth opportunities, in addition to 
a management team that has a strong track record of accretive M&A.  
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SYMBOL ADDITIONS SECTOR

FIX Comfort Systems USA, Inc. Industrials 

EGP EastGroup Properties, Inc. Real Estate 

GTY Getty Realty Corp. Real Estate 

HELE Helen of Troy Limited Consumer Discretionary 

SFM Sprouts Farmers Markets, Inc. Consumer Staples 

VEC Vectrus Inc Industrials 

Source: FactSet. 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. References to specific securities are for illustrative purposes only and do not represent all of the securities purchased, sold or recommended for advisory clients. The 
portfolio information provided is based on a representative Small-Cap Fundamental Value account and is provided as supplemental information. Sectors are based on the Global Industry Classification Standard 
(GICS) classification system. Please see disclosure statements at the end of this presentation for additional information and for a complete list of terms and definitions.

QUARTER-TO-DATE ADDITIONS
Representative Small-Cap Fundamental Value Account Portfolio Activity

 Sprouts Farmers Markets is a leading specialty grocery chain. The 
company is in the midst of deploying a new strategy from a new CEO focused 
on disciplined growth and better optimization of the company’s square 
footage in smaller stores. We believe we purchased Sprouts at an attractive 
7x multiple and the company is producing high levels of free cash flow on 
slower store openings. 

 Vectrus provides facility and network communications services for the U.S. 
government, specializing in operating all non-military aspects of bases 
globally (~75% of revenues). After spinning out of Exelis in 2014 with 
declining revenues and 3.5x leverage, Vectrus has paid down debt, grown 
cash flows, and in April 2019, secured the award and expansion of its largest 
contract through 2024. In this uncertain economic environment, we believe 
Vectrus has good visibility into future cash flows and the potential over time to 
expand margins modestly by leveraging its Selling, General, and 
Administrative (SG&A) expenses. At ~8x 2020 EBITDA, we believe we are 
purchasing a growing set of cash flows in a largely commoditized (evidenced 
by the ~4% EBITDA margins) but critical area of government services at an 
attractive price.
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Source: FactSet. 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. References to specific securities are for illustrative purposes only and do not represent all of the securities purchased, sold or recommended for advisory clients. The 
portfolio information provided is based on a representative Small-Cap Fundamental Value account and is provided as supplemental information. Sectors are based on the Global Industry Classification Standard 
(GICS) classification system. Please see disclosure statements at the end of this presentation for additional information and for a complete list of terms and definitions.

QUARTER-TO-DATE DELETIONS
Representative Small-Cap Fundamental Value Account Portfolio Activity

SYMBOL DELETIONS SECTOR

ARCC Ares Capital Corporation Financials 

CPF Central Pacific Financial Corp. Financials 

CBPX Continental Building Products, Inc. Industrials 

DBI Designer Brands Inc. Class A Consumer Discretionary 

HUD Hudson Ltd. Class A Consumer Discretionary 

KAR KAR Auction Services, Inc. Industrials 

KTB Kontoor Brands, Inc. Consumer Discretionary 

LMRK Landmark Infrastructure Partners LP Real Estate 

LDL Lydall, Inc. Industrials 

MFA MFA Financial, Inc. Financials 

NBHC National Bank Holdings Corporation Class A Financials 

SPB Spectrum Brands Holdings, Inc. Consumer Staples 

VVI Viad Corp Industrials 

WSBC WesBanco, Inc. Financials 

 We decided to exit our position in Ares Capital Corp. to deploy capital into 
opportunities where we felt there were better risk-adjusted returns. As the 
outlook for the economy began to weaken, we felt the potential pressure to 
direct middle-market lending credit was not reflected in the stock price and 
chose to deploy this capital into names where we felt prices were more 
accurately reflecting potential downside in credit markets. 

