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3. The Russell Microcap Index is a capitalisation weighted index of 2,000 stocks that 
captures the smallest 1,000 companies in the Russell 2000 and 1,000 smaller US based 
listed stocks. 
4. Portfolio holdings and allocations are subject to change and should not be considered 
as investment recommendations to trade individual securities. The securities identified 
and described do not represent all of the securities purchased, sold or recommended 
for client accounts. The reader should not assume that an investment in the securities 
identified were or will be profitable. There is no assurance that any securities discussed 
herein will remain in the portfolio at the time you receive this report, or that securities 
sold have not been repurchased. There can be no assurance that investment objectives 
will be achieved. A full list showing every holding’s contribution to the overall account’s 
performance during the measurement period and calculation methodology is available 
upon request.

1. Performance figures are presented in AUD on a net, pre-tax basis and assume 
the reinvestment of distributions. Past performance is not an indicator of future 
performance.
2. Fund inception date was 5 September 2014 however inception performance is 
calculated from 1 October 2014.

Fund Details

Benchmark Russell Microcap® Index3

Inception Date 5 September 2014

Fund Size A$292.4 million

The Russell Microcap® Index (Index) returned +3.0% in AUD in Q3.

Consumer Staples (+10.8%) was the best performing sector this 
quarter, followed by Health Care (+6.0%) and Utilities (+3.3%). Energy 
(-5.7%) was the worst performing sector, followed by Financials (-2.8%) 
and Consumer Discretionary (-2.3%). 

In the third quarter of 2018, second derivative effects from tax 
reform and deregulation efforts have emerged as multiple surveys 
of optimism transitioned into hiring, capital expansions, spending 
and acquisitions. Although tariffs remain a concern in the media and 
in some CEO surveys, the true impact to the US economy remains 
muted. The NFIB Small Business optimism survey reached an all-
time high in September signaling that the largest portion of the US 
economy is more optimistic now than at any point of the 45-year 
history of the survey. The robust growth in loans from small banks, 
growing 9% year over year is an indication that small businesses have 
access to capital and are utilizing it to forge ahead with expansion 
plans. Consumer spirits, supported by the strong economy and job 
growth, increased as the Conference Board Consumer Confidence 
Index hit an 18-year high in August. Beneath the broad headlines, 
signals such as record level Class 8 truck orders, robust small bank 
loan growth, surging retail sales, and increasing industrial capital 
expansions  support the view of increasing momentum in the US 
economy.

The THB US Micro Cap Fund returned +3.5% in AUD (net of fees) in Q3. 

Strong selection in Health Care (+1.9%), Financials (+0.7%), and Energy 
(+0.5%) positively contributed to the portfolio’s performance. Negative 
contribution came mainly from selection in Information Technology 
(-1.2%), Consumer Discretionary (-0.5%), and Consumer Staples 
(-0.2%).

THB’s top five performing stocks (from a contribution standpoint) were 
PAR Technology Corp (Information Technology, +0.4%), Renewable 
Energy Group (Energy, +0.4%), US Physical Therapy (Health Care, 
+0.4%), BioTelemetry Inc (Health Care, +0.4%), and Addus HomeCare 
Group (Health Care, +0.3%).

The bottom five performing stocks (from a contribution standpoint) 
were USA Technologies (Information Technology, -0.5%), Hill 
International (Industrials, -0.4%), Mitek Systems (Information 
Technology, -0.3%), Hooker Furniture (Consumer Discretionary, -0.3%), 
and Flexsteel Industries (Consumer Discretionary, -0.3%).

THB believes the improved psyche of US consumers and small 
businesses should not be overlooked. The domestic economic data 
and the many conversations THB has had with smaller companies 
point to a very solid foundation underpinning the US economy as plans 
for capital expansion, acquisitions, and productivity enhancements 
emerge. This inflection in the business cycle combined with modest 
valuations creates a very positive environment for smaller US stocks 
and for the portfolio.

Performance1 – 30 September 2018

Fund2 Russell 
Microcap® Difference

1 Month (3.8%) (3.3%) (0.5%)

3 Months 3.5% 3.0% 0.6%

1 Year 24.4% 23.2% 1.1%

2 Years p.a. 24.1% 21.3% 2.7%

3 Years p.a. 19.0% 15.3% 3.8%

Since Inception p.a.2 17.3% 18.1% (0.7%)
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Stocks in Focus

Portfolio Commentary (continued)

Opportunity for alpha is plentiful in the micro cap universe as existing 
and new ideas leverage the strong economy to grow their toplines, 
realign their existing business divisions, or enter new markets. 
Valuations for the asset class remain very attractive on both an 
absolute and relative perspective, and are compelling considering 
there are approximately 364 microcap companies trading at or below 
an EV/Sales of 1.0x versus only 39 in the S&P 500. Further, there are 
239 microcap companies trading at or below 10.0x EBITDA versus 89 
for the S&P 500. 

Below is a summary of some examples of companies currently held 
in the portfolio which THB believes fit the profile of a microcap 
company that displays company-specific growth and earnings drivers 
which can thrive beyond broader macroeconomic themes.

First Mid-Illinois Bancshares, Inc. (FMBH)

First Mid-Illinois Bancshares, Inc. (FMBH) is a new addition to the 
portfolio. It was founded in 1981 and has 60 branches located in 
less-urban markets across central and southern Illinois. FMBH has 
a quality low-cost deposit franchise, strong market shares in the 
communities it serves, and a diversified credit profile. Over the last 
10 years, it has completed nine acquisitions, including the acquisition 
of First BancTrust Corp (May 2018) which increases total company 
assets by more than 20%. Another acquisition (SCB Bancorp) was 
announced in June (which will close in 4Q 2018) that will add 
another $400M+ in assets. THB believes accretive acquisitions will 
continue to support organic loan growth and net interest margin 
expansion in driving EPS higher. FMBH has a tangible book value per 
share of $19.20 and tangible common equity to asset ratio of 9.5%.

