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2  015 is turning into a bleak year for U.S. small-cap 
investors. It opened strongly, with an up 4.32% 
quarter, then flattened in the second quarter (+0.42%), 

until unraveling this quarter, down 11.92%. The third 
quarter’s carnage was nothing if not thorough, as every 
month in the quarter was down (July -1.16%, August -6.28% 
and September -4.91%). We lagged by 75 basis points 
(-12.67%) but are encouraged by the behavior of the portfolio 
ex-outliers, an area that had been cause for frustration over 
the past few months.

The recent market turmoil made small-cap stocks 
undervalued relative to large-cap stocks, the most compelling 
value since the tech bubble in ‘00. On an absolute basis, 
while still above their average, small caps are trading below 
prior lows of 2003 - 2007. Growth has also underperformed 
this quarter, breaking the longest growth cycle in 30 years 
(from July 2006 to July 2015, measured monthly). 1

For the year, the Russell 2000 is down 7.73%, and we 
continue to trail (by 478 basis points) as we are down 
12.51%. The bulk of this underperformance (408 basis points) 
occurred in the first quarter. Since then we have  

1. Source: Credit Suisse U.S. Equity Strategy, “September in a Nutshell” October 1, 2015. 

both gained and given up ground. This tug of war has been 
caused by individual stocks weighing on results rather 
than the collective. 

As the market drivers (especially biotech and other 
expensive high-growth stocks) rolled over, our relative 
performance in aggregate has improved. In past quarters we 
had positive net contribution from our big winners and losers 
but the rest of the portfolio bogged down results. As the year 
has unfolded, we find the portfolio as a whole is behaving 
better. Although this is a leading indicator of performance 
improvement, our big winners are not enough to overcome 
the drag from our big losers.

For us, high quality performance means that we beat the 
benchmark starting with the “guts” of the performance, keep 
our losers as small as possible (sell discipline) and have a 
good flow of winners (buy discipline).

Both buy and sell disciplines require healthy new idea flow, 
something we continue to address. New team members 
have been taking fresh looks at old positions, and we have 
scrubbed the portfolio. The losers in the portfolio are those 
companies most affected by poor global macro prospects, or 
those experiencing company specific trauma.

Contribution (%)
Best 2.64

Worst -5.28
Best Minus Worst -2.64

Rest of Portfolio -9.87
Total Daruma -12.51

Russell 2000 -7.73
Return Difference -4.78

Contribution (%)
Best   0.97

Worst  -3.73
Best Minus Worst  -2.76

Rest of Portfolio  -9.91
Total Daruma -12.67

Russell 2000 -11.92
Return Difference -0.75
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Third Quarter Review

Third quarter top three contributors 

For the quarter, two out of our top three performers, 
direct marketing services company Acxiom and branded 
handbags and accessories company Vera Bradley were 
former laggards, contributing 41 and 32 basis points 
respectively. They are among the investments that we felt 
were back-end loaded and would recover as investors saw 
more evidence of a turnaround. Our top three generated 
97 basis points in total.

Acxiom
In Acxiom’s case, investors are anticipating continued 
improvement in their legacy business, whose growth 
slowed from an ill-considered change in their go-to-
market strategy and sales coverage of key accounts. In 
the meantime, as confirmed publicly by a panel of digital 
marketers, Acxiom’s LiveRamp acquisition continues 
to gain market share and remains a critical pipe in the 
speedy integration of a company’s proprietary data with 
third party data, allowing businesses to not only measure 

marketing effectiveness across many channels but to use 
omnichannel data to better target customers, leading to 
better use of marketing dollars.

Vera Bradley
As for Vera, the company has done a tremendous job 
clearing out old inventory, reducing SKUs, enhancing 
margins, and creating new products, which have 
been  well-received by loyal customers and by their 
department store partners alike. The new product allows 
for assortments tuned to each distribution channel 
(independent retailers, outlet stores, and department 
stores) and optimizes profitability by channel. 

Early signs of the new marketing campaign are also 
encouraging, with better buzz from blogosphere 
influencers and the press. Vera sets up very nicely for 
2016, when we expect them to reap the benefits of 
restructured manufacturing, completed new product line 
roll outs, and the repositioning of e-commerce from a 
clearance channel with brand destroying discounts to one 
with a focus on a lower, albeit much more profitable base. 

Driving traffic and creating demand is always more 
difficult than cost-cutting, but with a clean balance sheet, 
a clean house, excited department store partners and 
dynamic new talent at the marketing helm, we think Vera 

should continue to work its way higher. 

Monro Muffler Brake
Our third best performer, auto maintenance and repair 
company Monro Muffler, has done well all year, reaching 
new highs. Monro’s tire business is well-positioned with 
miles driven reaching all-time highs and with a cost 
advantage relative to smaller competitors, who will likely 
be hard hit with tariffs on Chinese imports. The acquisition 
pipeline looks good -- historically Monro has done a good 
job growing by acquisitions and integrating them without 
incident, boosting margins in the process.

Third quarter top three detractors 

Our worst three stocks nicked us by over 100 basis points 
each, for a total of 373 basis points. 