 We exited out of Central Pacific as we think the impact of the coronavirus 
on Hawaii’s economy might not be fully reflected yet and could be more 
severe than other states. In addition, Central Pacific’s current RISE2020 
investment initiative is casting further doubt on the company’s ability to 
defend its earnings better than peers.

 Saint-Gobain announced its intention to acquire Continental Building 
Products in November of 2019 and the deal closed in early February which 
was earlier than expected.

 We sold Designer Brands after the company was forced to close its retail 
locations due to COVID-19 impacts. We believe the lack of sales will further 
impact its integration of Camuto and impair the free cash flow profile for an 
extended period.

 We sold our investment in Hudson Ltd. given its outsized exposure to 
travel and the highly uncertain timing of a recovery in travel behavior.

 We exited out of our position in KAR Auction Services as the company 
was forced to shut down its physical auctions for employees’ safety due to 
COVID-19. We believe that when volumes return, the company would most 
likely be hampered by a large amount of vehicles that will depress used car 
values. 

 We sold our position in Kontoor Brands even though the company had 
held up well compared to other consumer holdings in the market sell-off as 
we saw additional downside risk given the apparel and retail exposure, two 
areas that we anticipated to be hit hard as a result of the COVID-19 social 
distancing efforts. We replaced our Kontoor position with the new position in 
Helen of Troy. 



First Quarter 2020
QUARTER-TO-DATE DELETIONS

 We sold Landmark Infrastructure as it was a smaller stub position 
we were not going to be able to build out to size, and used it to partially 
fund another real estate holding that can be a meaningful position in 
the portfolio.

 We sold our position in Lydall after the company reported worse than 
expected fourth quarter 2019 results. When we made our investment 
in Lydall we had expected the company's transaction advisory services 
(TAS) segment to recover from high commodity cost headwinds and 
the 2018 acquisition of Interface to drive improved FCF for the 
company as a whole. Lydalls' fourth quarter results did not show the 
improvement we were expecting in our original thesis, and we 
therefore decided to move on from the position.  

 As the fixed income markets were dramatically impacted over a short 
period in mid-March, MFA Financial breached its covenants. While 
the company has not filed for bankruptcy, it has hired restructuring 
advisors and is working to see if it can get covenant relief. While we 
believed that its liquidity and sizable pool of unencumbered assets 
would provide the company cushion, we were wrong and sold our 
investment at a steep loss after it initially breached its covenants. 

 We sold out of National Bank Holdings as the bank was trading at a 
premium valuation multiple to peers despite challenged fundamentals. 
Although we still liked the management, the bank was showing higher-
than-expected pressure on loan growth and net interest margin. The 
bank also showed signs of credit deterioration and while charge-offs 
seemed to be 1x, we made a decision to be prudent and looked for 
banks with stronger credit quality. 

 We sold our investment in Spectrum Brands due to its exposure to 
more discretionary consumer categories and to retail channels that are 
likely to be closed for some time, along with the company’s use of 
higher leverage relative to peers.  

Representative Small-Cap Fundamental Value Account Portfolio Activity

SYMBOL DELETIONS GICS SECTOR

ARCC Ares Capital Corporation Financials

CPF Central Pacific Financial Corp. Financials

CBPX Continental Building Products, Inc. Industrials

DBI Designer Brands Inc. Class A Consumer Discretionary

HUD Hudson Ltd. Class A Consumer Discretionary

KAR KAR Auction Services, Inc. Industrials

KTB Kontoor Brands, Inc. Consumer Discretionary

LMRK Landmark Infrastructure Partners LP Real Estate

LDL Lydall, Inc. Industrials

MFA MFA Financial, Inc. Financials

NBHC
National Bank Holdings Corporation Class 
A Financials

SPB Spectrum Brands Holdings, Inc. Consumer Staples

VVI Viad Corp Industrials

WSBC WesBanco, Inc. Financials

 We exited our position in Viad Corp due to its exposure to travel and leisure 
which has been impacted by COVID-19. 

 In the first quarter we sold our sub-scale position in WesBanco to fund 
other new ideas. 

