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Profit Small Cap Composite 1Q15 Quarterly Review

  AnnuAlized PerformAnce* (Preliminary AS of 3/31/15)

                            Since Inception 
                                                                                                    1QTR                 YTD                        1 Year                      3 Years                    5 Years                 (3/31/05)

                                                                                             Gross     net           Gross     net          Gross     net               Gross      net              Gross       net             Gross     net

   Profit Small Cap Composite                                   5.91%   5.87%       5.91%  5.87%      11.49%  11.20%      14.81%   14.34%       13.03%     12.52%      10.12%   9.63%

Russell 2000 Index                                                    4.32     4.32          4.32     4.32             8.21        8.21          16.27      16.27         14.57        14.57           8.82       8.82 
Russell 2000 Growth Index                                      6.63     6.63          6.63     5.60          12.06      12.06         17.74       17.74          16.58       16.58         10.02     10.02

*  All returns are in US dollars and does include the reinvestment of income.  Past performance is not indicative of future results. 

Profit smAll cAP commentAry
Small Cap vs. Russell 2000 Growth

The Small Cap Portfolio returns lagged the 
benchmark by nearly 72 bps for the 
quarter. Portfolio returns were +5.91% for 
the quarter versus a +6.63% return in the 
benchmark.  Sector underperformance in 
health care, financials, energy and materi-
als overshadowed strong results in 
consumer discretionary and industrials.  

(+)  Insperity (NSP) – Shares of NSP were 
up nearly 55% for the quarter, adding 136 
bps of attribution.  During the quarter, 
activist investor Starboard Value disclosed 
a 13.2% ownership stake in the company.  
The investment firm believes shares are 
significantly undervalued and a number of 
opportunities exist to create shareholder 
value.  Starboard plans to engage the 
company’s management team to unlock 
value by improving execution, reducing 
operating expenses, improving capital 
allocation, improving corporate govern-
ance and exploring alternatives.  We 
remain bullish on the company longer-
term and see Starboard’s involvement as a 
positive development. 
 
(+)  EPAM Systems (EPAM) – Shares of 
EPAM were up 28% in the quarter and 
added 82 bps of attribution.  The company 
reported a strong 4Q result, with revenues 
and earnings both beating consensus and 
the high end of guidance.  While foreign 
exchange is a headwind and geopolitical 
risk is a concern with 37% of EPAM’s 
employees in Belarus and 28% in Ukraine, 
the company has not experienced any 
operational disruptions. 

EPAM’s analyst day in March provided an 
update on its long-term strategy and 
confirmed its strong secular growth profile 
in delivering differentiated IT services 
from an underpenetrated offshore delivery 
region.  

(+)  Fair Isaac Corporation (FICO) – 
Shares of FICO were up almost 23% and 
added 75 bps of attribution.  Although 
shares sold off in January following a 
disappointing quarterly report caused by 
lower than expected licensing revenue and 
a difficult year-over-year comp in the 
Scores business, shares benefited from a 
number of analyst upgrades in the quarter.  
Our bullishness stems from FICO manage-
ment’s continued focus on the right areas, 
potential upside from the Experian FICO 
relationship that could lead to organic 
revenue growth acceleration in FICO’s 
highest margin business, and support from 
share buybacks.  

(-)  LifeLock (LOCK) – Shares of LOCK 
were down almost 24% in the quarter, 
subtracting 96 bps of attribution.  The 
company continues to perform well and 
quarterly results were solid, with revenues, 
earnings, and 2015 guidance all above 
expectations.  Despite solid fundamentals, 
an ongoing Federal Trade Commission 
inquiry is weighing on shares.  During the 
quarter, LOCK took a $20M legal reserve 
charge related to the FTC inquiry, which 
management believes is the most likely 
penalty.  However, management noted the 
penalty could be as high as $100M.  
LOCK’s underlying outlook remains 
favorable, but this FTC inquiry will remain 
an overhang until a settlement is reached.          

