MARCH 31, 2019

MARKET OVERVIEW
The U.S. stock market entered 2019 a
bit battered but in rally mode. The prior
quarter’s brutal sell-off resulted in
multi-year lows in valuations amid
deeply oversold conditions, laying the
foundation for a broad-based rally that
saw the S&P 500 report a 13.65% 1Q
return. Growth outperformed value
across market-caps in the quarter, with
similar returns by style regardless of
size. For example, the Small Cap
Growth portfolio’s benchmark, the
Russell 2000 Growth Index, logged a
17.14% return in the period compared
to the Russell 2000 Core and Value
Index returns of 14.58% and 11.93%,
respectively.

The yield curve remained fairly flat
during the quarter, although points of
inversion were evident toward the front
end. Despite this, we believe one of the
market’s greatest worries was relieved
on January 4 when Fed Chair Powell
stated that the FOMC would abandon
its previously outlined “dot plot” Fed
Funds rate increases in favor of greater
patience and data-driven decision
making. Further relief to the macro
picture came on February 24 when the
Trump Administration announced an
indefinite delay to its March 1 tariff
increase deadline. Additionally, the
generally positive tone of earnings
reports added to the rally’s progress.
According to FactSet, 4Q 2018

earnings were up 13.4% compared to
the year earlier period. About 70% of
earnings reports exceeded estimates with
the biggest surprises coming from Energy,
Communication Services and Consumer
Discretionary.
Considering the length of this bull market,
the broad breadth of the recent rally is
especially noteworthy. For example, using
the S&P 500 as a market proxy, all 11 of
the Index’s economic sectors recorded
positive quarterly returns in the quarter,
while five sectors had performance >15%:
Information Technology (19.86%), Real
Estate (17.53%), Industrials (17.20%),
Energy (16.43%) and Consumer
Discretionary (15.73%).
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PORTFOLIO REVIEW

TOP CONTRIBUTORS

The Small Cap Growth composite’s return of 14.74%
underperformed its Russell 2000 Growth benchmark by
240 bps with stock selection in the Health Care sector making
the greatest impact on relative performance, costing over 250
bps. The portfolio’s Health Care sector return was 8.88% vs.
18.57% for the Index sector. The bogey’s outsized returns
were driven by unprofitable companies in the Biotechnology
(26.71%), Pharmaceutical (18.27%) and Life Sciences Tools
and Services (25.48%) industries. This is important because
the strategy’s stock selection methodology uses profitability
as a key quality screen, excluding all companies that are
unable to generate a profit over the last four quarters.

EPAM Systems, Inc. (EPAM) continues to benefit from
strong demand for its software product development and
digital platform engineering services. The company generated
20% revenue growth in its latest quarter, the fastest revenue
growth over the last 10 consecutive quarters.

Stock selection in the Industrials sector cost almost 70 bps
of relative performance, with a portfolio sector return of
8.80% compared to 13.84% for the benchmark sector.
Dycom Industries, Inc.’s (DY) -14.99% return was the
portfolio’s worst in this sector due to an earnings
disappointment last quarter.
The greatest positive impact (132 bps) to relative
performance was derived from stock selection in the
Consumer Discretionary sector, which recorded a 25.86%
return compared to the Russell 2000 Growth’s sector return
of 16.33%. Pop culture consumer product maker Funko,
Inc. (FNKO) was the top performer in the sector and in the
portfolio during the quarter, at 65.17%. LGI Homes, Inc.
(LGIH) and Ollie’s Bargain Outlet (OLLI) were also positive
contributors with returns of 33.22% and 28.30%, respectively.
The portfolio’s overweight to the strong Information
Technology sector added 42 bps of relative performance.
Sector weights are a residual of the strategy’s bottom-up
stock selection process and show where the team had
identified attractive investments.
The team remains constructive and believes stocks can
continue to grind higher over time driven by earnings
growth in what should continue to be a relatively low interest
rate environment. Current estimates call for the broad market
(S&P 500) to experience earnings growth of approximately
3% in 2019, with the lower year-over-year increase due
primarily to the positive impact of tax reform on 2018 earnings
growth and the expectation the Energy and Materials sectors
will see a decline in earnings in 2019. In 2020, preliminary
estimates call for earnings to increase by another 7%.

