
Portfolio Manager Scott Gates discusses how the team analyzes small-
cap growth companies in the current volatile environment.

Q1.  What is your view on the recent market volatility related to COVID-19?

Stocks have been broadly impacted regardless of their earnings profile since the volatility 
picked up in February. This selloff has created a tremendous opportunity to buy smaller 
growth-oriented companies where we believe the earnings growth rate remains unchanged 
at lower price. 

In our view, our intensive, bottom-up research process is key to capitalizing on today’s volatility. 
It helps us identify those companies that can experience accelerating earnings growth in the 
current environment. To successfully uncover these businesses, we add another layer of analysis 
to closely review companies’ balance sheets, their future capital needs and cash flows to 
determine if they can weather a lower economic growth environment. 

Q2.  Several companies have rescinded their 2020 earnings guidance in  
response to the coronavirus pandemic. How has this impacted your  
evaluation of earnings?

Earnings growth is the most important factor 
in our investment process, and under normal 
economic conditions, we look to own stocks 
experiencing accelerating earnings growth of 
at least 20% over the next year. Therefore, it 
is not our preference to own companies that 
expect to see a significant cut in earnings. 
When management cannot provide future 
guidance, it adds an element of uncertainty to 
our earnings expectations. 

However, embedded in our research process is a thorough analysis of a company’s operations, 
including new orders, backlog, deferred revenue, and subscription models. This visibility helps 
us independently understand a company’s business and make determinations on potential 
earnings going forward. We also look at a company’s capital expenditures, which provides 
insight into how the business is allocating capital. 

In addition, companies with experienced management, transparent businesses, strong balance 
sheets, and a solid secular story tend to be conservative with their earnings projections, allowing 
them to build a buffer against difficult earnings periods.
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Friess Associates is a boutique, 
institutionally oriented investment manager 
founded by Foster Friess more than 46 
years ago. Friess’ sole focus is growth 
equity investing with a research-driven 
investment approach. Previously an affiliate 
of Affiliated Managers Group, the firm 
became independent once again in 2013. 
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Investors should carefully consider the Fund’s investment objectives, risks, charges and expenses before investing. For this and other 
information, please call (855) 656-3017 or visit  friessfunds.com. Read the prospectus carefully before investing.
As of 3/31/20, the Fund held 2.4% and 2.2% in net assets of Health Catalyst and Papa John’s, respectively. Fund holdings are subject to change. Sectors listed are Global Industries 
Classifications Standard (GICS® industries, provided by FactSet). Mention of a specific security should not be considered a recommendation to buy or solicitation to sell that security.

Mutual fund investing involves risk. Friess Small Cap Growth Fund invests in small-cap companies, which involve additional risks such as limited liquidity and greater volatility. The Fund may 
also invest in depositary receipts, which are generally subject to the same risks as the foreign securities because their values depend on the performance of the underlying foreign securities.

Earnings growth is not a forecast of the Fund’s future performance. Earnings growth for a Fund holding does not guarantee a corresponding increase in the market value of the holding or the Fund.

The determination of “best ideas” is solely the opinion of the Fund’s portfolio management team, and such opinion is subject to change. Small-cap companies that are fundamentally 
sound, experiencing positive change, such as new products, new management teams or members, acquisitions or divestitures, or legislative changes, and have accelerating earnings 
growth and reasonable valuations are generally considered “best ideas.”

The Russell 2000® Growth Index is a market-cap-weighted index that measures the performance of Russell 2000® companies with higher price-to-book ratios and higher forecasted 
growth values. The Russell 2000® Index measures the performance of approximately 2,000 of the smallest securities based on a combination of market cap and current index 
membership. One cannot invest in an index. Active Share is the percentage of stock holdings in a manager’s portfolio that differs from the benchmark index. 

Fund is distributed by Foreside Fund Services, LLC.

Q3.  How is the portfolio positioned and what are 
examples of areas where you see potential 
opportunities?

Our portfolio allocations remain largely unchanged as of the 
end of the first quarter of 2020 relative to year-end 2019. While 
we rebalanced some of the positions, our four largest sectors 
continue to be consumer discretionary, health care, industrials, and 
technology. Relative to the benchmark Russell 2000 Growth Index, 
the Fund was overweight in technology stocks, and underweight in 
the health care, consumer discretionary, and industrial sectors as of 
March 31, 2020. 

We currently see several appreciation opportunities among our 
portfolio holdings that have been deeply discounted but that we 
believe may be beneficiaries of today’s stay-at-home environment. 

A few examples include: 

 ■ Health Catalyst (HCAT) – The company provides software 
that allows administrators to view granular detail on hospital 
operations, a perspective critical in a virus pandemic but we 
believe will be retained after the virus dissipates. 

 ■ Papa John’s International (PZZA) – With a delivery business 
model, the chain does not rely on foot traffic and therefore 
is largely unaffected by restaurant shutdowns. Instead we 
believe Papa John’s may benefit from the stay-at-home 
orders enacted in many regions.  

Q4.  Smaller capitalization companies typically comprise 
a large majority of the Fund. As it pertains to market 
cap, how is the Fund allocated as of March 31, 2020?

We continue to hold primarily small-cap companies, with nearly 90% 
of the Fund’s equity holdings in micro- and small-cap companies 
as of the end of the first quarter, according to Morningstar. This 
weighting is meaningfully larger than the Morningstar Small Growth 
fund category average, as micro- and small-cap holdings comprised 
only 57%.

Fund’s Small-Cap Holdings Total Nearly 90%
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