Ticker Company Description Contribution (%)

ACXM Acxiom direct marketing services 0.41

VRA Vera Bradley branded handbags and accessories 0.32

MNRO Monro Muffler auto maintenance and repair 0.24

Best        0.97%

Ticker Company Description Contribution (%)

STKL SunOpta natural/organic foods -1.57

CRZO Carrizo Oil & Gas oil and gas E&P -1.11

DGI DigitalGlobe, Inc. satellite equipment provider -1.05

Worst      3.73%

This should not be considered a recommendation to buy or sell any security.
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SunOpta 
SunOpta could not have picked a worse time to make a 
transformative acquisition that required going to capital 
markets to finance the deal. The Sunrise acquisition 
will greatly enhance the profitability of SunOpta’s fruit 
processing business, making them a dominant player in 
a growing market. To do so, the company is issuing stock 
and taking on debt. The financing, marketed during a 
market meltdown, pressured the stock, as did second 
quarter results, which we believe mark the bottom in the 
company’s results. 

A perfect storm of large, unexpected declines in a 
significant customer’s volume and inefficiencies from 
capacity expansions are now behind them. SunOpta is 
rebuilding lost volume in their Modesto, CA plant, and is 
now up and running with their San Bernadino, CA citrus 
bottling and extraction plant, which took excruciatingly 
longer than expected. Meanwhile, we anticipate that 
synergies from consolidating their fruit packaging 
business with newly acquired Sunrise will be higher than 
initially expected. 

We expect SunOpta to recover as the resultant dilution 
and leverage from the deal is viewed more favorably by 
investors once they see the storm has passed, which we 
expect to occur over the coming quarters. 

Carrizo 
Oil and gas E&P company Carrizo Oil and Gas was down 
37.93% in the quarter, in line with the Russell 2000’s 
crude producers industry (-37.50%). The energy sector, 
like health care in the quarter, had very little dispersion 
among companies, and investors were more focused on 
getting out than on deciding which companies to stick 
with. Investors threw out Carrizo like the proverbial baby 
and the bathwater. Year to date, however, Carrizo is a 
notable thousand basis points ahead of its peer group. 
Quality is being rewarded over a longer-term horizon, 
but no one cared to differentiate in the third quarter. We 
expect that as supply and demand come in better balance, 
energy stocks will recover and Carrizo will regain its 
valuation halo.

DigitalGlobe 
Investors are skeptical of DigitalGlobe’s growth, which is 
back-end loaded. Specifically investors were concerned 
that drones and small satellites will erode share, and that 
the National Geospatial-Intelligence Agency would not 
renew its annual contract. DGI has held the line on pricing 
of its 30 cm imagery, and would rather delay sales than 
set the precedent for discounted pricing. Since then, the 
contract renewal came through as expected, and while 
drones are a more cost effective way to capture low-
altitude images than planes, this is not DGI’s market. 

Small satellites are not expected to be deployed until 
2022, and in the meantime DGI will have another satellite 
deployed and it will be generating more revenues and 
cash flow. In our opinion the stock weakness is overdone 
and will recover once DGI puts up solid results which we 
believe will translate into large cash flows. 

Third quarter portfolio changes
We added two new positions in the quarter, medical and 
security imaging company Analogic and power equipment 
maker Babcock & Wilcox. Analogic should benefit 
from a replacement cycle in airport security screening 
equipment and a broad new product offering that 
significantly expands its market opportunity in ultrasound. 
Babcock & Wilcox, a new spin off, is in our view, grossly 
misunderstood by investors, a condition cured by time and 
the delivery of solid cash flows and consistent earnings 
reports.

This should not be considered a recommendation to buy or sell any security.
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Sector returns and contribution
We beat some of the best market sectors -- materials & 
processing and producer durables -- on a returns basis.  
These have been hit hard by fears of a global economic 
slowdown and the perceived end of the commodity 
supercycle. Many of our producer and materials stocks are 
nichey businesses with competitive moats, and they’ve held 
up relatively better.

We lagged in energy, which was down over 33% for the 
Russell 2000, as previously mentioned. As sentiment 
bottoms in a sector, all stocks are treated equal and high-
quality Carrizo suffered more in the carnage given how 
well it had relatively held up until the moment of investor 
capitulation. Our underperformance in consumer staples is 
tied wholly to SunOpta.  

Our two financial services stocks, commercial bank Texas 
Capital and payment processor WEX, relived last year’s 
fourth quarter, when they also underperformed as the 
energy sector tanked. Both are perceived by investors as 
second derivative plays on energy --  the former because 
TCBI is Texas based, an economy dependent on energy, 
and the latter because fuel price deflation affects top line 
growth. We expect that TCBI will be a big beneficiary of 
rising rates, the prospect of which got pushed out a little 
further. TCBI is one of the best run banks we know, and we 
are comfortable with their energy exposure. 

In the case of WEX, new market expansion and long-term 
prospects make it worth holding during the short-term 
headwind of lower fuel prices.

Our best contributing sector was consumer discretionary, 
which gave us 100 basis points relative to the benchmark. 
Better performance came from Vera Bradley and Monro, 
as well as from apparel & accessories retailer Francesca’s 
Holdings, another turnaround story. Our worst was 
consumer staples, due squarely to SunOpta.

Year to Date Review 

Year to date best contributors

Our best stocks contributed a total of 265 basis points, led 
by software systems for auto dealers company Dealertrack 
(+141 bps), branded specialty apparel Oxford Industries (+76 
bps) and Monro Muffler Brake (+48 bps). Oxford’s Tommy 
Bahama and Lilly Pulitzer brands continue to grow nicely, 
while Monro continues to put up solid results.

