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Periods greater than 1 year are annualized
1DCM inception was June 30, 2008

Performance Summary

The DCM Small Cap Value Strategy returned 0.26% (gross of fees) compared with -0.57% for the Russell 2000 Value Index 
for the quarter ending September 30, 2019.

Macro factors ended the quarter as a tailwind for the portfolio, but that simple headline does not tell the full story. For two 
months out of the quarter, it seemed as though the market was continuing with the same trends from the second quarter, 
which in turn were a continuation of the broad trends for the last three years: momentum and growth stocks beating value 
stocks. However, September ushered in a welcomed (for value investors) trend change as value stocks beat growth stocks 
in the last month of the quarter by a sizeable margin.   

Small Cap Value vs Growth (sources: Bloomberg and Russell):

The portfolio benefited from this change in sentiment by having less exposure to momentum stocks versus the benchmark 
Russell 2000 Value Index. The portfolio also benefited from owning stocks with lower volatility and higher profitability 
relative to the benchmark as those two factors performed well this quarter. 

However, the late quarter rally was fueled not only by value stocks, but also by lower quality stocks that have higher 
balance sheet leverage. As such, our high-quality bias hindered our exposure to the leverage factor at the end of the 
quarter. Even though the portfolio did not participate in the September value stock rally to the extent we might have hoped, 
it was not completely unexpected because of the low-quality nature of the rally. We continue to have solid conviction in 
our process of selecting only the highest quality names that also sport low valuations within our normalized valuation 
framework, and we continue to find opportunities that fit this criterion. We hope to see the market’s sentiment continue 
to trend towards favoring value, and within that a marketplace in which low quality companies with weak balance sheets 
are not disproportionately rewarded solely due to low interest rates. We hope to see companies that have strong balance 
sheets with stock prices that happen to carry low valuations also rewarded to the same, if not to a greater, extent.

In total, the macro factor backdrop was more constructive for the portfolio this quarter given the sharp September reversal 
of the prior trend. We feel this trend change away from growth/momentum and back towards value might have some 
durability that has been lacking the last three years. We might be in the midst of a psychological shift in the market where 
future earnings are not capitalized quite as high as they have been recently, even though interest rates continue to be low. 
Part of that psychological shift is demonstrated by the market placing more emphasis on current cash flow and profitability 
versus hoped for profitability; meaning, profitability that is far off into the future before it will be realized. One specific 

Periods Ended 9/30/19 (%) QTR YTD 1 Yr 3 Yr 5 Yr 10 Yr S. I.1

DCM Small Cap Value (gross) 0.26 13.59 -2.66 5.71 7.03 11.56 10.19

DCM Small Cap Value (net) 0.05 12.88 -3.48 4.81 6.03 10.45 9.08

Russell 2000 Value -0.57 12.82 -8.24 6.54 7.17 10.06 8.06

Performance Comparison1
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example of this has been the relatively poor performance from high profile “unicorn” IPO’s such as Uber, Lyft, Chewy, 
SmileDirectClub, Peloton, etc. - not to mention the failed IPO of WeWork. While these trend changes do not typically 
happen in a straight line, and we expect to see fits and starts, it does appear the market may have possibly reached its 
limits on imagination and might be shifting back to current tangible cash flow and profitability. 

As a reminder, currently 31% of the Russell 2000 Value Index constituents do not show GAAP profitability over the last 
year, and 41% do not show positive free cash flow. Thus, if this type of psychological shift towards profitability and cash 
flow generation proves to have staying power, it could be beneficial to high quality active mangers relative to the index. 

Sector Drivers

 GICS Sectors
Average Weight Stock Level Returns Portfolio Impact

 Port  Bench  Active Port Bench Contribution Attribution

Energy 2.8% 6.5% -3.7% -13.4% -21.0% -39 bps 119 bps
Materials 7.3% 4.5% 2.8% 4.2% -5.0% 27 bps 67 bps
Communication Services 2.8% 2.5% 0.3% 4.5% -5.5% 16 bps 27 bps
Consumer Staples 7.6% 2.5% 5.1% 3.3% 4.7% 33 bps 25 bps
Financials 27.7% 30.5% -2.7% 1.1% 0.2% 45 bps 19 bps
Industrials 20.8% 12.6% 8.2% -0.5% -1.4% -14 bps 10 bps
Utilities 3.6% 6.3% -2.8% 7.9% 4.4% 29 bps 0 bps
Health Care 5.1% 5.0% 0.1% -9.8% -7.9% -52 bps -10 bps
Consumer Discretionary 5.1% 9.6% -4.6% 0.0% 5.3% -2 bps -55 bps
Real Estate 6.6% 11.4% -4.7% 1.2% 5.8% 8 bps -60 bps
Information Technology 6.8% 8.7% -1.9% -3.3% 4.5% -29 bps -63 bps

