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“We plan; God laughs” – Old Yiddish Proverb

Coming into January, we were opportunistic about the market. In his prior administration, Trump viewed the

markets as a scorecard for his presidency and we figured deregulation efforts would be a positive. What’s the old

quote about how to make God laugh? Tell him your plans.

Repeat after me. The only thing predictable about Trump is Trump’s unpredictability.

Fortunately, quality was a good place to be. Quality, at its most basic level, is about resilience. It’s the ability to

survive and ideally thrive in a variety of different market conditions. If there was ever a moment quality was made

for, it is right now.

In our younger years, we had some experience with top-down, macro investing. We would develop a thesis about

the big picture outlook and then invest in stocks we thought would outperform in the environment we expected.

We can’t imagine trying to do that now – tariffs on or off, inflation or deflation, pharma good or bad, drill baby

drill or lower oil prices. The extreme binary nature of these issues is hard to navigate.

In contrast, the benefit of investing in quality companies through a bottom-up driven process is that there is, at a

certain point, a tangible economic value to cling to. Brands that possessed value a year ago will still have value. The

amount of value might be up for debate, but we can be confident it exists.

And therein lies the resilience. The companies we invest in are designed to weather storms and hopefully come out

the other side even stronger. And even if we are incorrect about a company or two, the portfolio as a whole

possesses these benefits and is designed to weather such a mistake.

The resilience provides the defensiveness, which is sufficient for now. However, quality is not purely defensive,

and we are looking for opportunities to purchase shares in companies further out on the risk spectrum be they

higher growth, cyclical, or lower valuation opportunities. Unlike 2022 and 2020, we are not yet seeing the same

types of opportunities.

In fact, what is perhaps most surprising is that many companies are still trading at relatively high multiples. To

justify their valuations, these companies would need to continue to grow revenues and cash flow at rates consistent

with economic expansion. This hardly seems like a favorable risk/reward scenario to invest in.
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FIRST QUARTER REVIEW AND OUTLOOK

The portfolio performed as we had hoped in Q1, declining 0.7% versus a decline of 7.5% by the Russell 2500. Our

overweight to Consumer Staples and cash position of over 10% aided our results but otherwise stock selection

drove our relative performance. 

As of quarter end, the portfolio, on average, remained slightly larger than the benchmark and exhibited higher

quality as evidenced by the lower debt levels of our holdings and higher profit growth.

Given the volatility, we are reining in our risk and requiring higher levels of quality for any new purchases. Our

underweight to health care remains notable, and we would like to find a great company in the sector to invest in.

Although we prefer to purchase names with market caps under $5 billion, we are less focused on this right now.

We really, really hate holding excessive cash in the portfolio but feel patience is more important than urgency right

now. 
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SMID STRATEGY RELATIVE PERFORMANCE

Q2 24
Q3 24
Q4 24
Q1 25

Portfolio
-0.8%
7.6%
3.0%
-0.7%

Russell
 2500
-4.3%
8.7%
0.6%
-7.5%

Relative 
Returns

3.5%
-1.1%
2.4%
6.8%

Sources: Koyfin, indexcalculator.ftserussell.com

SMID STRATEGY PORTFOLIO CHARACTERISTICS

As of March 31, 2025

Portfolio
10,687

25.5x
15.4x

3.4x
4.6x

0.8%
16.3%

0.4
9.3%

11.0%

Russell
 2500
7,647
22.8x
12.4x
1.3x
2.1x
1.7%

16.2%
1.1

11.8%
7.4%

Weighted Average Market Cap (in $mil)
Price to Earnings
EV/EBITDA
Price to Sales
Price to Book
Dividend Yield
EBITDA Margin
LT Debt to Equity
3 Yr Revenue Growth
3 Yr EBITDA Growth

Source: Koyfin
Based on a representative account

SECTOR WEIGHTS

As of March 31, 2025

Source: Koyfin
Based on a representative account. Weights in client portfolios may vary.
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UL Solutions

Founded in 1884, UL is the largest testing, inspection, and certification company in the United States. The company develops

standards of quality for consumer and industrial companies with ongoing validation. The company benefits from several

tailwinds including demand for new technologies such as battery power and mobility solutions as well as an increasing

regulatory environment. The company’s standards have brand name recognition, comparable to what Moody’s provides in

credit ratings. Its ongoing inspection and certification provide a base of recurring revenues. Although the stock traded at a

slightly higher multiple than we prefer, ~upper teens EBITDA multiple, we took a small position to start and will look to add

opportunistically.

