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The Small Cap Equity market continued its advance 
in the third quarter, rising 3.6% on a total return 
basis, before seeing slight declines in September 
and increased volatility in the first weeks of Octo-
ber.  The bigger story, of course, is what happened 
after quarter end, but that will just give us more to 
talk about next quarter.  

The strong outperformance of small caps relative 
to large caps this year evened out by the end of 
September, with the Russell 2000 Index ending 
only slightly ahead of the S&P 500 on a year-to-
date basis: +11.5% compared to +10.6%*.  

Amazingly, growth stocks continue their wide lead 
over value stocks, and in the third quarter the Rus-
sell 2000 Growth Index bested the Russell 2000 
Value Index by a factor of more than 3-to-1: +5.5% 
compared to +1.6%.  On a year-to-date basis, the 
Russell 2000 Growth Index has produced a 15.8% 
total return while value stocks are up only 7.1%*.  
It’s a tough time to be a value manager!

We often get asked if we are more “value” or 
“growth” in our approach to investing in small- 
and micro-cap stocks.  Our response is that we are 
both.  We try to combine the vision of a growth 
manager with the discipline of a value manager.  In 
other words, we want to invest in companies that 
have strong franchises, led by capable and focused 
managers, that can compound capital over long 
periods of time, but we don’t want to pay the pric-
es normally associated with such businesses.  How 
do we accomplish that?

For most investors, spending time and effort on 
small- and micro-cap stocks is not an economical 
endeavor.  In a world where the asset management 

business is predicated on scale, this investment 
universe is simply not big enough to accommo-
date large, sophisticated pools of capital (public or 
private equity).  The combined market cap of the 
Russell Microcap Index is roughly the same as the 
market cap of Berkshire Hathaway today (roughly 
$500 billion).  

By limiting our focus and our capacity, we believe 
that our durable competitive advantage is sim-
ply having the discipline and willingness to limit 
ourselves to small companies that are less rec-
ognized, understood, and analyzed than larger 
companies.  By (hopefully) being an early institu-
tional investor to a company, we think we can oc-
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Annualized Performance as of 9-30-2018 (net of fees)

Q3 2018 1 Year 3 Years 5 Years 10 Years Since Inception*
Punch Small Cap 1.89% 14.29% 16.41% 10.53% 12.05% 11.04%
Russell 2000 Index 3.58% 15.24% 17.12% 11.07% 11.11% 9.04%
*Inception date is 3-31-2002. Please see disclosures at the end of this commentary. 

See disclosures at the end of this commentary
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casionally find an investment that, in time, could 
become a better-recognized growth stock even 
though today it may be value-priced because it is 
simply unknown, misunderstood, or out-of-favor.

The critical component to this investing formula is 
patience.  While size and liquidity sometimes forc-
es our hand on this front, it is nonetheless an in-
dispensable part of the investment process to give 
companies the time they need to execute their 
business, compound capital, and become better 
recognized and understood over time.  We believe 
that the best “catalyst” for this recognition process 
is simply execution and time.  While the average 
small cap mutual fund today has turnover of 70%, 
the trailing twelve-month turnover for the Punch 
Small Cap Strategy is 21%.  Our oldest holding in 
the strategy dates to 2005. 
 

Portfolio Attribution

The Punch Small Cap Strategy produced a 1.9% to-
tal return in the second quarter, lagging its bench-
mark by 169 basis points.  On a year-to-date basis, 
the Punch Small Cap Strategy is up 13.2%, which is 
171 basis points ahead of the Russell 2000 Index.  
With a portfolio of 48 names and 97.8% active 
share, our portfolio looks meaningfully different 
than the benchmark index today and we would ex-
pect performance to deviate in any given quarter.