Source: FactSet. 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. References to specific securities are for illustrative purposes only and do not represent all of the securities purchased, sold or recommended for advisory clients. The 
portfolio information provided is based on a representative Small-Cap Fundamental Value account and is provided as supplemental information. Sectors are based on the Global Industry Classification Standard 
(GICS) classification system. Please see disclosure statements at the end of this presentation for additional information and for a complete list of terms and definitions.
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REPRESENTATIVE SMALL-CAP 
FUNDAMENTAL VALUE 

ACCOUNT RUSSELL 2000® VALUE INDEX

Number of Holdings 62 1,391 

Market Capitalization ($ B)
Weighted Average 1.9 1.6 

Weighted Median 1.3 1.3 

Maximum 6.2 5.5 

Minimum 0.1 0.0 

Top 10 Equity Holdings (%) 28.0 6.5 

Three-Year Annualized Portfolio Turnover (%) 33.4 --

Source: FactSet. Portfolio information is based on a representative Small-Cap Fundamental Value account and is provided as supplemental information. Please see disclosure statements at the end of this presentation for 
additional information. All characteristics exclude cash and cash equivalents with the exception of Top 10 equity holdings, which includes cash and cash equivalents. Please see the end of this presentation for a complete list 
of terms and definitions.

PORTFOLIO CHARACTERISTICS
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Russell 2000® Value IndexRepresentative Small-Cap Fundamental Value Account

Po
rt

fo
lio

 A
llo

ca
tio

n 
%

6.0

12.6

0.8 1.4

30.5

5.2

18.6

12.0

4.0

7.9

1.0
2.2

7.8

3.4 3.5

30.1

6.0

12.9
11.0

4.3

11.3

7.6

0

5

10

15

20

25

30

35

40

45

Comm.
Services

Consumer
Disc.

Consumer
Staples

Energy Financials Health Care Industrials Info. Tech. Materials Real Estate Utilities

Source: FactSet. The portfolio information provided is based on a representative Small-Cap Fundamental Value account and is provided as supplemental information. Sector diversification excludes cash and cash 
equivalents. Sectors are based on the Global Industry Classification Standard (GICS) classification system. Please see disclosure statements at the end of this presentation for additional information and for a complete list 
of terms and definitions.

SECTOR DIVERSIFICATION
Global Industry Classification Standard (GICS) as of 03/31/2020
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TOP 10 EQUITY HOLDINGS % OF PORTFOLIO

Core-Mark Holding Co., Inc. 3.1

GCI Liberty, Inc. Cl A 3.1

Eagle Materials, Inc. 2.9

Assurant, Inc. 2.8

Nexstar Media Group, Inc. 2.7

Cabot Microelectronics Corp. 2.6

UMB Financial Corp. 2.6

Magellan Health, Inc. 2.6

Echostar Corp. 2.6

Essential Properties Realty Trust, Inc. 2.5

Total 28.0%

Top 10 Equity Holdings

Source: FactSet. 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. References to specific securities are for illustrative purposes only and do not represent all of the securities purchased, sold or recommended for advisory clients. Portfolio information is based on a representative Small-
Cap Fundamental Value account and is provided as supplemental information. Cash and cash equivalents of 3.4% are included but not shown in the top 10 equity holdings featured above. Please see disclosure statement at the 
end of this presentation for additional information. Figures in chart may not total due to rounding.

TOP 10 EQUITY HOLDINGS
Representative Small-Cap Fundamental Value Account
As of 03/31/2020



First Quarter 2020

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.

The Russell 2000® Value Index measures the performance of the small-cap value segment of the U.S. equity universe. It includes those Russell 2000® Index 
companies with lower price-to-book ratios and lower forecasted growth values. The Russell 2000® Value Index is constructed to provide a comprehensive and 
unbiased barometer for the small-cap value segment. The Index is completely reconstituted annually to ensure that new and growing equities are included and 
that the represented companies continue to reflect value characteristics. The Russell 2000® Value Index and Russell are trademarks of the London Stock 
Exchange Group Companies.