(see disclosures)

The best performing sector relative to the benchmark for the quarter was Energy. The outperformance was a result of solid 
stock selection along with being underweight the worst performing sector in the benchmark this quarter. A slowdown in 
shale drilling activity led to an acute decline in the prices of small cap energy stocks with the benchmark holdings down 
nearly 21% versus the portfolio’s higher quality holdings down “only” approximately 13%. Concerns about a worldwide 
growth slowdown also contributed to the decline in the sector. While we recognize the inherent volatility of the Energy 
sector and acknowledge the potential secular concerns from alternative forms of energy, we also observe that a great deal 
of capacity has come out of the sector. Using sector total assets as a crude (no pun intended) proxy for industry capacity, 
we see that the large cap energy sector has had assets decline 17-18% over approximately the last five years, while small 
cap energy sector assets have declined approximately 60-65% over the same time frame.  Meanwhile, total assets for 
the sector have started to grow again after the large five-year decline, which could imply that supply and demand is more 
in balance at this point. We are on the lookout for high quality companies with very strong balance sheets that can take 
advantage of weaker players during these difficult times for the oil patch.         

The second best performing sector relative to the benchmark for the quarter was Materials. The outperformance was due 
mostly to better than benchmark stock selection and, to a lesser degree, the portfolio’s overweight stance relative to the 
benchmark. From the end of May to the recent high in early September, the price of gold rose more than 20%. This led the 
portfolio’s sole gold miner to have strong outperformance (discussed below in the individual stock section). The Chemicals 
and Containers & Packaging industries also chipped in with solid performance this quarter. We took advantage of the 
outperformance of many of the Materials holdings and reduced the most weight from this sector in the quarter. 

The worst performing sector relative to the benchmark for the quarter was Information Technology. The underperformance 
stemmed from below benchmark stock selection as well as from the portfolio’s underweight positioning relative to the 
benchmark. Most of the underperformance can be explained by one holding in the Communications Equipment industry 
(discussed below in the individual stock section) combined with a lack of exposure to the Semiconductors & Semiconductor 
Equipment industry. Given our high quality process, we often find it difficult to unearth small cap semiconductor stocks 
that pass our quality filters when viewed over a full cycle. We seek enduringly profitable companies, and it is difficult to 
assess the durability of the returns on capital in the Technology sector in general, and in the Semiconductor industry in 
particular. However, we are always on the lookout for Technology stocks that pass our quality filters, and we continue to 
be diligent in scouring the sector for opportunities.

The second worst performing sector relative to the benchmark for the quarter was Real Estate. The underperformance 
was due to the portfolio’s underweight positioning, as well as from below benchmark stock selection. With the 10-year 
Treasury yield falling from 2.00% at the start of the quarter to a low of 1.46% in early September, REIT’s stock prices rallied 
along with other bond proxies such as Utilities stocks. In fact, REIT’s were the best performing sector in the benchmark 
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this quarter. In addition to being underweight the benchmark, the portfolio also had one hotel REIT that missed earnings 
estimates this quarter, driving its stock price down double-digits on a percentage basis, while the sector was up nearly 
6% on average. 