The best performing sectors in the third quarter 
were the newly-minted “communication services” 
group (which rose 12.7%) and healthcare (up 

7.6%), both well above the 3.6% return of the Rus-
sell 2000.  The new communications services clas-
sification in the GICS hierarchy is a mix of telecom, 
technology, and media companies; in our portfolio, 
it includes an online marketing services company, 
a television broadcaster, and a healthcare commu-
nications software business.  It is a sort of “grab 
bag” of communications-related stocks that, in the 
S&P 500, includes the likes of Facebook, Google, 
and Twitter.  While this group rose strongly in the 
third quarter, our communication stocks declined, 
largely driven by our online marketing company, 
which was downgraded by a sell-side analyst fol-
lowing an in-line quarterly report in August (more 
in the following pages).

Healthcare, the second-best performing bench-
mark sector in the quarter, continues to be our 
most underweight by a long shot — 4.9% weight-
ing compared to 15.9%.  In the Russell 2000, 
healthcare is the second-largest group today; in 
the Punch Small Cap Strategy, it is the fifth small-
est (out of 11).  High valuations, low-quality busi-
ness models, and investor euphoria in this space 
continue to keep us away.

Energy stocks brought up the rear in the quarter 
(-2.8% for the index, the worst-performing group) 
following a strong second quarter, and we contin-
ue to be overweight this group as, in many ways, 
it has the opposite characteristics of healthcare: 
cheap, unloved, and out-of-favor.  While perfor-
mance for our energy stocks were mixed in the 
quarter, we managed to produce a positive return 
overall, largely on the back of an energy commu-

nications services company that nearly doubled in 
the quarter.

Bottom Contributors to Return

The largest detractor from performance in the 
quarter was online marketing company TechTar-
get Inc. (TTGT, $540mn market cap), a portfolio 
holding since 2012.  TechTarget occupies a unique 
niche in the world of online marketing as the go-to 
source of information on products and trends for 
enterprise buyers of technology.  As a B2B mar-
keter, the company provides technical articles, 
whitepapers, and reviews of enterprise technol-
ogy written by a network of freelance authors or 
technology vendors.  As one of the market leaders 
in this space, TechTarget’s multi-decade library of 
consumer data is highly valuable to its customers 
of large and small technology vendors, which it in-
creasingly sells on a subscription basis.

Bottom Contributors: Third Quarter 2018

Holding Average 
Weight

Total 
Return

CTR**
(bps)

TechTarget Inc. 2.64% -31.62% -99

Drive Shack Inc. 2.38% -22.80% -67

Varex Imaging Corp. 1.67% -22.73% -44

Hooker Furniture 1.34% -27.68% -44

Deluxe Corp. 2.49% -13.56% -37
**CTR represents the contribution to total attribution in basis points. Attribution data 
is reflective of a representative portfolio in the small cap strategy.
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TechTarget is a perfect example of a value-to-
growth company for us.  When we found the com-
pany in 2012, it was not growing its revenues as 
several large customers were in transition them-
selves (major customers Dell and HP were in the 
process of going private and splitting into separate 
businesses, respectively) and the stock traded at 
low valuation multiples.  Despite this lackluster 
financial performance, we were attracted to its 
unique business model, high market share, dif-
ficult-to-replace customer data library, and new 
growth products, as well as heavy insider owner-
ship and significant share repurchase and dutch 
tender activity (share count is down by almost 
one-third since 2012).

Today, top-line growth has resumed, margins are 
expanding, and the valuation of the stock is more 
reasonable, in our opinion.  This turnaround has 
not gone unnoticed, and we believe that the inves-
tor base of the company is transitioning from “val-
ue” to “growth” investors .  We believe that when 
TechTarget announced its second quarter earnings 
in August, the “in-line” report was not enough to 
satiate momentum investors, and this relative “dis-
appointment,” combined with a downgrade by one 
of the company’s five sell-side analysts, left the 
stock significantly below its recent high.  

Following the earnings report and stock decline, 
the company resumed its share repurchase plan 
and reiterated its long-term financial targets, 
which include strong sales growth and ebitda mar-
gin expansion.  We added to the position in the 
third quarter.

