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Market volatility over the last twelve months has been particularly acute, and the third quar-
ter was marked by more action than was obvious on the surface. The quarter ended with a 
major reversal as investors rotated towards lower quality companies that are less profitable, 
more cyclical, and have higher financial leverage, areas we intentionally avoid. 

Following an extension of the U.S. market’s strong rebound in the first half of 2019 and the 
new highs it hit in July, stocks started to pull back in August on recession fears from slow-
ing economic growth and an inverted yield curve. In September, stocks rebounded with a 
change in market leadership that favored small caps over large caps, cyclicals over defensive, 
and value over growth as more favorable economic data seemed to assuage recession fears. 

While there seemed to be greater risk appetite in some parts of the market, it was not 
universal. Unprofitable tech unicorn stocks have come under greater investor scrutiny over 
their paths to profitability, resulting in several failed or aborted IPOs.  Indications that growth 
is slowing were highlighted by mixed economic data and a shift away from ultra-high risk 
assets.  We believe, long-term, we will benefit from our focus on profitable competitively 
advantaged businesses that we believe have the characteristics to survive and thrive in any 
economic environment.

Our Portfolio companies continued to perform well in the third quarter, exhibiting above-av-
erage growth rates, high returns on invested capital, and low levels of financial leverage. On 
a trailing 12-month basis, the weighted average sales growth in our portfolio was just over 
15% with strong conversion to earnings and free cash flow. For the same time period, weight-
ed average return on invested capital was nearly 16% and free cash flow-based returns were 
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• During the third quarter of 2019, the Polen U.S. Small Company Growth Composite Portfo-
lio (the ”Portfolio”) returned  -3.49% gross of fees. This compared to a return of  -4.17% for
the Russell 2000 Growth Index (the “Index”) in the same period.

• For the trailing 12-month period, the Portfolio returned  -0.46% gross of fees compared to
-9.62% for the Index.

• The third quarter ended with a major reversal as investors rotated towards lower quality
companies that are less profitable, more cyclical, and have higher financial leverage, areas
we intentionally avoid.

• Our Portfolio companies continued to perform well in the third quarter, exhibiting above- 
average growth rates, high returns on invested capital, and low levels of financial leverage.

Please reference the supplemental information to the composite performance which accompanies this commentary.
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Please reference the supplemental information to the composite performance which accompanies this commentary.

close to 22%. The weighted-average debt to total capital was 
22%, reflecting shrewd balance sheet management.

Importantly, we think the management teams of our Portfo-
lio companies continue to make value creating reinvestment 
decisions to drive future growth at high returns. Our Portfolio 
metrics compare favorably to the benchmark and reflect our 
investment discipline.

Before reviewing quarterly performance, we encourage our 
investors to study our longer-term results which we believe 
better align with our long-term investment orientation. Peri-
ods of high volatility can make evaluating short-term perfor-
mance difficult.

Performance in the third quarter was driven largely by stock 
selection and industry exposure, especially in the healthcare 
and industrials sectors. Gains were partially offset by weak-
ness in a few of our largest holdings. Some of these holdings 
were the strongest contributors year to date. In these instanc-
es, nothing fundamentally changed. Instead, it seemed to re-
flect the aforementioned rotation in market leadership that 
occurred late in the quarter.

During the quarter, the net impact from sector allocation was 
negligible. Relative performance was largely driven by secu-
rity selection rather than overall sector allocation. Our stron-
gest performing sectors, healthcare and industrials, were 
both sectors in which we were underweight relative to the 
benchmark. However, the stocks we own within those sectors 
meaningfully outperformed the benchmark.

Within healthcare, LeMaitre Vascular, Inc. was a standout 
as was U.S. Physical Therapy, Inc. and AMN Healthcare Ser-
vices, Inc.  Our structural underweight to the unprofitable 
biotechnology industry positively contributed to returns as 
well. Trex Company, Inc., the only industrials company we 
own, was the best performing stock in the Portfolio during the 
quarter. 

Consumer discretionary and financials produced the weakest 
returns. We think the result can largely be explained by the 
quarter’s sharp rotation away from companies and stocks that 
had recently performed well. Fox Factory Holdings, Corp. 
within consumer discretionary and LendingTree, Inc. within 
financials underperformed in the period. While some near-
term issues may be weighing on these two companies, we 
believe market volatility can account for most of the declines.