 Top 10 Contributors/Detractors

  Top 10 Contributors Average % Weight Contribution 
1 FRESH DEL MONTE  1.61 64 bps
2 ALAMOS GOLD INC  0.71 30 bps
3 HEARTLAND EXPRESS  1.57 28 bps
4 PROASSURANCE CORP  2.17 25 bps
5 VALVOLINE INC  1.50 25 bps
6 SCHOLASTIC CORP  1.34 21 bps
7 BMC STOCK HOLDINGS  0.77 20 bps
8 G III APPAREL  0.21 19 bps
9 SABRA HEALTH CARE  1.10 19 bps
10 AVISTA CORP  2.02 18 bps

  Top 10 Detractors Average % Weight Contribution
1 MAGELLAN HEALTH  2.21 -41 bps
2 INTERDIGITAL INC  2.06 -38 bps
3 RPC INC  1.39 -34 bps
4 CADENCE BANCORP  1.47 -30 bps
5 RESIDEO TECHNOLOGIES  1.06 -28 bps
6 ANDERSONS INC  1.47 -27 bps
7 COREPOINT LODGING  1.63 -27 bps
8 TRINSEO SA  0.40 -23 bps
9 RYDER SYSTEM INC  1.47 -20 bps
10 REGAL BELOIT CORP  1.70 -19 bps

Selected Contributor(s) to Performance

The largest contributing stock in the quarter was Fresh Del Monte Produce (FDP). FDP is one of the world’s leading vertically 
integrated producers of fresh cut fruit and vegetables, as well as a leading producer of prepared fruit and vegetables, 
juices, beverages, snacks, and desserts. It has the #1 market share of fresh pineapples worldwide, the #1 market share of 
fresh-cut fruit in the U.S., Canada, Japan, U.K., UAE & Saudi Arabia, and has the #3 market share in bananas worldwide. 
With its recent acquisition of the Mann Packing Company, it also gained #1 market share in various niche vegetable 
categories. FDP’s earnings have been under pressure the last three years on account of the banana market being in an 
oversupplied position as well as from rising logistics costs. We have continued to hold the position given the company’s 
strong market share in its business lines as well as its solid asset value that is derived from its ownership of its plantations 
and much of its logistics network. On September 23rd, it was announced that FDP would be entering the S&P 600 Index. 
The day after the announcement, FDP’s stock price surged more than 20%. The large one-day price move closed nearly all 
of FDP’s relative valuation discount that we had determined using our estimate of normalized earnings power. Importantly, 
this price move was based on a nonfundamental factor, it was caused only from FDP being added to an index. We took 
advantage of the situation and exited the position using the significant demand for shares from the indexed products that 
track the S&P 600 Index.   

The second largest contributing stock in the quarter was Alamos Gold (AGI). AGI is a Toronto, Canada based intermediate 
gold miner that acquires, explores, and produces gold from mines located primarily in Canada and Mexico. It has four main 
operating mines in North America: the Young-Davidson and Island Gold mines in Canada and the Mulatos and El Chanate 
Mines in Sonora, Mexico.  It also has a portfolio of projects in Turkey and the United States. We first purchased AGI in early 
December of last year at a time when gold miners had dramatically underperformed the market as the gold bull market 
that ended in 2011 had dropped the price of gold from a high of $1,900/oz in 2011 to a low of approximately $1,050/oz in 
2015. The price of gold was around $1,241/oz when we entered the AGI position last December. Using industry total asset 
growth as our guide, we estimated that a lot of capacity had come out of the industry in the eight years of declining gold 
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prices since 2011. In addition, commercial futures traders went net long gold futures last September for the first time in 
17 years (they are typically materially net short over time to hedge production as money managers balance out contracts 
with net long positions). The last time commercial traders were net long was in 2001 when the price of gold was about to 
go from $250/oz to nearly $1,900/oz in 10 years. Along with this positive macro setup for gold prices, from a bottom up 
standpoint, AGI was a gold miner with net cash on the balance sheet, it had growth projects that were fully funded, it paid 
a dividend, and it was temporarily underearning its normalized earnings power due to transitory issues at its largest mine 
(Young-Davidson) such as downtime due to extreme weather, forest fires, and power outages. This downtime lowered the 
daily mining rate, which created negative leverage on operating costs. From our first purchase of AGI in early December 
of last year, gold prices rose 25% from approximately $1,241/oz to a high of $1,554/oz in early September of this year. 
Meanwhile, AGI’s stock price had more than doubled since our first purchase by early August of this year compared to a 
flat performance for the benchmark Russell 2000 Value. Given this strong price move, AGI had reached a price that we 
deemed as fairly valued, thus we exited the position with a nice gain.