Golf entertainment company Drive Shack (DS, 
$400mn market cap) was the second largest de-
tractor from performance in the quarter, hurt by 
uneven performance at its first location in Orlando 
which opened in the spring of 2018.  Drive Shack 
is an unusual holding for us in that they are essen-
tially a concept company with little revenue and no 
operating profit.  Formerly known as Newcastle In-
vestment Corp (NCT) and managed by Fortress In-
vestments, the company was previously a REIT that 
owned a portfolio of distressed debt securities and 
public and private golf courses around the country.  
Having largely liquidated its securities portfolio, 
the company is in the process of also selling off 
golf courses to reinvest into a driving range enter-
tainment concept called “Drive Shack.”

To be clear, Drive Shack is not “reinventing the 
wheel” when it comes to its new driving range/bar 
/restaurant/gaming locations which cost approx-
imately $30 million each to build.  The concept 
is largely copied from the highly successful “Top 
Golf” concept which today has 41 locations world-
wide and is, by our estimation, highly popular and 
successful.

As the “follower” in the space, we believe the bar 
is low for Drive Shack to execute a strategy of build-
ing out locations around the country; the compa-
ny has 5 sites in development today and roughly 
30 more in its pipeline.  The first location opened 
in Orlando in April and, in its first quarter of ex-
istence, had customer traffic and revenue below 
our expectations.  However, this is the company’s 
first location and there is limited data on its perfor-

mance, so we are giving management the benefit 
of the doubt that they will be able to improve and 
refine the concept as they roll out more locations 
this year and next.  In the meantime, cash on the 
balance sheet will continue to build as securities 
are liquidated and golf courses are sold, and the 
company is by no means over-recognized as they 
have only one sell-side analyst today.

The third largest detractor from performance in 
the third quarter was Varex Imaging Corp. (VREX, 
$1.1bn market cap), a medical and industrial 
equipment company that designs, manufactures, 
and sells X-ray imaging components.  We purchased 
Varex after it was spun-out of radiation oncology 
giant Varian Medical (VAR, $10.2 billion market 
cap) in 2017.  Seven quarters in as a standalone 
company, we believe it is safe to say management 
is still learning how to communicate effectively 
with Wall Street.  Varex missed consensus earn-
ings estimates in four of the last five quarters and 
the lumpiness inherent in the business is not well 
understood.  Additionally, a key part of the Varex 
thesis is its ability to return to historical operating 
margins and that has not occurred as development 
expenses tied with partner product commercializa-
tion ramps ahead of related revenue.

Varex’s stock has also languished due to the Com-
pany being impacted by China trade tensions.  As a 
large independent supplier of imaging components 
for CT machines globally, we believe that Varex is 
the supplier of choice for Chinese medical compa-
nies seeking to manufacture and sell in China.  The 
associated revenue is a key part of Varex’s growth 
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strategy.  There was a negative reaction to Varex’s 
second quarter earnings report that China OEM 
partners were delaying CT machine commercializa-
tion for an estimated six-to-twelve months as they 
assessed their supply chains.  We believe the delay 
is only temporary, as Varex’s technology has been 
part of a multi-year design process and would be 
hard to displace immediately prior to commercial 
production.

Today, Varex is priced at less than 2x revenue and 
13x EBITDA on an enterprise basis.  This compares 
to its peers that tend to trade for greater than 4x 
revenue and 25x EBITDA which tells us expecta-
tions are low.  We think that makes for an attrac-
tive risk/reward situation as Varex works through 
the delay in its growth opportunities and finds ar-
eas to drive profitability back to historical levels.

Top Contributors to Return

The two largest contributors to performance in the 
quarter were both consumer discretionary com-
panies, Callaway Golf Co. (ELY, $2.3b market cap) 
and Malibu Boats Inc. (MBUU, $1.1b market cap).  
As we have detailed in previous commentaries, 
both companies are turnarounds that struggled 
during the last economic cycle but have benefitted 
from improving industry conditions, a healthier 
consumer, and operational improvements by new 
management teams.