Ticker Company Description Contribution (%)

TRAK Dealertrack auto dealer software    1.41

OXM Oxford Industries branded specialty apparel    0.76

MNRO Monro Muffler Brake auto maintenance and repair    0.48

 Best       2.65%

Return by Sector for the Third Quarter (%)

Sector Daruma R2000 Variation
Producer Durables -8.15 -15.30 7.15

Consumer Discretionary -5.09 -12.00 6.91

Materials & Processing -14.55 -19.94 5.39

Technology -8.62 -11.15 2.53

Utilities 0.00 -1.92 1.92

Health Care -19.55 -17.12 -2.43

Energy -37.93 -33.59 -4.34

Financial Services -19.54 -4.96 -14.58

Consumer Staples -57.23 -3.88 -53.35

Contribution by Sector for the Third Quarter (%)

Sector Daruma R2000 Variation
Consumer Discretionary -0.81 -1.81 1.00

Health Care -2.70 -2.96 0.26

Utilities 0.00 -0.09 0.09

Producer Durables -1.87 -1.87 0.00

Financial Services -1.29 -1.28 -0.01

Energy -1.11 -1.05 -0.06

Technology -1.81 -1.53 -0.28

Materials & Processing -1.51 -1.21 -0.30

Consumer Staples -1.57 -0.12 -1.45

Total -12.67 -11.92 -0.75
Source: FactSet

This should not be considered a recommendation to buy or sell any security.
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This should not be considered a recommendation to buy or sell any security.

Year to date worst contributors

Our worst stocks detracted 528 bps, mostly due to DIY 
flooring company Lumber Liquidators (-206 bps), SunOpta 
(-180 bps) and DigitalGlobe (-142 bps). In a down 8% year, 
given a concentrated portfolio, we do expect to have some 
material losers. Of these, we sold Lumber Liquidators 
in the first quarter, and continue to hold SunOpta and 
DigitalGlobe, both of whom should show improving results 
in the coming quarters.  The rest of the portfolio trailed 
the Index by 215 bps.

Year to date sector performance
Our best sector in terms of returns and performance was 
producer durables. We have a broad mix of companies in 
this sector, most of which have a solid competitive moat or 
a differentiated business model. 

Our worst sector in terms of returns was consumer staples, 
again due to SunOpta, and in terms of contribution was 
health care. Though we outperformed the Index in health 
care for the quarter, we still lag year to date, as some 
of our best performing stocks in 2013 and 2014 have 
struggled this year. 

Year to date portfolio changes
Our turnover is still lower than normal, having sold 6 
stocks and bought 6 in their place. In addition to the new 
purchases in the quarter (Analogic and Babcock & Wilcox) 
we bought logistics & LTL trucker Forward Air, outdoor 
power equipment maker Briggs and Stratton and filtration 
& purification company Entegris. 

Billing services company HMS Holdings is a stock that 
we bought and sold within the year. In this business, it’s 
important to have ‘strong conviction, weakly held’-- in 
other words, develop conviction to have a different 
perspective than the crowd’s, but change your mind 
quickly when new evidence proves you wrong.  Selling 
promptly when a stock is unlikely to earn its future keep is 
a good thing.

In addition to this quarter’s sales of Dealertrack, HMS 
Holdings and Bankrate, we have also sold railroad 
equipment Wabtec, oil field services company Tetra 
Technologies and Lumber Liquidators this year.

We do expect our turnover for the year to pick up as we 
head into year-end, with both the market’s weakness and 
third quarter earnings season to generate good entry 
points.

Return by Sector Year to Date (%)

Sector
Daruma 

Small-Cap R2000 Variation
Producer Durables 3.39 -15.71 19.10

Materials & Processing -9.43 -18.88 9.45

Utilities 0.00 -6.59 6.59

Energy -33.33 -36.61 3.28

Technology -8.74 -4.82 -3.92

Financial Services -6.81 -2.67 -4.14

Consumer Discretionary -19.37 -7.77 -11.60

Health Care -23.26 -1.50 -21.76

Consumer Staples -61.27 -4.06 -57.21

Contribution by Sector Year to Date (%)

Sector
Daruma 

Small-Cap R2000 Variation
Producer Durables -0.20 -1.94 1.74

Energy -0.77 -1.20 0.43

Financial Services -0.35 -0.77 0.42

Utilities 0.00 -0.29 0.29

Materials & Processing -0.97 -1.12 0.15

Technology -1.75 -0.59 -1.16

Consumer Staples -1.80 -0.13 -1.67

Consumer Discretionary -3.56 -1.22 -2.34

Health Care -3.11 -0.47 -2.64

Total -12.51 -7.73 -4.78
Source: FactSet

Ticker Company Description    Contribution (%)

LL Lumber Liquidators DIY flooring company    -2.06
STKL SunOpta Inc. natural/organic foods    -1.80

DGI DigitalGlobe, Inc satellite equipment    -1.42
Worst       -5.28
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Market Outlook
The lasting strength in the dollar continued to hurt stocks 
with multinational exposure, as seen by the 5.8% relative 
outperformance by 100% U.S. domestic companies. Also 
hurt were rate sensitive stocks which underperformed by 

-19.4% compared to their non-rate sensitive brethren, as 
the expectations for a rate hike got pushed out.2

Inventories appear to be building in the U.S. economy, and 
fears of a global recession led by China’s transition from 
a rapidly industrializing economy to one that is consumer 
led continue to haunt the market. The U.S. labor market 
continues to be reasonably healthy, but the rate of change 
is slowing. Consumers are more debt averse than in the 
past, which combined with shifting demographics means 
that this recovery is likely to be weaker, though more 
long-lived than past ones. In short, the U.S. is in better 
shape than much of the world, but won’t be able to escape 
contagion from global weakness. Political uncertainty, 
whether due to rhetoric (e.g. the impact of Hillary Clinton’s 
tweet on pharmaceutical prices) or possible budgetary 
gridlock, also adds to the market’s cross-currents.