Selected Detractor(s) from Performance

The largest detracting stock in the quarter was Magellan Health (MGLN). MGLN provides healthcare management services 
to health plans and other managed care organizations. It operates in two segments: Healthcare and Pharmacy Management. 
The Healthcare business manages behavioral healthcare services and employee assistance program services. The 
Pharmacy Management segment provides specialty pharmacy benefit management (PBM) services. MGLN’s earnings have 
been uneven over the past year as it has missed earnings expectations due to contracts in its Healthcare segment, where 
implementation and startup costs were running above expectations, and also due to lost contracts within its Pharmacy 
Management segment. A portion of the lowered earnings level is transitory by our estimation, yet some of it has caused us 
to lower our normalized earnings power estimate more permanently. Even so, we believe MGLN remains attractively valued 
on a lower normalized earnings power estimate. In addition, MGLN has reportedly been in talks with multiple suitors that are 
interested in purchasing all, or parts, of its business. With two activist shareholders involved to potentially help facilitate a 
transaction, we continue to maintain a sizeable position in MGLN.   

The second largest detracting stock in the quarter was InterDigital (IDCC). IDCC develops and licenses circuitry designs, 
software, and other technology important to wireless communications standards. It licenses its technology patents 
to companies that make smartphones, tablets, notebook computers, and other wireless devices. In addition, its recent 
acquisition of Technicolor provides IDCC access to video and visual technology patents that will be tied not only to wireless 
devices, but also additional consumer electronics that will benefit from the Internet of Things (IoT). IDCC holds more than 
19,000 patents or pending patents based on its research and development efforts. IDCC’s stock price has been a victim 
of the U.S./China trade dispute. By way of illustration, IDCC’s current total revenue base is approximately $300 million, but 
it has potentially approximately $200 million in patent license revenue that it is negotiating with Chinese handset makers 
currently using IDCC’s technologies (including Huawei). Because of the economics of patent royalties, nearly all of that 
$200 million would fall to the bottom line (net income) outside of litigation costs related to settling the disputes. Given the 
heightened angst regarding U.S./Chinese trade relations, the market is placing virtually no value on these potential licenses, 
and as a result, this has pressured IDCC’s stock price. Even if the Chinese license revenue fails to materialize, we believe 
that IDCC has multiple growth avenues beyond winning the outstanding Chinese handset makers licensing disputes. These 
growth avenues include establishment and growth of 5G wireless technology standards in which IDCC will be a member, 
entering the consumer electronics/IoT markets, and auto manufacturers complying with wireless connectivity standards 
patents while paying royalties to the Avanci licensing pool. The nature of patent licensing is inherently lumpy and leads to 
volatile and hard to model earnings; however, when viewed as normalized earnings power over a full cycle, we feel IDCC 
currently represents unrecognized value in the Technology sector. We maintain a sizeable position in IDCC. 
    
Current Positioning

The portfolio’s largest overweight sectors relative to the benchmark are currently in the Industrials and Consumer Staples 
sectors.  The largest underweight sectors relative to the benchmark are currently in the Real Estate and Consumer 
Discretionary sectors. Throughout the quarter, we added the most weight to the Financials and Industrials sectors, while 
reducing the most weight in the Materials and Consumer Staples sectors. As always, these relative weights are a residual 
of our bottom up opportunities and not based on a top down macro call on the market or economy.

We continue to believe the small cap value space, in general, is ripe for reversion to the mean, and we believe the DCM 
Small Cap Value portfolio in particular, is positioned well from a relative risk adjusted basis. We also feel from a more 
anecdotal perspective that the environment is becoming more constructive for our high quality, value style of investing. We 
are seeing high quality stocks that we successfully sold at higher levels, come back down to within our buy price ranges. 
We are finding some interesting, reasonably valued, somewhat longer tailed fundamental stories that might be able to play 
out over multiple years. It has been a while since we have felt that way about our new additions to the portfolio, so that 
is leaving us fairly constructive, even in the face of macro uncertainty both on the growth front as well as the political and 
policy front.   

We remain focused on the fundamentals of the companies we own, and the price we are paying for those fundamentals. 
We are confident that a steadfast application of our proven and disciplined process should produce favorable results over 
time.
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ABOUT DEAN CAPITAL MANAGEMENT, LLC
Dean Capital Management, LLC (“DCM”) is an employee-owned registered investment 
advisor founded in March 2008. Located in Overland Park, Kansas, DCM is a long-only, 
fundamental U.S. Value equity manager. DCM manages portfolios across the 
capitalization spectrum for institutional clients, financial intermediaries and advisors. 