Callaway Golf reported exceptionally strong sec-

ond quarter earnings in August, driven by accel-
erating growth in the club, ball, and apparel cate-
gories.  The company now enjoys leading market 
share in woods, irons, and putters, and is the #2 
provider of golf balls.  Under CEO Chip Brewer, 
Callaway has refocused on innovative technolo-
gy, leading to successful product launches in both 
2017 and 2018, and their focus has now turned to 
improving its golf ball sales, which are the most 
profitable and most “disposable” products for golf 
equipment makers (we know from personal ex-
perience!).  This momentum, combined with the 
growing value of its equity investment in Top Golf, 
continues to merit Callaway being a top holding in 
the portfolio.

Malibu Boats has likewise enjoyed continued mo-
mentum in its core business as boat sales general-
ly have continued to increase and as performance 
boats have outpaced industrywide growth rates 
this year.  While we are cautious on the potential 

for a slowdown in consumer spending on highly 
discretionary boat purchases, we believe that the 
next chapter of the company’s story is its consoli-
dation strategy.  In the past 18 months, Malibu has 
executed two acquisitions of smaller, regional boat 
manufacturers that diversify the company’s brand 
portfolio, give them exposure to other types of 
boating, and give some scale and operational ef-
ficiency to a business that has long been a mom-
and-pop industry.  Through their purchase of Co-
balt (luxury boats) and Pursuit (saltwater fishing), 
Malibu has grown without stretching its balance 
sheet or its operational abilities.  We are optimis-
tic about the fruits of this strategy in the years to 
come.

RigNet Inc. (RNET, $390mn market cap) was our 
third largest contributor to performance in the 
third quarter, and the best-performing stock in 
the portfolio.  In a quarter where small cap energy 
stocks were down, RigNet was a positive outlier.
The basic business of RigNet is to provide telecom-
munication services to offshore and land drilling 
rigs.  In contrast to much of the energy industry, 
the business is relatively predictable, recurring in 
nature, and nicely profitable (20% EBITDA margins 
were the norm before the energy bust of 2014-15).  
This niche industry is also essentially a duopoly be-
tween RigNet and its primary competitor.

While it is difficult for a customer to displace Ri-
gNet’s services once equipment is installed on a 
rig, it is not difficult to shut off if a rig is taken out 
of service or “cold stacked.”  That is precisely what 

Top Contributors: Third Quarter 2018

Holding Average 
Weight

Total 
Return

CTR**
(bps)

Callaway Golf Co. 4.75% 28.10% 121

Malibu Boats Inc. 2.99% 30.47% 86

Etsy Inc. 4.21% 21.78% 83

Rignet Inc. 0.97% 97.57% 66

Hackett Group 2.38% 25.39% 53
**CTR represents the contribution to total attribution in basis points. Attribution data 
is reflective of a representative portfolio in the small cap strategy.
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has happened over the past five years, as offshore 
rig counts globally have fallen by half (source: Bak-
er Hughes).  However, with a recent pickup in crude 
oil prices and renewed drilling activity has come an 
uptick in the number of rigs globally and a glimmer 
of hope that RigNet may return to growth once 
again.  In large part, we believe this realization by 
investors is what has led to such a dramatic share 
price increase recently.  It is a good example of an 
attractive business model going through a painful 
cyclical downturn that may be mercifully ending.

On top of this cyclical turnaround, we believe 
that there is more to be excited about with the 
company today than there was before the ener-
gy downturn.  RigNet management has not stood 
still during this period, but instead has executed 
a series of tuck-under acquisitions to bolster their 
value proposition to customers by adding analyt-
ics and applications.  As more investors sit up and 
take notice of the growth and operating leverage 
that we believe is ahead for the company, there 
is a strong case to be made that the company is 
more valuable today and has, in effect, widened its 
competitive moat.

Portfolio Activity

The Punch Small Cap Strategy ended the quarter 
with 48 total positions, with no new holdings add-
ed to the strategy and none exited in the quarter.  
While we did not “pull the trigger” on any of our 
watchlist names in the past three months, we did 
actively manage position sizes, with five separate 

increases to existing positions and four trims.  To-
tal strategy turnover over the past twelve months 
has been 21%.