Transcat, Inc. (TRNS)

Transcat, Inc. (TRNS) is one of the largest providers of accredited 
calibration and laboratory instrument services in the U.S. and a 
value-added distributor of professional grade test, measurement 
and control instrumentation. The company has a dominant position 
in FDA regulated industries generating 44% of its calibration 
revenues from the life-sciences sector. Over the past 10 years, 
TRNS has shifted its model from predominantly distribution to the 
higher margin and faster growing calibration services business 
which currently accounts for 50% of revenues. Total revenues have 
more than doubled from $70M in FY 2008 to $155M in FY18 (fiscal 
year end 31st March) and the company has gained critical mass to 
operate at a higher level of profitability.

TRNS is expected to see significant improvement in margins driven 
by higher operating leverage and productivity initiatives in its 
services business. The management team targets double digit 
growth rate for the calibration segment driven by both organic 
and acquired revenues using the strong free cash flow generation 
of the distribution business to fund small bolt-on deals in its 
service segment. TRNS is trading at an attractive valuation with a 
significant discount to private market value.  A recent private market 
transaction in the industry valued its second largest competitor at a 
multiple twice as high as TRNS’s current valuation.
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For more information contact: 
Natalie Hall on +61 2 9328 6445 or  
nataliehall@brookvine.com.au

This document has been prepared and issued by Thomson Horstmann & Bryant Inc. (THB) and is intended for the general information of ‘wholesale clients’ (as defined in the Corporations Act 2001) only. THB is 
exempt  from holding an Australian Financial Services Licence pursuant to ASIC Class Order 03/1100 ‘Relief for US SEC regulated financial service providers’ in respect of the financial services it provides to Wholesale 
Clients, and is not licensed to provide financial services to retail clients, in Australia. THB is regulated by the Securities and Exchange Commission of the United States of America under US laws, which differ from 
Australian laws. Equity Trustees Limited (Equity Trustees) (ABN 46 004 031 298, AFSL 240975) is a subsidiary of EQT Holdings Limited (ABN 22607 797 615), a publicly listed company on the Australian Securities 
Exchange (ASX:EQT). Equity Trustees is the Responsible Entity of the THB US Micro Cap Fund (ARSN 600 158 450). This document is neither an offer to sell or a solicitation of any offer to acquire interests in any 
investment. The information contained in this document is of a general nature only. Accordingly, reliance should not be placed on this information as the basis for making an investment, financial or other decision.  In 
preparing this document, THB has not taken into account the investment objectives, financial situation and needs of any particular person. Before making any investment decision, you should consider whether the 
investment is appropriate in light of those matters. Whilst every effort is taken to ensure the information in this document is accurate, THB provides no warranty as to the accuracy, reliability and completeness of the 
information in this document and you rely on this information at your own risk. To the extent permitted by law, THB disclaims all liability to any person relying on the information contained in this document in respect 
of any loss or damage (including consequential loss or damage) however caused, which may be suffered or arise directly or indirectly in respect of such information. Past performance is not a reliable indicator of 
future performance. The return of capital or any particular rate of return from the Fund is not guaranteed. You should obtain and consider the Fund’s Product Disclosure Statement (PDS) before deciding whether to 
acquire, or continue to hold, an interest in the Fund. Applications can only be accepted on an application form attached to a current Product Disclosure Statement. Neither THB, Equity Trustees nor any of its related 
parties, their employees or directors, provide and warranty of accuracy or reliability in relation to such information or accepts any liability to any person who relies on it.

THB Asset Management (THB) is an employee-owned boutique investment management firm based in Connecticut specialising in 
smaller company strategies. THB’s US Micro Cap strategy is based on the belief that there are inefficiencies in the micro cap segment of 
the market due to lack of analyst coverage, difficulty in identifying value and the impact that management skill has on the direction of 
smaller companies. THB utilises a disciplined, fundamental bottom-up approach that blends both qualitative and quantitative methods 
to construct a well-diversified portfolio of companies that possess attractive operating metrics, yet with comparable valuation to the 
Russell Microcap® Index.

Investment Strategy

Portfolio Statistics1 Top 10 Holdings

1. Portfolio statistics are reported in USD. Source: THB Asset Management

Companies by Market Capitalisation Active Sector Positioning

Source: THB Asset Management Source: THB Asset Management

Source: THB Asset Management

As at 30 September 2018

Fund Russell 
Microcap®

Weighted Avg Market Cap US$640m US$658m

Price/Sales 1.3x 1.0x

Price/Book 2.0x 1.9x

Dividend Yield 0.7% 1.1%

Number of Securities 101 1,566

Standard Deviation 13.8% 14.5%

Sharpe Ratio 1.0 0.9

Beta 0.9

Tracking Error 5.2

Information Ratio 0.1

Stock Sector Weight

Old Second Bancorp Financials 2.5%

Graham Corp Industrials 2.1%

Luminex Corp Health Care 2.0%

First Busey Corp Financials 2.0%

LeMaitre Vascular Inc Health Care 1.9%

Addus HomeCare Corp Health Care 1.9%

PAR Technology Corp Technology 1.9%

MarineMax Inc Consumer Disc 1.9%

UFP Technologies Inc Materials 1.9%

US Physical Therapy Inc Health Care 1.8%
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