An investor cannot invest directly into an index.

Global Industry Classification Standard (GICS®) and “GICS” are service makers/trademarks of MSCI and Standard & Poor’s.

FactSet® is a registered trademark of FactSet Research Systems, Inc.

Figures shown on sector diversification and quarterly attribution by detail slides may not total due to rounding.

DISCLOSURES



First Quarter 2020

All financial statistics and ratios are calculated using information from FactSet as of the report date unless otherwise noted. 

The Average Weight of a position or sector refers to the daily average for the period covered in this report of a stock’s value as a percentage of the portfolio. 

The Total Return of an equity security is the sum of the return from price movement and the return due to dividend payments or other sources of income. Standard benchmark-, sector- and portfolio-level 
returns are the sums of the weights of each security multiplied by its return, summed and calculated daily and summed over the period covered by the report or by an otherwise-noted period.

Allocation Effect measures the impact of the decision to allocate assets differently than those in the benchmark.

Selection and Interaction Effect reflects the combination of selection effect and interaction effect. Selection effect measures the effect of choosing securities that may or may not outperform those of the 
benchmark. Interaction effect measures the effect of allocation and selection decisions (i.e., did we overweight the sectors in which we underperformed).

Total Effect reflects the combination of allocation, selection and interaction effects. Totals may not equal due to rounding.

Contribution To Return is calculated by multiplying a security’s beginning weight in the portfolio by the security’s return on a daily basis, and geometrically linking the return to the reporting period. 

EBITDA is the Earnings Before Interest, Taxes, Depreciation and Amortization. An approximate measure of a company’s operating cash flow based on data from the company’s income statement. 

Market Capitalization refers to the aggregate value of a company’s publicly traded stock. Statistics are calculated as follows: Weighted Average: the average of each holding’s market cap, weighted by 
its relative position size in the portfolio (in such a weighting scheme, larger positions have a greater influence on the calculation); Weighted Median: the value at which half the portfolio's market 
capitalization weight falls above and half falls below; Maximum and Minimum: the market caps of the largest and smallest companies, respectively, in the portfolio. 

Dividend Yield is the ratio of a stock’s projected annual dividend payment per share for the fiscal year currently in progress, divided by the stock’s price.

Portfolio Turnover is the ratio of the lesser of the portfolio’s aggregate purchases or sales during a given period, divided by the average value of the portfolio during that period, calculated on a monthly 
basis. Portfolio turnover is provided for a three-year trailing period.

Weighted Average (Weighted Mean) refers to when data points in a sample contribute more to the final mean than others.

Weighted Median in statistics is the 50% weighted percentile. In finance it is generally the value at which half the portfolio's market capitalization weight falls above and half falls below.

Free Cash Flow (FCF) is a measure of how much cash a business generates after for accounting for capital expenditures, such as buildings or equipment.

Free Cash Flow (FCF) Yield is a solvency measure that compares a company’s free cash flow per share that a company is expected to earn against its market value per share. 

Pro-Forma Revenue generally refers to projected earnings and excludes unusual and nonrecurring transactions. 

CapEX are capital expenditures. These are expenses that are used by a company to acquire, upgrade, maintain, or develop physical assets, including property, plant and equipment. 

TERMS AND DEFINITIONS
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1. *For the purpose of complying with the GIPS standards, the firm is defined as Brown Advisory Institutional, the Institutional and Balanced Institutional asset management divisions of Brown Advisory. As of
July 1, 2016, the firm was redefined to exclude the Brown Advisory Private Client division, due to an evolution of the three distinct business lines.

2. The Small-Cap Fundamental Value Composite includes all discretionary portfolios invested in the Small Cap Fundamental Value Strategy. The strategy invests primarily in U.S. smaller market capitalization
equities that generate high levels of free cash flow and are currently undervalued by the market. The minimum account market value required for composite inclusion is $1.5 million.