Our largest position as of September 30th was Cal-
laway Golf Co., at 5.5% of the portfolio, and the 
top ten positions accounted for 37.2% of total 
market value.

Conclusion

Over the years, we have often included citations 
from the most successful investor of our lifetime, 
Warren Buffett. We anticipate each annual letter 
from the Berkshire Chairman in the same way chil-
dren wait for Christmas morning. While Mr. Buffett 
is often thought of as a value investor (somebody 
who likes a good deal), he modified this philosophy 
in a 1989 letter to shareholders when he wrote, “It 
is far better to buy a wonderful company at a fair 
price than a fair company at a wonderful price.” 
This one sentence seemed to mark the start of Mr. 
Buffett’s evolution from a “deep value” investor – 
who enjoyed buying dollars for 60 cents – into a 
growth investor.

Several decades earlier, Buffett’s Columbia Busi-
ness School professor and mentor, Ben Graham, 
delivered a speech before the annual Convention 
of the National Federation of Financial Analysts 
Societies.  A quote from this speech, originally de-
livered in 1958, seems like it could have been cited 
yesterday: 

In short, Buffett seems to have strayed from Gra-
ham’s teaching.

As we embark upon the fourth quarter of 2018 
and reflect upon the last 10 years, we see a fair-
ly one-sided investing world. Growth has outper-
formed value across almost all equity asset classes 
from small cap to large cap, both domestic and in-
ternational. 

“[T]oday’s investor is so concerned with anticipat-
ing the future that he is already paying handsome-
ly for it in advance. Thus what he has projected 
with so much study and care may actually happen 
and still not bring him any profit. If it should fail to 
materialize to the degree expected he may in fact 
be faced with a serious temporary and perhaps 
even permanent loss.”

Annualized Returns 
Value vs. Growth

9-30-08 to 9-30-18

Source: Bloomberg and Punch & Associates
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We note that, through the first three quarters of 
2018, the S&P 500 Growth Index has returned 
nearly 17%, while the S&P 500 Value Index has lan-
guished at a less than 4% return.

Over the last 10 years, growth investors have 
strengthened their conviction, while value inves-
tors have been left muttering to themselves. Pay-
ing 60 cents for a dollar doesn’t matter if nobody 
is willing to pay you more for it later. The longer 
history of buying value priced stocks seems more 
compelling. Since 1979 the Russell 2000 Value In-
dex has produced an annualized return of 11.3% 
versus 9.2% for the Russell 2000 Growth Index.

While Howard Marks (the inimitable and oft-quot-
ed chairman of Oaktree Capital) is a close friend 
of Buffett’s, he may prefer his own advice for the 
current environment. On July 1, 2003, he wrote:

We agree with Marks. In 2009, some of the best 
performing stocks over the coming several years 
were those of companies that were struggling to 
survive. In contrast, the stocks of some higher 
quality companies fared more moderately over the 
same timeframe. 

Daily, a critical component of our process is iden-
tifying extreme investor sentiment. We tend to 
have more success searching for companies in ar-
eas where expectations are low. Currently, with 
the wide disparity of returns between the growth 
and value camps, there appears to be no shortage 
of both low expectation and high expectation sit-
uations. Growth investors are on a roll, and they 
are feeling good; value investors are humbled and 
wondering whether they have lost their touch. 
We’ve heard the phrase, “Buy humility, and sell 
hubris.” This is why, almost 10 years into this stock 
market recovery, we are still optimistic that we can 
deploy capital successfully.

We’ve said this before: Investing is hard. Most of 
the errors we see investors make are behavioral 
mistakes that fail to acknowledge these words. In-

vestors who internalize these words in every mar-
ket environment may have a better chance of en-
joying a full measure of success. Assume that it will 
always be difficult to make money in the markets, 
and then be surprised when it is easy. Not the oth-
er way around.