While small-cap stocks are cheaper than their large-cap 
kin, setting up for what has historically been positive long-
term returns, one caveat is in order: in the short-term, Fed

2. Source: J.P. Morgan, “U.S. Equity Strategy: A Tough Quarter for Active Managers”, October 1, 2015.

tightenings, high yield spreads widening, and macro
concerns may prolong small-cap underperformance.

Firm Update
The investment team is raring to go -- all positions have 
been given a fresh look, new ideas are being vetted, and 
research field trips are being taken. We’ve spent the last 
few months gelling, and I continue to be impressed by 
the enthusiasm, creativity and laser like focus the team 
is showing. All embrace Daruma’s long-term perspective, 
and all are eager to do the work necessary to develop real 
conviction and a differentiated perspective. 

Introductions to the new team members follow, and more 
extensive bios can be found on our website. In addition, 
and with great pleasure, I would like to announce that 
Ron Viener has been promoted to Director of Research. 
Over the past three years, Ron has made sure that all 
the research loops are closed and the process trains run 
on time, on top of running our trading desk and handling 
performance analytics. He is a naturally gifted manager of 
people, and I couldn’t be happier to formally recognize his 
valuable contributions to Daruma.

Today, the energy is vibrant at Daruma, and with every 
business function in good hands, I find myself able to 
focus on the hunt for new ideas. 

The only constant in life is change, and after twenty years 
Daruma is as dynamic and energized today as we were 
when we first opened our doors. We have the stability and 
resources of a twenty-year old firm, with the drive and 
gung ho soul of a start-up. 

This should not be considered a recommendation to buy or sell any security.
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Our Best Three Our Worst Three
Quarter End

Company Position Size Contribution

Acxiom Corporation 4.2% 0.4%

Vera Bradley, Inc. 2.9% 0.3%

Monro Muffler Brake, Inc. 3.4% 0.2%

 Best 0.9%

Quarter End
Company Position Size Contribution

SunOpta Inc. 2.1%      -1.6%

Carrizo Oil & Gas, Inc. 2.4% -1.1%

DigitalGlobe, Inc. 2.8% -1.1%

Worst -3.8%

Acxiom Corporation (ACXM) – direct marketing services
Investors are beginning to see the wisdom in last year’s controversial acquisition of LiveRamp, 
which is boosting margins, growing quickly, garnering market share and cementing Acxiom at 
the heart of the marketing ecosystem.  Acxiom is the only one in the market currently to have 
a unique identifier for consumers across multiple devices, and can help companies develop 
highly targeted campaigns as well as measure the ROI in an omni-channel advertising world.  
New leadership in ACXM’s core business is correcting past mistakes in how the salesforce 
covers customers, with the aim to reignite growth and regain lost market share.

Vera Bradley (VRA) – branded handbags and accessories
Vera Bradley reported better than expected earnings and shares have begun to rebound.  The 
efforts of the company’s new Chief Marketing Officer are being felt through increased brand 
awareness and a heightened online presence.  VRA is winning back its customer with new 
product offerings and same store sales came in at the high end of guidance.  Management is 
making significant progress in its plan to drive the business forward, which should result in a 
better stock price. 

Monro Muffler Brake, Inc. (MNRO) – auto maintenance and repair
Monro was a top performer thanks to an acquisition and a better demand environment.  
The deal for 31 stores, along with a robust M&A pipeline, validates MNRO’s accretive roll-up 
strategy.  In addition, a possible inflection point in same stores sales, through a combination 
of strong July trends, a reimplementation of Chinese tire tariffs and continued strength in U.S. 
miles driven, can drive significant operating leverage.  We believe that these three trends will 
accelerate, driving organic earnings for MNRO, which will be magnified by strong deal flow.

Notable Performers
Third Quarter 2015

SunOpta (STKL) – sources and manufactures organic foods
SunOpta had a rough September after falling short of Q2 expectations and announcing an 
acquisition requiring a capital raise.  One large aseptic beverage customer lost market share 
abruptly and STKL was not able to replace the lost volume fast enough.  Rising fruit prices 
squeezed margins as well.  Two significant plant expansions continued to be a drag, with higher 
costs not yet offset by higher sales.  Both expansions are now complete and volumes are 
beginning to ramp up.  With better overhead absorption, profits should rebound significantly in 
2016.  We believe the stock is undervalued and that Q2 was a low point in earnings.

Carrizo Oil & Gas, Inc. (CRZO) – oil and gas exploration and production
Carrizo has been an outperformer relative to its sector, given its attractive acreage, disciplined 
management, and low break-evens year to date, by a big margin.  This quarter it performed 
in line with the sector’s 33.6% decline, as investors capitulated on all things energy, refusing 
to differentiate among companies. The lack of intra-sector dispersion was at an extreme this 
quarter, an attribute that often marks inflection points in investor sentiment. We feel that 
CRZO’s performance this quarter was not in the least bit stock specific.