In terms of factor-driven performance, our style of high-quali-
ty growth investing started strong but then later weakened in 
the quarter. In September’s factor shift, money moved away 
from companies with the highest growth, highest stock mo-
mentum, and highest business profitability. At the same time, 
money moved toward companies with the highest leverage 
and stock volatility.  As a result, value benchmarks outper-

formed growth benchmarks in September and more cyclical 
sectors outperformed more secular sectors. 

As a reminder, we focus solely on profitable companies with 
strong balance sheets that we believe can deliver sustain-
able growth and persistently high returns on invested capital 
across the economic cycle. We expect to underperform when 
profitability is out of favor and when the market is gravitat-
ing to companies with high leverage and high volatility, like in 
September.

Our largest contributors in the quarter, Trex Company, Floor 
& Decor Holdings, Inc., and LeMaitre Vascular, Inc., showed 
relative price strength largely due to consistent growth and 
better-than-expected earnings results. 

Trex Company was the strongest contributor in the quarter 
with the price rising nearly 27%.  The stock reacted favorably 
following guidance that exceeded expectations driven by new 
product demand and, to a lesser degree, catch-up demand 
following a production shortfall in the beginning of the year.  
This reaction followed a period of relatively soft margins—the 
company is investing to add a substantial amount of capacity 
and improve efficiency.  In our view, management is making 
the right decisions by reinvesting in the business to drive or-
ganic growth while using excess cash for select acquisitions 
and stock repurchases.  Additionally, we note that they have 
consistently paid down what little debt they have raised, main-
taining one of the strongest balance sheets in the industry.  
We remain confident in the long-term outlook for Trex as it 
has widened its market leading position in the wood-alterna-
tive decking industry.  We believe Trex stands to benefit from 
the continued shift away from wood decking that represents 
the vast majority of the market.

Floor & Decor Holdings was our second largest contributor 
with the stock increasing 22% in the third quarter. The com-
pany has posted positive results through 2019, which high-
lights the resilience of the business model despite macro fears 
related to tariffs on Chinese imports. In practice, tariffs have 
proven to be a relatively short-term problem thanks to an ex-
cellent management team and supply chain. This resilience, 
along with the very profitable and improving new store eco-
nomics, led the company to report expanding margins in the 
most recent quarter.

The secular factors driving the shift to hardwood flooring 
continue unabated. Same-store sales increased 5.5% ex-
cluding tough hurricane-related comparisons in the Houston 
stores. We continue to believe Floor & Decor has an attractive 
high-return operating model from the top of the organization 
all the way down to the store level, which we feel should allow 
for profitable growth long term.

LeMaitre Vascular was a top contributor in the quarter, with 
the stock increasing 22%. LeMaitre is a uniquely positioned 
medical device company. For its size, it has an impressively 
diversified portfolio, a scaled salesforce driven by its ability to 
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focus on vascular surgeons, pricing power, and a good track 
record for internal and acquired R&D. The company reported 
slightly better revenue growth in the most recent quarter and 
increased their outlook for the full year.

Over longer periods of time, we believe stock prices track 
earnings and cash flow. LeMaitre’s long-term outlook, in our 
view, is attractive because of an aging population, the compa-
ny’s focus on differentiated solutions for niche markets, and 
its repeatable sales process which is driven by new products 
and a strong reputation with vascular surgeons. These factors 
should contribute to sustained cash flow growth in the com-
ing years.

Our largest detractors in the quarter, which included Fox 
Factory Holdings, Ollie’s Bargain Outlet Holdings, Inc., and 
Lending Tree, Inc. showed relative price weakness largely due 
to the major market rotation and reversal intra-quarter as 
well as unique idiosyncratic factors.

Fox Factory Holdings was our largest detractor, down 25% 
in the third quarter. The company is a leader in high perfor-
mance shock absorbers and suspension products used in 
mountain bikes, motorcycles, snowmobiles, ATVs, and SUVs. 
It has a unique product and technology that produces mean-
ingfully better results, which has made the company a gold 
standard for professional athletes and enthusiasts.