(-)  Take-Two Interactive (TTWO) – Shares 
of TTWO were down 9% in the quarter, 
subtracting 68 bps of attribution.  During 
the quarter, Take Two’s stock was down on 
declining industry trends. At the begin-
ning of February, the U.S. retail sales 
report stated that video game hardware, 
software and accessories sales fell 5% year 
over year in January to $626 million. 
Additionally, the stock was up almost 50% 
since October of last year leading us to 
believe that a portion of the stock’s decline 
was due to profit taking over the last 
month. Longer term, we continue to like 
the stock due to a growing percentage of 
digital sales that carry more predictable 
and higher margins than the company 
average.

(-) Insteel Industries (IIIN) – Shares of 
IIIN were down 8% in the quarter, 
subtracting 54 bps of attribution.  The 
company reported a solid quarterly result 
with 27% revenue growth, 50 bps of 
margin expansion, and stable pricing 
trends.  However, IIIN is a stock that is 
highly-impacted by macroeconomic 
conditions, particularly trends related to 
non-residential construction.  The 
Architecture Billings Index (ABI), a 
leading indicator for non-resi construction 
activity, dipped below the 50 threshold to 
49.9 in January, which has weighed on 
sentiment.  The index increased to 50.4 in 
February, indicating that trends in non-resi 
remain mixed.            
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toP ten HoldinGs* AS of 3/31/15

fair Issac Corp 5.54%

G-III Apparel Group Ltd 4.87

EPAM Systems, Inc 4.84

Insperity Inc. 4.17

omni Vision Tech 4.00

Take Two Interactive Software 3.86

LifePoint Hos 3.74

forward Air Corp 3.40

American Equity Life 3.37

Insteel Industries Inc 3.10

A closer look
Profit Investments, is an investment 
advisory firm that serves institutional  
and retail clients investing in U.S.  
equities. Profit Investments seeks a long-
term strategy of maximizing  
wealth while minimizing risk.

Portfolio mAnAGer
Eugene Profit founded Profit Investments 
and is the Portfolio Manager. He has more 
than seventeen years of portfolio manage-
ment and investment research experience. 

objective & strAteGies
Profit Investments seeks to provide inves-
tors with a high long-term total return, 
consistent with the preservation of capital 
and maintenance of liquidity, by investing 
primarily in the common stocks of estab-
lished companies.

Our strategy is to invest in companies 
exhibiting characteristics of strong funda-
mentals, solid growth rates and attractive 
franchises with sustainable competitive 
advantages. A stock’s price should reflect a 
discount to its intrinsic value at the time 
of purchase.

smAll cAP comPosite cHArActeristics* AS of 3/31/15

 Small Cap  R2000  R2000G

EPS Growth (LT) 15.20  14.10  17.30

EPS Growth (Hist) 16.20  16.00  17.30

P/E (12 Mo forecast) 22.40  72.40  116.90

Dividend Yield 0.47  1.25  0.60

PEG Ratio (12 Mo forecast) 1.47  5.13  6.75

Price to Book 4.20  5.50  8.40

Mkt Cap (Weighted Mean $) 2.20B  2.04B  2.25B

*Supplemental Information

Profit small cap equity composite contains fully discretionary small cap equity accounts that utilize the 
Profit Investment Management proprietary investment process to invest in domestic equity securities that 
have a market capitalization of $200 million to $2.5 billion for comparison purposes, the Composite  is 
measured against the Russell 2000 and Russell 2000 Growth Index.  The Russell 2000 Growth Index was 
added as a secondary index for comparison purposes on January 1, 2011.  The minimum account size for this 
composite is $500,000; prior to June 30, 2009, the minimum was $250,000.  After June 30, 2009, the 
minimum was $1 million and had been reduced to $500,000 on November 1, 2011.

A compliant presentation and/or a list and description of all firm composites is available upon request.

Profit Investments claims compliance with the Global Investment Performance Standards (GIPS®).  

Assets by client tyPe Assets by strAteGy
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Large Cap ($1.5B, 80%)

Small Cap ($91M, 5%)

Ratings Sensitive ($175M, 9%)

Social ($35M,2%)

Mid Cap ($79M, 4%)

Public ($1.4B, 74%)

Corp ($329M, 17%)

Mutual fund ($14M, 1%)

Taft-Hartley/Union ($100M, 5%)

Endowment ($55M, 3%)