DigitalGlobe, Inc. (DGI) – Satellite equipment provider
During the quarter, investors became concerned with slower than expected growth in the 
company’s commercial lines and a lack of near term catalysts.  While management reaffirmed 
its full-year guidance, it noted the slower growth in commercial due to pushback from internet 
mapping providers, oil & gas companies, and a strong U.S. dollar.  We note that bulk of DGI’s 
business is in the steadier governmental sector and that DGI has a service level agreement 
through 2020 with the National Geospatial-Intelligence Agency.  Future growth will come with 
the launch of a new satellite, WorldView-4, in the summer of 2016.  Currently, DGI cannot meet 
demand and with the advent of WorldView-4 we believe DGI offers a tremendous risk-reward 
scenario as investors pay up for revenue and free cash flow increases. 
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Our Worst Three

Snapshot of the Small-Cap Landscape

Sources: CornerStone Macro & Daruma Capital Management

Ron Viener
Director of Research

The Trend Is No Longer 
Your Friend
Third quarter market weakness provided 
some extreme decile readings, with most 
of the worst returns found in the 10th 
decile.  Nothing was up – neither decile 
nor characteristic – as sellers took no 
prisoners and there were no safe havens.

Investors punished high beta and heavily 
shorted stocks, predominantly biotech 
and pharmaceutical companies.  Returns 
on both those characteristics improved 
linearly from one decile to the next, with 
progressively stronger returns from 
highest decile to lowest decile.   

The biotech and pharmaceutical sectors, 
the best performers in the first half of the 
year, were among the hardest hit.  This 
reversal meant the “trend is your friend” 
no longer holds true.  

While the year-to-date results appear 
similar to this quarter, it is evident that 
over owned stocks and those with high 
dividend yields, mainly REITS, remain out 
of favor.  

Year to Date
Deciles

1 2 3 4 5 6 7 8 9 10 

11.2 0.7 0.5 -3.1 -3.3 -4.9 -14.8 -12.1 -13.0 -32.7

-24.2 -7.3 -6.6 -2.0 1.1 4.1 -3.8 -29.6 - -10.3

-18.7 -5.3 -1.1 0.2 1.7 - - - - -7.9

-2.5 -5.5 0.4 -2.6 -2.7 -6.3 -8.2 -6.9 -14.3 -21.6

5.5 3.6 -0.1 -6.7 -4.9 -4.6 -9.0 -11.9 -16.7 -26.2

-1.6 1.5 2.0 -1.3 -2.1 -4.3 -11.3 -16.1 -25.4 -32.9

-5.6 -2.5 -1.2 0.0 -5.4 -6.2 -12.2 -10.1 -12.4 -16.6

-14.1 -10.0 -7.1 -5.6 -9.6 -3.5 -9.2 -4.4 -3.1 -3.2

49.3 16.0 3.4 -3.8 -5.6 -8.6 -16.7 -23.6 -35.4 -55.7

-2.6 -6.2 -6.0 -2.8 -4.2 -6.8 -8.8 -13.9 -18.2 -

Third Quarter
Deciles

1 2 3 4 5 6 7 8 9 10 

Market Cap  
Largest to smallest

-3.1 -8.9 -8.6 -11.2 -12.5 -11.3 -17.7 -13.6 -19.1 -34.2

P/E Ratio 
Lowest to highest1 -21.5 -11.6 -9.6 -8.2 -8.8 -5.5 -10.5 -30.5 - -21.3

Dividend Yield  
Highest to lowest2 -15.0 -6.3 -6.9 -6.7 -10.4 - - - - -17.8

Short Interest  
Lowest to highest

-6.1 -7.8 -8.0 -9.3 -11.9 -14.8 -15.4 -17.4 -23.4 -26.2

Beta  
Lowest to highest

-2.4 -3.0 -5.4 -10.8 -10.8 -12.9 -16.1 -17.8 -25.2 -35.7

Sales Growth 
Best to worst

-17.1 -12.1 -8.2 -10.2 -7.8 -10.2 -13.1 -14.0 -21.7 -32.3

Analyst Ratings  
Best to worst

-13.3 -13.9 -11.6 -13.0 -13.5 -13.3 -15.9 -13.3 -14.9 -18.9

Institutional Ownership 
Most to least3 -18.4 14.3 -14.1 -12.0 -12.9 -12.4 -14.1 -12.8 -13.8 -15.4

% Change Q2 2015  
Best to worst

-16.2 -9.7 -11.3 -12.3 -9.6 -8.3 -12.2 -13.7 -19.7 -28.4

% Change in 2014  
Best to worst4 -14.7 -8.2 -9.6 -7.8 -9.9 -11.8 -13.3 -19.4 -28.5 -

Russell 2000 Performance (%) of Attributes by Decile as of September 30, 2015

The red circle indicates the worst-
performing decile for the category.

The green circle indicates the best-
performing decile for the category.

1. Decile 10 of P/E Ratio category 
is made up of all stocks that have 
no P/E.

2. Decile 10 of Dividend Yield 
category is made up of all stocks 
that pay no dividend.

3. Institutional Ownership may be 
over or under stated due to timing 
of filings. 

4. Decile 10 of % Change in 2014 
is made up of stocks with no 
complete 2014 performance.

Third Quarter 2015

In these charts, the Russell 2000 is sorted into deciles of performance according 
to different characteristics, some fundamental and some sentiment-based. The 

percentage in each box is the performance of that attribute (e.g. beta) for that decile.  