While it was one of our biggest contributors in the second 
quarter, Fox Factory shares were down in the third quarter 
despite no change in the fundamental outlook. The company 
recently reported 28% year over year sales growth across a 
diverse product portfolio at very high 20%+ returns on capital. 
While we do not focus on short-term fluctuations, we believe 
the stock’s move is largely due to short-term market rotation 
away from recent winners and management turnover that we 
believe reflects long-term succession planning.  Still, we take 
management turnover seriously and use it as an opportunity 
to reexamine the flywheel and the investment case. In this 
instance, fundamentals appear strong, and we do not believe 
the competitive position or long-term outlook is diminished.

Ollie’s Bargain Outlet Holdings, Inc. was down nearly 33% in 
the quarter. The company reported second quarter results 
that were weaker than expected, with comparable store sales 
and gross margins both declining year over year. Manage-
ment cited numerous reasons for the weakness, including 
higher than normal cannibalization from newly opened stores 
in mature markets, inventory and supply chain disruptions, 
poor weather, and a higher mix of sales from lower margins 
goods.

While it is only one quarter and we believe it is reasonable 
to expect some execution disruptions given the rapid pace of 
store growth in recent years, we were surprised by the sheer 
number of problems during the quarter. Management is ad-
amant that these were temporary and not indicative of any 

Please reference the supplemental information to the composite performance which accompanies this commentary.

changes with Ollie’s competitive positioning. We generally 
agree, but believe it is prudent to continue to monitor how 
well the business’s unique and differentiated product sourc-
ing model (i.e. overstocks, closeouts, refurbished goods, etc.) 
scales, as the company has indicated its long-term plan is to 
triple store count from its current level.

Lending Tree, Inc. was also a detractor as the stock was 
down 26% in the quarter. The financial technology company 
matches consumers with financial institutions through a lead 
generation business model. With a history of good manage-
ment and high returns, it has recently experienced a period 
of accelerated growth. The company’s second quarter earn-
ings report showed slightly slower - albeit still strong - reve-
nue growth. While the company typically has flexibility to cut 
costs when faced with small revenue shortfalls, management 
recently decided to maintain its current level of investment 
given many promising long-term growth opportunities. Since 
we are focused on long-term sustainable growth and manage-
ment has a strong track record for uncovering growth oppor-
tunities, we believe this was the right decision.

We made a few changes to the Portfolio during the quarter. 
We initiated a new position in AppFolio, Inc., a software as a 
service provider to small and medium-sized (“SMB”) property 
managers. AppFolio targets a large, highly fragmented market 
that has historically been underserved by legacy, on-premise 
solutions. AppFolio’s all-in-one SaaS solutions provides sticky 
systems of record, engagement, and data insights designed to 
allow customers to become more efficient, save money, and 
spend more time growing their businesses.

AppFolio’s business model is highly repeatable (>95% of rev-
enue is recurring subscription), capital lite, and generates 
increasingly higher levels of cash flow while requiring no 
net debt. We believe AppFolio has a truly unique and differ-
entiated product and service offering, strong culture with a 
founder-led management team, loyal customer base, and a 
long runway of attractive opportunities to further penetrate 
the property management and real estate investment man-
agement industries.

We added to our existing position in Altair Engineering, Inc., 
a leading provider of engineering software used across the 
entire product lifecycle from design to in-service operations. 
During the quarter, Altair reported what we believe were 
strong results driven by continued growth in software sales. 
However, the stock sold off sharply in response to manage-
ment’s cautious guidance due to concerns around the broad-
er macro environment.

Altair has a resilient business model due to high user engage-
ment and high levels of customer retention (~90%). The quar-
ter also showed solid and promising progress in the compa-
ny’s 2018 acquisition of data-preparation software provider, 
Datawatch. These early signs of success at Datawatch, a strong 
outlook for its core software solutions and a higher expected



return due to valuation led us to increase our position in Al-
tair. 

We sold our position in Inogen, Inc. after careful consider-
ation of changes in its business over the last two quarters. 
When we purchased Inogen, we were excited by the large 
market opportunity for Personal Oxygen Concentrators 
(POCs). However, we believe changes in the business since 
the time of purchase have introduced more risk and exposed 
us to a wider range of outcomes for both the company and 
for the stock.