“For a value investor, price has to be the starting 
point. It has been demonstrated time and time 
again that no asset is so good that it can’t become 
a bad investment if bought at too high a price. And 
there are few assets so bad that they can’t be a 
good investment when bought cheap enough.” 
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Punch & Associates Investment Management, Inc. (Punch & Associates) is a registered investment adviser; registration as an investment adviser does not imply a certain level of skill or training. Information 
presented herein is subject to change without notice and should not be considered as a solicitation to buy or sell any security. Information presented herein incorporates Punch & Associates’ opinions as of the 
date of this publication and is subject to change without notice. Forward-looking statements are subject to numerous assumptions, risks, and uncertainties, and actual results may differ materially from those 
anticipated in forward-looking statements. As a practical matter, no entity is able to accurately and consistently predict future market activities. While we make efforts to ensure information contained herein is 
accurate, Punch & Associates cannot guarantee the accuracy of all such information presented. Material contained in this publication should not be construed as accounting, legal, or tax advice.

Composite performance is shown net of fees and brokerage commissions paid by the underlying client accounts. Certain client accounts have directed us to reinvest income and dividends, while others have directed 
us to not reinvest such earnings. As such, performance data shown includes or excludes the reinvestment of income and dividends as appropriate, depending on whether the account has directed us to reinvest 
income and dividends. Past performance is no guarantee of future results, and investing in securities may result in a loss of principal.

Punch & Associates claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the GIPS® standards. Please refer to the 
attached Composite Profile and Schedule of Performance for information regarding Punch & Associates’ compliance with GIPS® standards.

The reference to the top five and bottom five performers within the Punch Small Cap Equity Strategy portfolio is shown to demonstrate the effect of these securities on the strategy’s return during the period 
identified. Punch & Associates calculated this attribution data using a representative institutional client account which: 1) imposed no material restrictions related to investments made; and 2) was fully invested 
in the Punch Small Cap Equity Strategy during the entire time period shown. The holdings identified do not represent all of the securities purchased, sold, or recommended for advisory clients during the period 
of time shown. Past performance does not guarantee future results; therefore, it should not be assumed that recommendations made in the future will be profitable or will equal the performance of the securities 
in this list. Please contact Punch & Associates at andy@punchinvest.com or (952)224-4350 to obtain details regarding our calculation methodology or to obtain a list showing every holding’s contribution to the 
overall strategy’s performance during the period of time shown.

We compile company specific information referenced in this commentary from a variety of sources including SEC filings, quarterly and annual reports, conference calls, conversations with management teams, 
and Bloomberg LP.

Any benchmark indices shown are for illustrative and/or comparative purposes and have only been included to show the general trend in the markets in the periods indicated. Such indices have limitations when 
used for comparison or other purposes because they may have volatility, credit, or other material characteristics (such as number and types of securities or instruments represented) that are different from those of 
the Composite and/or any client account, and they do not reflect the Composite investment strategy or any other investment strategies generally employed by Punch & Associates. For example, the Composite, or 
a particular client investment portfolio will generally hold substantially fewer securities than are contained in a particular index. *Inception of the Punch Small Cap Equity Strategy was March 31, 2002. **CTR 
represents the contribution to total attribution.

*Some index performance information has been gathered from Furey Research Partners with permission.

- 7 -

Punch Small Cap Equity Strategy
2018 Third Quarter Commentary



 

1 

Punch & Associates Investment Management, Inc.