Performance

Cumulative and Annualized Returns
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Sources: Russell Investments & Daruma Capital Management

Past performance is not a guarantee of future results. Results are stated gross of management and custody fees, but after trading costs. Investors experienced lower returns than those presented here due 
to the impact of those fees. This information supplements the Small-Cap Equity Composite Presentation in the Appendix, which includes net performance data. Performance is stated from inception 
through 09/30/15. Please also see General Disclosures at the end of this book, which includes a description of the comparison benchmark and the limitations on any comparison to the benchmark.

Franklin Regional Retirement System

(01/06/00)

-20

-10

0

10

20
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Return (%)

Franklin Regional Retirement System Russell 2000

Annualized

3Q YTD 1-Year 3-Year 5-Year 10-Year Since 
Inception

Franklin Regional Retirement 
System -12.57% -12.94% -7.23% 9.60% 8.77% 7.69% 10.11%

Russell 2000 -11.92% -7.73% 1.24% 11.02% 11.73% 6.55% 6.88%

Difference -0.65% -5.21% -8.47% -1.42% -2.96% 1.14% 3.23%



Performance

Returns by Calendar Year
The difference between Daruma and the Russell 2000 Index is stated above or below each pair of annual returns.
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Sources: Russell Investments & Daruma Capital Management

Past performance is not a guarantee of future results. Results are stated gross of management and custody fees, but after trading costs. Investors experienced lower returns than those presented here due 
to the impact of those fees. This information supplements the Small-Cap Equity Composite Presentation in the Appendix, which includes net performance data. Performance is stated from inception 
through 09/30/15. Please also see General Disclosures at the end of this book, which includes a description of the comparison benchmark and the limitations on any comparison to the benchmark.
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Jeff Fischer
Chief Operating Officer

Last spring, I was invited to work as a consultant at Daruma with the goal of developing leaders within the operating side of the business. I was no 
stranger to this type of work. For almost 30 years I had been working at the intersection of financial services, leadership development, and psychology. 
My career highlights include being a partner of a boutique leadership consulting firm that served industry leaders in consulting and finance, running a 
registered investment advisor, co-heading talent development for investment banking at Goldman Sachs, and in my early career, doing leveraged finance 
deals at Chase Manhattan Bank. In time, I went from coaching the operating team to leading and managing the team, helping to set strategy for the firm. 

When I was offered the chance to become Daruma’s COO, it was a big decision. On one hand, I had served as the COO of an RIA before and knew the job 
well. On the other hand, I had decided to dedicate my career to helping people identify their core strengths and leverage their natural abilities and my 
consulting practice was thriving. Then I realized that it wasn’t an ‘either or’ proposition. I knew I loved the people and the culture at Daruma and realized 
that I had the opportunity to join a great firm and help build and manage a superb team in a culture that serves clients with excellence and dedication.

Third Quarter 2015

Bill Devereux
Research Analyst

Introducing Jeff Fischer, Chief Operating Officer

Introducing Bill Devereux, Research Analyst
My favorite part about working at Daruma is figuring out the dynamics within a company and forecasting investor demand. I like to find 
new approaches and dig until we identify the true drivers of an investment. I started my career in the grain room of the Chicago Board 
of Trade in 1995 — agricultural derivatives were my introduction to macroeconomics and investor psychology. I then went around the 
world on a sailboat, after which I earned an MBA at the University of North Carolina at Chapel Hill.  

After business school, I joined an equity derivatives fund (PEAK6) where my team’s mandate was to find new investment ideas and new 
strategies — essentially to look at the same things everyone else was looking at, but then create a way to profitably invest where others 
could not. I left PEAK6 after four years and started Dames Point Partners, a capital markets and equity research consultancy serving 
institutional investors, regulators and attorneys before joining Daruma earlier this year.

Professional Experience
Dames Point Partners, 
Principal

PEAK6 Capital Management, 
Portfolio Manager

BlueRose Capital Partners
Portfolio Manager

Goldman Sachs
Senior Trader, Special Situations

TFM Investment Group
Senior Trader

Education
The University of North Carolina at 
Chapel Hill
MBA

The University of Florida
BS, Finance

Professional Experience
Jeffrey M. Fischer Ph.D. LLC, Consultant

University of North Carolina,  Leadership 
Coach, Director of MBA Career Center

Fischer & CO LLC, COO

Goldman Sachs, VP and Global Co-Head of 
Talent Development

Kielty, Goldsmith & Co., Princpal 

University of Florida, Instructor

JP Morgan Chase (formerly Chase Manhat-
tan Bank),
Assistant Treasurer, Leverage Finance

Education
University of Florida, Ph.D. Psychology

Columbia University, MA Psychology

New York University, MBA

Lafayette College, BA, Economics
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  James Leo
Research Analyst

Third Quarter 2015

Introducing James Leo, Research Analyst

Ruth Lin
Research Analyst

Introducing Ruth Lin, Research Analyst

When I first walked through the doors at Daruma, I could tell that it was the perfect firm for me.  From the culture and the incredible 
people that I get to interact with every day to the firm’s investment philosophy of concentrated holdings combined with a long-term 
investment horizon, I have the opportunity to do what I truly love – research companies.   

Before joining Daruma, I graduated from Columbia Business School where I was a member of the Value Investing Program.  Prior to 
attending Columbia Business School, I worked at a technology start-up, managed my family’s cattle ranch in Montana, and held a 
variety of roles in the electronic/high-frequency trading space.  In addition to my MBA from Columbia Business School, I also hold a BA 
in Political Science from Columbia University.