DCM is majority-owned by the founding principals, who also comprise the investment 
team.  Additionally, all investment professionals maintain
significant personal investments in DCM managed products, further aligning the 
investment team with our clients.

Disclosures

Dean Capital Management, LLC (DCM) is an independent investment management firm owned by LLC members and enti-
ties affiliated with C.H. Dean, LLC.  The firm manages a variety of equity and fixed income assets for institutional and indi-
vidual investors. DCM claims compliance with the Global Investment Performance Standards (GIPS). Past performance is 
no guarantee of future results.

The information provided in this report should not be considered a recommendation to purchase or sell any particular se-
curity. There is no assurance that any securities discussed herein will remain in an account at the time you receive this re-
port or that securities sold have not been repurchased.

The Small Cap Value style uses value oriented equities, the majority of which have a market capitalization of less than $3.5 
billion at purchase. The strategy is typically invested 90%-100% in equity positions, and the number of holdings typically 
ranges between 50 and 80. The remainder of the portfolios is typically invested in short term U.S. Treasury Bills or other 
cash equivalents. 

Future performance based on prior results should not be assumed. The Russell 2000 Index measures performance of the 
small-cap segment of the market and includes approximately 2000 securities based on a combination of their market cap 
and current index membership. The Russell 2000 represents approximately 10% of the Russell 3000 total market capitaliza-
tion. The Russell 1000 and Russell 2000 Indexes are subsets of the Russell 3000 Index.  

The Russell 2000 Value Index measures the performance of those Russell 2000 companies with lower price-to-book ratios 
and lower forecasted growth values. The stocks in the Russell 3000 Value Index are also members of either the Russell 1000 
Value or the Russell 2000 Value indexes. These stock indexes assume reinvestment of dividends and capital gains, and as-
sume no management, custody, transaction, or other expenses. Russell statistics used in this presentation were obtained 
from Russell Investments (www.russell.com).

Performance represents all fully discretionary commission accounts for the respective strategy. A complete list and de-
scription of DCM’s composites and additional information regarding the calculation and reporting of returns is available 
upon request. To obtain a GIPS compliant presentation and/or the firm’s list of composite descriptions please contact us at 
1.913.944.4452.

The securities discussed do not represent an account’s entire portfolio and in the aggregate may represent only a small 
percentage of an account’s portfolio holdings. It should not be assumed that any of the securities’ transactions or holdings 
discussed were or will prove to be profitable, or that the investment recommendations or decisions we make in the future 
will be profitable or will equal the investment performance of the securities discussed herein. The contributors/detractors 
listed do not represent all securities purchased or sold for our clients. To obtain a list showing the contribution of each hold-
ing that contributed to overall performance during the period and the calculation methodology, please call 1.913.944.4452. 
The detailed sector attribution table is specific to the policy portfolio for the strategy. Individual account results may vary.

Gross performance figures do not reflect payment of investment advisory fees, but do reflect deduction of brokerage com-
missions and trading expenses.  Net of fee performance reflects the deduction of advisory fees, brokerage commissions, 
trading and other expenses. Net results reflect the deduction of a model fee equivalent to the highest applicable advisory 
fee. The net compounded effect of the deduction of fees over time will be affected by the amount of the fee, the time pe-
riod, and investment performance. Management fee schedules are available on Form ADV Part 2A.

Performance presents results with all dividend and interest income reinvested and are stated in U.S. Dollar terms.  Leverage 
is not used in any portfolio in these composites.  Certain accounts owned or controlled by DCM or C.H. Dean, LLC employ-
ees are non-fee paying assets and represent the following percentage of the composites: 2008: 29.5%  2009: 29.1%  2010: 
4.1%  2011: 1.9%  2012: 1.1%  2013: 0.7%  2014: 0.7%  2015: 0.5%  2016: 0.4%  2017: 0.3%  2018: 0.3%  2019*: 0.4%.

*A performance examination has been performed on performance results through 12/31/18. A firm-wide verification was 
performed for the periods 1/1/93 through 12/31/18. Data subsequent to 6/30/19 represents preliminary performance re-
sults.