Small Cap Composite

Composite Profile and Schedule of Performance

As of June 30, 2017

Annual Performance History Composite Benchmark Year-End

3-Year 3-Year Composite Year-End

Small Cap Small Cap Std Deviation Std Deviation Number of Assets Firm Assets

Year Gross of Fee Net of Fee Benchmark1 (%)2 (%)2
Portfolios ($mil) ($mil) Dispersion2

2002 (since 3/31) -15.21 % -15.85 -23.53 % N/A N/A 12 5.1$                103.9$                 4.9                  % N/A

2003 55.64 54.21 47.25 N/A N/A 29 12.9                167.3                   7.7                  6.8%

2004 21.93 20.68 18.32 N/A N/A 52 21.0                206.2                   10.2                4.8%

2005 13.02 11.80 4.55 N/A N/A 67 23.8                258.7                   9.2                  3.3%

2006 22.83 21.75 18.37 N/A N/A 98 38.8                335.0                   11.6                3.3%

2007 3.65 2.65 -1.57 N/A N/A 272 103.9              397.0                   26.2                3.7%

2008 -33.54 -34.18 -33.80 N/A N/A 243 65.5                261.5                   25.0                2.1%

2009 32.65 31.41 27.20 N/A N/A 257 85.2                340.4                   25.0                3.3%

2010 18.87 17.77 26.85 N/A N/A 283 108.4              395.6                   27.4                1.0%

2011 0.81 -0.14 -4.18 20.7 25.3 284 113.6              475.6                   23.9                0.7%

2012 20.07 19.04 16.34 17.4 20.5 292 152.4              613.6                   24.8                0.8%

2013 42.63 41.52 38.82 13.6 16.7 320 266.1              832.7                   32.0                0.9%

2014 -0.21 -0.91 4.89 12.8 13.3 328 265.0              905.7                   29.3                0.7%

2015 0.51 -0.26 -5.11 15.7 14.2 330 254.7              938.1                   27.2                0.8%

2016 20.95 19.93 20.35 17.6 16.0 350 307.4              1,101.0                27.9                1.2%

2017 (6/30) 2.51 2.08 5.00 N/A N/A 374 324.5              1,161.0                28.0                N/A

Cumulative 420.91 353.69 237.41    

Small Cap Small Cap

Period Gross of Fee Net of Fee Benchmark1

1 Year 23.60 % 22.58 % 24.61 %

3 Year 7.52 6.66 6.82

5 Year 14.69 13.79 13.35
Since Inception 12.28 11.19 8.91

The Composite creation date is December 31, 2005.  The creation date is the date in which Punch started reporting returns at the strategy level while they had previously been reported at the account level.

1The Russell 2000 Index is the Composite's benchmark.
2See Note 7 for discussion of the composite dispersion and 3-year standard deviation calculation.  N/A indicates statistics are not required to be presented for the time period pursuant to GIPS.

Punch & Associates Investment Management, Inc. (Punch) claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the GIPS standards.  
Punch has been independently verified for the periods from April 1, 2002 through June 30, 2017. 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 in compliance with the GIPS standards. The Small Cap Composite has been examined for the periods from 
April 1, 2002 through June 30, 2017. The verification and performance examination reports are available upon request.

Firm Assets 

Annualized Performance History

Percent of

Total

 
 
See Notes to Composite Profile and Schedule of Performance
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Note 1. Organization and Nature of Business 

Punch & Associates Investment Management, Inc. (Punch) is an investment adviser registered with the 
Securities and Exchange Commission under the Investment Advisers Act of 1940. The term "Firm," as 
defined by Global Investment Performance Standards (GIPS©), represents Punch & Associates 
Investment Management, Inc. 
 
The Punch Small Cap Strategy (Small Cap Composite) invests in U.S. listed public companies with 
market capitalizations between $250 million and $2 billion. Companies from the small cap universe are 
selected on the basis of economically attractive business models, accelerating fundamentals, cash flow 
characteristics, valuation relative to cash flow, and general investor recognition. 
 
This description of products and services of the Small Cap Composite (the Composite) is not an offering. 
Past performance is not an indication or a guarantee of future results. Investments are subject to risk and 
may lose value. A list of our composite descriptions and our policies for valuing portfolios, calculating 
performance, and preparing compliant presentations are available upon request. 
 

Note 2. Performance Presentation Standards 

This report includes all of GIPS' mandatory disclosures as well as additional disclosures deemed prudent 
by Punch's management. Investment philosophies did not change materially during the reporting periods 
or from period-to-period. 
 