My investment management career started at Sanford C. Bernstein, covering data networking and renewable energy. I then deepened 
my experience, as a technology specialist at Andor Capital Management and as a generalist with Kane Street Capital Management. 
I received my fundamental training at Wharton’s MBA program, where I was part of the 1% double-majoring in both finance and 
accounting. Earlier in my career, I had already developed the toolkit of a successful investor—rigorous analytical skills, understanding 
human dynamics and composure under pressure. I graduated from Israel’s most competitive computer science and electrical 
engineering program after achieving a top 10 GPA in the country. In three years at Israel’s FBI, I made life-saving decisions under 
extreme pressure and uncertainty. I then spent six years in technology working with start-ups and companies such as NICE and Oracle. 
At Daruma, I enjoy being part of a team that appreciates analytical rigor and independent thinking while never losing sight of the 
people affected by our decisions.

Professional Experience
Andor Capital, Analyst
Software, Hardware, Auto Industries

Sanford C. Bernstein
Summer Equity Research Associate

Oracle, Inc.
Team Leader, Applications Engineering

Nice Systems, Engineer, Unit Testing

LinTech, Director of Strategy and 
Business Development

Israeli Intelligence Agency
Project Leader
Accelerated Leadership Development 
Program Associate

Education
University of Pennsylvania
MBA, Finance and Accounting

Tel-Aviv University
BS, Electricity, Electrical Engineering 
and Computer Science

Professional Experience
Relationship Science
Content Associate  

International Derivatives Clearing 
Group, LLC
Director, Strategy Analyst

1.618 Group
Associate, Position Strategy

Citigroup 
Analyst

Education
Columbia University 
BA, Political Science

Columbia University
MBA, Value Investing
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Daruma Small-Cap Equity Composite

Notes to Performance

Daruma Capital Management, LLC is an independent 

investment adviser registered under the Investment 

Advisers Act of 1940. In April 2012 Daruma succeeded 

to the business of Daruma Asset Management, Inc., 

which was established in April 1995 by Mariko O. Gordon, 

CFA, Founder, CEO and CIO, and until March 1998 was 

known as CastleRock Capital Management, Inc. Daruma 

is located in New York City and provides investment 

management services to public and corporate pension 

funds, endowments, foundations and other nonprofit 

organizations, family offices, and individuals.

The investment strategy of Daruma’s Small-Cap Equity 

composite emphasizes long-term growth by buying 

companies at a value price with accelerating earnings. 

Daruma manages a concentrated portfolio of typically no 

less than 25 and no more than 35 stocks, and primarily 

invests in companies with a market capitalization of up to 

$2 billion at purchase. The benchmark that best reflects 

the composite’s investment style is the Russell 2000 Index 

(the “Index”). The Index represents the bottom two-thirds 

of the largest 3000 publicly traded companies domiciled 

in the United States. It is rebalanced annually in June. 

The Index performance is provided directly to Daruma by 

the Russell Investment Group each month and reflects 

the reinvestment of dividends, but does not reflect fees, 

brokerage commissions or other investment expenses.

The gross performance results of Daruma’s Small-

Cap Equity composite are presented after all trading 

commissions but before management and custodial fees. 

Net-of-fees composite results are calculated by subtracting 

the management fees paid, but do not include custodial 

fees paid by clients. A client’s return will be reduced by 

all expenses incurred in managing the account. The fee 

schedule for separately managed accounts is 1.00% per 

annum of the assets under management, payable quarterly 

in arrears. Fees may be negotiable for certain larger or 

strategic investors. The fee schedule for the commingled 

fund is typically 1% per annum of the assets under 

management, payable monthly in advance. Alternatively, 

investors in the commingled fund can pay a reduced fixed 

fee of 75 basis points of assets under management, payable 

monthly in advance, plus 10% of the excess return over the 

Index, payable annually.

Past performance does not guarantee future results, 

and there is the possibility of loss of value. Changes in 

markets, interest and exchange rates, economic and/or 

political conditions, as well as other factors, may influence 

future performance. Investment results are time-weighted 

performance calculations representing monthly total 

return. In other words, the performance period is monthly. 

All realized and unrealized gains and losses as well as all 

dividends and interest from investments and cash balances 

are included. Investment transactions are accounted for 

on a trade date basis. Composite valuations and returns 

are calculated and stated in U.S. dollars. The dispersion 

of annual returns is measured by the standard deviation 

across asset weighted portfolio returns represented within 

the composite for the full year. In 2010, if a significant 

cash flow, equal to an amount greater than 10% of the 

portfolio, occurred and the cash was retained for a period 

greater than 30 days, Daruma considered the cash non-

discretionary and transferred the cash to a separate 

portfolio, which was not included in the composite. 

Additional information regarding Daruma’s policies for 

calculating and reporting returns, valuing portfolios, 

calculating performance, and preparing compliant 

presentations is available upon request.

On 08/01/10, Daruma implemented a $400,000 minimum 

account size for an account to be included in this composite. 

Prior to 08/01/10, there was no minimum account size 

requirement. All of the firm’s discretionary, fee paying 

clients using its Small-Cap Equity strategy are included 

in the composite, except for any new accounts that have 

not yet entered the composite. Daruma’s Small-Cap Equity 

composite was created in July 1995. A list of composite 

descriptions is available upon request.
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AppendixAppendix

Daruma Small-Cap Equity Composite Since Inception Through December 31, 2014

Daruma Capital Management, LLC claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the 
GIPS standards. Daruma Capital Management, LLC has been independently verified for the period of July 28, 1995 to December 31, 2014. The verification report is 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 with the GIPS standards. Verification does not ensure the accuracy of any specific composite presentation. Previous versions 
of Daruma’s Small-Cap Equity Composite Presentation showed 3-year standard deviations rather than 3-year annualized standard deviation for both the composite and the benchmark. In 
this presentation, the numbers have been changed to their annualized equivalent.