Five Below, Inc. (FIVE) reacted favorably to the
announcement that net sales for the holiday period increased
24.6%, from $422.3 million to $526.1 million in the same
period last year. Comparable store sales increased by an
impressive 4.9% over last year’s figures.
Ollie’s Bargain Outlet (OLLI) continues to buck the trend
toward decline in brick-and-mortar retailing. The company
reported F4Q revenue growth of 10% and earnings growth
of 39%. Revenues benefited from a 13% increase in store
count and comparable store sales of 5.4% during the quarter.

BOTTOM CONTRIBUTORS
Ligand Pharmaceuticals, Inc. (LGND) underperformed
as the market raised concerns about slowing sales, the ability
of R&D projects to be fully funded and completed, and an
increased dependence on less predictable milestone payments
for growth. We believe these factors put LGND’s revenue
model at higher risk. With the stock still selling at 40x 2019
earnings, we see an unfavorable risk/reward and sold the
stock from the portfolio.
Dycom Industries (DY) reported mixed F4Q results with
revenues exceeding expectations while earnings fell far
below. The company is facing a profit headwind from higher
expenses associated with a large customer. That being said,
DY should be able to manage through this difficult period
and continue to benefit from the 5G investment cycle
underway in the telecommunications industry.
Cantel Medical Corp. (CMD) underperformed as the
company now expects its Lifesciences revenue to be down
mid-single digits (prior guidance was flat), following cyclical
headwinds and the decision of a key customer to move towards
a dual-source approach. We view this slowdown in sales as
only temporary and remain positive on CMD’s long-term
end-market growth opportunities as it gains share in the $4.5
billion-plus medical market through product innovation and
acquisitions.
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PORTFOLIO POSITIONING
The Small Cap Growth portfolio’s composition changed
modestly in the quarter, with turnover of just over 3%. The
portfolio’s emphasis remains in Information Technology
with a 26.83% weighting (divided among a diverse set of 11

holdings) and Health Care with a 25.94% weighting
(divided among 12 stocks). The Consumer Discretionary
sector accounts for 13.02% of the portfolio, followed by
the Industrials at 11.41% and Financials at 10.15%.

TOP AND BOTTOM ABSOLUTE CONTRIBUTORS
1Q 2019 TOP CONTRIBUTORS

WEIGHT

RETURN

EPAM Systems, Inc.

3.52%

45.79%

141 bps

Five Below, Inc.

3.83

20.54

104

Ollie’s Bargain Outlet

3.49

28.30

92

PetIQ, Inc.

2.25

33.83

71

Funko, Inc.

1.22

65.17

64

WEIGHT

RETURN

IMPACT

1Q 2019 BOTTOM CONTRIBUTORS

IMPACT

Ligand Pharmaceuticals, Inc.

0.43%

-18.41

-43 bps

Dycom Industries, Inc.

1.79

-14.99

-30

Cantel Medical Corp.

2.12

-10.06

-23

Corcept Therapeutics, Inc.

1.45

-12.13

-21

NV5 Global, Inc.

2.87

-1.97

-6

SMALL CAP GROWTH COMPOSITE PERFORMANCE NOTES:
Campbell Newman Asset Management, Inc., formerly Campbell, Newman, Pottinger and Associates, Inc., is a privately held, independent investment adviser registered with the
Securities and Exchange Commission. Registration does not imply a certain level of skill or training. The firm provides advisory services under equity strategies to taxable and
tax-exempt clients. The small cap composite is comprised of a tax-exempt portfolio that has a market value greater than or equal to $50,000 and holdings that are primarily small
cap growth stocks and cash. For comparison purposes, the small cap composite performance is shown against the Russell 2000 Growth benchmark. 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. Performance of the Russell 2000 Growth Index includes reinvestment of all dividends. (Source: http://www.russell.com). Small cap
composite performance results include the reinvestment of all income. All returns presented are calculated using U.S. dollars. Returns are presented gross and net of management
fees. Returns reflect the deduction of advisory fees, brokerage or other commissions, and any other expenses that a client would have paid or actually paid, other than custodial
fees. In most instances, returns must be shown net of fees. Net of fees performance is calculated using actual management fees. The Small Cap Tax-Exempt composite includes
proprietary account(s) that is(are) non-fee-paying. Past performance is not indicative of future results. To receive a complete list of Campbell Newman Asset Management Inc.'s
composite descriptions and/or a presentation that adheres to the Global Investment Performance Standards (GIPS), contact: CN Marketing, 330 East Kilbourn Avenue, Suite
1125 Milwaukee, WI 53202, Telephone: 414-908-6670. Campbell Newman Asset Management, Inc. claims compliance with the Global Investment Performance Standards
(GIPS).
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