Note 3. Accounting Policies 

All assets and liabilities in the Composite are reported on a fair value basis using U.S. Generally 
Accepted Accounting Principles.  Investment transactions are recorded on a trade date basis.  Dividends 
are reported on pay date basis.  Punch’s policies for valuing portfolios, calculating performance, and 
preparing compliant presentations are available upon request. 
 

Note 4. Valuation Methodologies 

The Composite values all of its investments at fair value in accordance with Financial Accounting 
Standards Board (FASB) Accounting Standards Codification 820 (“Fair Value Measurements”) and the 
GIPS Valuation Principles.  The Composite invests in Level 1 securities (i.e. marketable securities for 
which prices are readily available). 
 

Note 5. Calculation of Rates of Return 

The portfolio returns for the period are based in U.S. dollars and have been calculated using a time-
weighted, monthly, geometrically linked rate of return formula to compute quarterly percentage returns. 
Each portfolio's monthly rate of return is the monthly percentage change in the market value, including 
earned interest and dividends, after allowing for the effects of cash flows. 
 
The monthly composite rate of return calculation is weighted by beginning values. This results in an 
asset’s size-weighted rate of return. Security transactions and any related gains or losses are recorded 
on a trade-date basis.  
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Note 6. The Composites 

Punch has established composites for all fee-generating portfolios for which it has full discretionary 
investment decision-making authority. Punch's client base within the composites was comprised of 
institutional and individual investors with a minimum asset balance of $100,000. No alterations have been 
made to the composites as a result of changes in investment professionals. In addition, Punch is the 
investment adviser to transitory portfolios that were not eligible for inclusion in any composite because the 
portfolios are either new for the month first funded, or the portfolios had restructuring which took place 
during the month.  
 
The Small Cap Composite is one of several composites managed by Punch. Punch’s list is available 
upon request. 
 
Performance is based on total assets in the portfolio, including cash and substitute securities. Generally, 
a portfolio will enter a composite on the first day of the first full month following its inception. A portfolio is 
removed from a composite as of the last day of its last full month. Historical performance results include 
the results of clients who are no longer clients of Punch. Each composite is comprised of separately 
managed portfolios. 
 
The Composite is subject to Punch’s large cash flow policy which defines a cash withdrawal of more than 
10 percent of the portfolio’s market value as a large cash flow which requires the Composite to be valued 
at the date of the withdrawal. This policy has been in effect for the periods from April 1, 2002 through 
June 30, 2017. 
 

Note 7. Composite Dispersion 

Composite dispersion measures represent the consistency of a firm’s composite performance results with 
respect to an individual account’s portfolio returns within a composite. Account dispersion is measured by 
the standard deviation from the central tendency (mean return).  
 
The dispersion of the annual returns of the Composite is measured by the asset-weighted standard 
deviation method. Standard deviation attempts to measure how much exposure to volatility was taken 
historically by the implementation of an investment strategy. Only portfolios that have been managed for 
the full year have been included in the annual dispersion calculation of the Composite. Effective for the 
year ended December 31, 2011, GIPS requires the presentation of the three-year annualized standard 
deviation. This statistic measures the volatility of returns for the Composite and benchmark over the 
preceding 36-month period. 
 

Note 8. Investment Management Fees 

The net performance results set forth in the Schedule of Performance reflect the deduction of actual 
investment management fees. The standard fee structure is based on 1 percent of assets per annum on 
all discretionary assets unless otherwise specified. Prior to December 31, 2005, the fee structure was 
variable based on strategy and account size, not to exceed 1.5 percent per annum. 
 
Account minimums and fees are negotiable on a case-by-case basis due to potential growth, size and 
services rendered.  
 

Note 9. Comparison with Market Index 

Punch compares its Small Cap Composite returns to a certain market index management believes has 
similar investment characteristics. The returns of this index do not include any transaction costs, 
management fees or other fees. This index is the Russell 2000 Index. 
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