Period
Total Gross  
Return (%)

Total Net 
Return (%)

Russell 2000 
Return (%)

Number of 
Portfolios Dispersion (%)

Small-Cap 
Composite 

3-Year Annualized 
Standard Deviation

Russell 2000  
3-Year Annualized 

Standard Deviation

Total 
Composite  

Assets 
($ millions)

Total Firm 
Assets 

($ millions)

2014 -1.27 -1.94 4.89 27 0.04 13.6 13.1 2225 2442

2013 44.08 43.09 38.82 36 0.39 18.8 16.5 1975 2556

2012 19.89 19.12 16.35 34 0.15 21.6 20.2 1343 1752

2011 -10.32 -10.96 -4.18 40 0.21 25.2 25.0 1265 1626

2010 32.12 31.33 26.86 61 0.55 1504 1805

2009 43.93 43.04 27.17 53 0.87 1206 1340

2008 -36.63 -37.06 -33.79 53 0.69 738 848

2007 13.06 12.35 -1.57 54 0.38 1185 1185

2006 13.55 12.81 18.37 58 0.45 1085 1090

2005 10.93 10.17 4.55 53 0.40 985 993

2004 23.48 22.66 18.33 53 0.54 929 933

2003 36.74 35.84 47.25 64 1.35 902 902

2002 -21.83 -22.41 -20.48 68 0.77 660 673

2001 16.57 15.79 2.49 58 0.74 799 818

2000 19.26 18.55 -3.02 50 1.24 572 708

1999 4.22 3.62 21.26 32 0.53 293 388

1998 16.32 15.64 -2.55 13 0.49 109 221

1997 42.52 41.89 22.36 ≤5 N/A 20 57

1996 23.99 22.87 16.49 ≤5 N/A 8 30

19951 12.23 12.04 6.31 ≤5 N/A 2 2

1. Since inception July 28, 1995 through December 31, 1995
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It should be noted that this commentary should not be 

construed as an offer or a solicitation of an offer to buy 

interests/shares in any investment fund managed by 

Daruma. Any such offer will be made only to qualified 

investors by means of a confidential Private Offering 

Memorandum and other operative documents, and only 

in those jurisdictions where permitted by law. Neither 

the Securities and Exchange Commission nor any U.S. 

State or international securities administrator has 

passed on or endorsed the merits of any such offerings 

of these securities, nor is it intended that they will. Any 

representation to the contrary is a criminal offense. 

The firm does not offer or provide tax or legal advice. 

Individuals are urged to consult with their own tax or 

legal advisers before entering into any advisery contract.

Past performance is not a guarantee of future results. 

Many factors affect performance, including changes 

in market conditions and interest rates, as well as 

other economic, political and financial developments. 

Performance for 2015 is not yet audited and subject 

to change upon audit. You should not assume that 

investment decisions we make in the future will be 

profitable or will equal the investment performance of 

the past.

The portfolio is actively managed, so holdings, sector 

weightings and other portfolio characteristics may 

have changed since the date shown. They should not be 

considered recommendations to buy or sell any security 

or of a particular allocation. You should not presume 

that any holding or allocation shown has been or will be 

profitable. A list of the Top Ten holdings as of 06/30/15 is 

available on our website at http://www.darumanyc.com/

portfolio/small-cap/. 

The appropriate comparison benchmark for the Small-

Cap Equity strategy is the Russell 2000. The Russell 

2000 includes approximately 2000 of the smallest U.S. 

common stocks based on a combination of their market 

cap and current membership in the Russell 3000. The 

Russell 2000 Value Index includes those Russell 2000 

Index companies with lower price-to-book ratios and 

lower forecasted growth values, while the Russell 2000 

Growth Index includes those with higher price-to-value 

ratios and higher forecasted growth values. 

The Small-Cap Equity strategy is a concentrated 

strategy that is not managed to a benchmark, so there 

are material differences in characteristics, such as the 

number of holdings and sector and industry weightings. 

In addition, benchmark performance does not include 

any fees or expenses. Because of these differences, 

benchmarks should not be considered a completely 

accurate comparison.

Several charts are included in the book to demonstrate 

certain information or conclusions. You should not make 

any investment decision relying only on these charts. 

The information in this commentary is current as of the 

date of the commentary, unless otherwise noted, and 

may have changed by the time you read this. Daruma has 

obtained some of the information in this commentary 

from  third-party sources we believe to be accurate. 

However, we cannot guarantee the accuracy of such 

information. Such third party information is footnoted.

Statements in this commentary that are not historical 

facts reflect our opinions, beliefs or expectations as of 

the date of this commentary. Subsequent events may 

impact whether those come to pass. This presentation 

is the property of Daruma. The contents of this 

presentation are confidential. By accepting or reading 

any portion of this presentation, you agree that you will 

treat the presentation confidentially. 

This presentation is intended for review purposes only 

by the person(s) or organization(s) to whom it is given 

and Daruma expressly prohibits its redistribution, 

dissemination or sharing, in part or in its entirety, to 

other person(s) or organization(s) without Daruma’s prior 

written consent.

General Disclosures
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