PURCHASES

BJ’s Wholesale Club

BJ’s is the third largest club retailer in the U.S. behind Costco and Sam’s Club. The company is primarily located in the

northeast. While Costco shares trade at over 30x EBITDA, we purchased shares of  BJ’s at just under 10x EBITDA. We

believe that the company offers a value proposition similar to their competitors but more runway for growth.

SALES

MarketAxess

MarketAxess is a leader in electronic corporate bond trading. We originally purchased the shares as exchanges tend to have

some of the strongest network effects and therefore most defensible businesses. Despite that, they faced competition from

Tradeweb, a rival with niche expertise in adjacent markets. MarketAxess’ stock had already sold off as a result, and we

believed that after some short-term disruption, the company would be fine. However, share losses were larger than expected

and called into question our original thesis. As such, we sold the shares.

Elanco Animal Health

Elanco Animal Health is a leading provider of pharmaceuticals and related products to companion and herd animals.

Although we rarely buy pharmaceuticals focused on human health, we were attracted to animal health as there are few

pressures from the government and insurance, stronger organic growth, and less competition. Despite these favorable

dynamics, Elanco has failed to execute well and is losing market share to rivals. Typically, we like businesses that are strong

enough to endure during periods like this and the company may still do well. However, we sold the shares as we felt the

potential rewards did not justify the risks.

Teradyne

Teradyne is a leading provider of semiconductor equipment and manufacturing robotics. In order of quality, semiconductor

equipment is below software and semiconductors. It tends to be more capital intensive and cyclical than the others. We had

hoped that the growth potential from industrial robotics would dampen cyclicality, but it appears to have done the opposite.

We sold the shares largely over concerns about said cyclicality and the risk/reward it presents.

Cognex

Cognex is a leading provider of vision systems and related instruments for automated manufacturing. The company occupies

a leading position in a niche that we believe is sustainable. However, the company has seen continued pressure on its margins

and returns on invested capital. As this has fallen, their stock price has languished. Had the stock been selling at a lower

valuation, we might have held the shares, but it still sells at over 30x EBITDA, a valuation reserved for companies with

growing profitability. As such, we sold the shares.

Logility Supply Chain Solutions

Formerly known as American Software, we purchased Logility last year. The company made several moves to revise its

corporate governance and subsequently sold the company. Following the acquisition announcement, we sold the shares.
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AAON

AAON designs, manufactures, and sells semi-custom HVAC equipment to businesses across the U.S. and Canada. The

company has been a beneficiary of the build out of data centers across the U.S. The company has performed well. The

combination of concerns about future cap ex into data centers and the company’s high valuation, over 30x EBITDA, led us

to trim the shares. We continue to like the business for the long term and will look to rebuild the position at a more favorable

opportunity.

DocuSign

DocuSign is a leader in electronic signature solutions. We purchased the shares last summer and were rewarded as the shares

rallied almost 60% during the second half of the year. Following the rally, rise in valuation, and emergence of economic risks,

we trimmed the position. We continue to like the business for the long term and will look to rebuild the position at a more

favorable opportunity.

SALES (CONTINUED)

Regards,

Gregory Toppe, CFA

FINAL THOUGHTS

The Small-Mid Cap strategy has continued to perform as expected in a difficult environment. The portfolio continues to be

positioned somewhat defensively as, despite the sell-off, we do not yet see compelling value as we move out on the risk

spectrum. As stocks either decline or earnings catch up to stock prices, we will look to deploy our excess cash. In the

meantime, we continue onward with our umbrellas open.
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