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Small Cap Opportunities Equity – Third Quarter 2009 Performance Update 
       

  
Q3 1 Yr. 2 Yr. 3 Yr. 

 

 Reinhart Small Cap 15.46 -19.47 -12.31 -2.59  
 Russell 2000 19.28 -9.55 -12.05 -4.57  

 
MANAGER COMMENTARY 
The third quarter of 2009 saw the continuation of a 7 month market rally, as investors were encouraged by the 
potential bottoming in the economy and less-than-feared declines in corporate earnings.  Reinhart’s Small Cap 
Opportunity strategy participated in these gains, and is now up over 23% year-to-date.  Although the portfolio 
gave up some ground versus the Russell 2000 Index during the third quarter, our small cap strategy remains 
ahead of the index in 2009.  Since inception almost four years ago, we have been able to out-perform by 330bps 
annualized.   

This year the strategy is benefitting from a broadening in the marketplace and improving performance among the 
smallest U.S. companies.  Consistent with our philosophy, many of the holdings (over half of the portfolio) have 
market capitalizations below $500M.  This is an area of the market where we continue to find neglected, yet 
growing companies.  This tailwind should help performance going forward, especially after three years of ‘SMid-
cap’ dominance.   

After out-performing in Q2, the Small Cap strategy lagged in Q3 due to lower cyclical exposure and an emphasis 
on higher quality companies.  This worked against us in an environment where investors embraced risk and 
looked for any cyclical rebound potential.  Although we believe many companies will see an earnings recovery in 
2010, our private value analysis has emphasized steady business models and strong free cash flow generation.  
Given valuations, we have begun to trim our holdings within financials and industrials, and are now underweight 
both of these sectors.  We believe the market excitement for cyclical stocks may have gotten ahead of the 
fundamentals within some of these industries.   

Overall, the portfolio trades at a 26% discount to private value, suggesting the easy money has been made.  But 
this valuation level compares favorably to the mid-cap universe, and our analysis suggests that small cap 
opportunities still exist.  Indeed, we are overweight technology and business services, where we believe 
fundamentals are improving despite the economic headwinds.  Companies like Smith Micro Software, 
Telecommunication Systems, and EMS Technologies have strong niche products that are benefitting from the 
explosive growth in wireless delivery of digital content.  Yet few Wall Street firms cover these names or 
understand their strategy.  Thus there are still many pockets of valuation upside, as evidenced by IBM’s buyout of 
holding SPSS this quarter for a 43% premium.   

We do believe that an improving M&A environment and healthier access to capital should provide more valuation 
feedback for us in the form of corporate buyouts.  We have identified many promising companies and are waiting 
for the return of market volatility and sector rotation to create new entry points.  As always, we want to put our 
clients’ capital to work in stocks where we have a research advantage. 

INVESTMENT PHILOSOPHY 
 Size is Crucial:  Focus on the smaller side of the Russell 2000 universe. 
 Neglected Stocks Outperform:  Investment potential is greatest where research competition is minimal. 
 Forward Research:  Forward-looking research generates superior investment results. 