3. This composite was created in 2009.
4. The benchmark is the Russell 2000® Value Index. The Russell 2000® Value Index measures the performance of the small-cap value segment of the U.S. equity universe. It includes those Russell 2000®

Index companies with lower price-to-book ratios and lower forecasted growth values. The Russell 2000® Value Index is constructed to provide a comprehensive and unbiased barometer for the small-cap
value segment. The Index is completely reconstituted annually to ensure new and growing equities are included and that the represented companies continue to reflect value characteristics. The Russell
2000® Value Index and Russell® are trademarks/service marks of the London Stock Exchange Group companies. An investor cannot invest directly into an index. Benchmark returns are not covered by
the report of the independent verifiers.

5. The composite dispersion presented is an equal-weighted standard deviation of portfolio returns calculated for the accounts in the composite for the entire calendar year period. The composite dispersion is
not applicable (N/A) for periods where there were five or fewer accounts in the composite for the entire period.

6. Gross-of-fees performance returns are presented before management fees but after all trading commissions, and gross of foreign withholding taxes (if applicable). Net-of-fee performance returns reflect the
deduction of actual management fees and all trading commissions. Other expenses can reduce returns to investors. The standard management fee schedule is as follows: 1.00% on the first $25 million;
0.90% on the next $25 million; 0.80% on the next $50 million; and 0.70% on the balance over $100 million. Further information regarding investment advisory fees is described in Part II A of the firm’s form
ADV. Actual fees paid by accounts in the composite may differ from the current fee schedule.

7. The three-year annualized ex-post standard deviation measures the variability of the composite (using gross returns) and the benchmark for the 36-month period ended on December 31. The 3 year
annualized standard deviation is not presented as of December 31, 2009 and December 31, 2010 because 36 month returns for the composite were not available (N/A).

8. Valuations and performance returns are computed and stated in U.S. Dollars. All returns reflect the reinvestment of income and other earnings.
9. A complete list of composite descriptions, policies for valuing portfolios, calculating performance, and preparing compliant presentations are available upon request.
10. Past performance is not indicative of future results.
11. This piece is provided for informational purposes only and should not be construed as a research report, 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, including any mutual fund managed by Brown
Advisory.

Year

Composite
Total Gross 
Returns (%)

Composite
Total Net 

Returns (%)
Benchmark 
Returns (%)

Composite 
3-Yr Annualized

Standard 
Deviation (%)

Benchmark 3-
Yr Annualized

Standard 
Deviation (%)

Portfolios in 
Composite at 
End of Year

Composite 
Dispersion (%)

Composite
Assets 
($USD 

Millions)*

GIPS Firm 
Assets 
($USD 

Millions)*
2018 -12.3 -13.1 -12.9 13.4 15.8 41 0.2 1,334 30,529
2017 13.3 12.4 7.8 12.2 14.0 48 0.3 1,808 33,155
2016 23.4 22.4 31.7 13.0 15.5 46 0.3 1,660 30,417
2015 -4.6 -5.3 -7.5 12.3 13.5 45 0.2 1,186 43,746
2014 7.1 6.3 4.2 10.7 12.8 41 0.4 1,002 44,772
2013 42.0 41.0 34.5 14.1 15.8 32 0.3 693 40,739
2012 23.0 21.9 18.1 17.7 19.9 13 0.1 269 26,794
2011 2.9 1.9 -5.5 20.6 26.1 9 0.6 190 19,962
2010 28.3 26.7 24.5 NA NA Five or fewer N/A 61 16,859
2009 25.7 24.0 20.6 NA NA Five or fewer N/A 30 11,058

Brown Advisory Institutional claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the GIPS standards. Brown Advisory
Institutional has been independently verified for the periods from January 1, 1993 through December 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. GIPS® is a registered trademark owned by CFA Institute.

SMALL-CAP FUNDAMENTAL VALUE COMPOSITE
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