In addition to a loss of confidence in management, we have 
two areas of concern. First, in the business-to-business sales 
channel, a large customer has halted orders because the 
economics of switching to POCs from tanks is not working 
as expected. We believe it raises a red flag about the POCs’ 
value proposition to other legacy oxygen tank providers. The 
second issue is the firm’s bold direct-to-consumer expansion 
plan.  After hiring aggressively, the firm is now peeling back 
those investments and restructuring compensation.  While 
management attributed the issue to new hire underperfor-
mance, our research suggests underperformance may be a 
direct result of the direct-to-consumer out-of-pocket oppor-
tunity being smaller than management originally predicted. 
In our view, this reflects poor management strategy and deci-
sion making. Inogen no longer meets our standard of invest-
ment given the downside potential and flywheel violations. 
In situations like this, we sell unemotionally. Unfortunately, 
this sometimes means selling at a loss, which was the case 
with Inogen, but we believe selling today avoids the risk of 
larger losses in the future and allows us to re-deploy capital 
towards better matches for our process.

Market behaviors seem to be oscillating between growing 
fears over slowing economic growth followed by relief in the 
absence of bad news about the U.S. economy. It is hard to 
predict what will happen next. What we see is that trade un-
certainties related to tariffs remain an issue, economic data 
is mixed, and the labor market remains tight. At the same 
time, investors are getting concerned about the once-loved 

unicorn companies’ weak business models and lack of prof-
its. With growing concerns about U.S. economic growth and 
a move away from risk assets, there may be a shift toward 
higher-quality profitable companies, which would favor our 
style of investing.

We believe the fundamental growth prospects for the com-
panies in our Portfolio remain attractive. Most importantly, 
we feel confident the companies we have chosen will fare 
well across macro-economic or capital cycles. We inten-
tionally seek out companies that we believe will become 
stronger through a cycle because they have the ability to 
self-fund growth, invest for the future and strengthen their 
competitive advantage in almost any scenario.

It is important to us to find management teams that have a 
permanent commitment to value-creating reinvestment. As 
a team, we are constantly focused on continuous improve-
ment and value organizations similarly focused on learn-
ing that take every opportunity to drive better long-term 
outcomes in their business. This requires a strong balance 
sheet and the financial flexibility to drive continuous im-
provement in good times and bad times. We believe com-
panies that consistently generate cash with high returns on 
capital are best positioned for this type of behavior.

As we look across the landscape to find new investments in 
the small-cap universe, we continue to be discerning. We 
remain disciplined in our focus on companies with real or-
ganic revenue growth, a strong margin structure, positive 
free cash flow, high returns on capital, and manageable 
amounts of leverage. These companies must also meet our 
mid-teens IRR hurdle at time of purchase.  We view the re-
cent volatility as opportunistic as many stocks are often sold 
without regard to high-quality fundamentals or long-term 
prospects.

Thank you for your interest in Polen Capital and the U.S. 
Small Company Growth strategy.  Please feel free to contact 
us with any questions or comments.

Sincerely,

Tucker Walsh & Rayna Lesser Hannaway

Outlook

1825 NW Corporate Blvd., Suite 300, Boca Raton, FL 33431
+ 1-800-358-1887 | www.polencapital.com

The commentary is not intended as guarantee of profitable outcomes. Any forward-looking statements are based on 
certain expectations and assumptions that are susceptible to changes in circumstances.

Please reference the supplemental information to the composite performance which accompanies this commentary.



Historical Performance 

US Small Company Growth SMA Composite as of Sep‐30‐2019 

Polen (Gross)  Polen (Net)  R2000G 

Sep‐19  ‐2.85  ‐2.85  ‐0.82 

3 Month  ‐3.49 ‐3.71  ‐4.17 

YTD  17.87  17.08  15.35 

1 Year  ‐0.46 ‐1.39  ‐9.62 

Since Inception (Mar 9, 2017)  16.26  15.17  8.64 

Returns are trailing through September‐30‐2019   

Annualized returns are presented for periods greater than 1 year.  

Source: Archer  

Please reference the supplemental information to the composite performance which accompanies this commentary.



GIPS Disclosure

Total assets and UMA assets are supplemental information to the Annual Disclosure Presentation.
*Performance represents partial period (March 9, 2017 through December 31, 2017), assets and accounts are as of December 31, 2017.
**A 3 Year Standard Deviation is not available for 2017 and 2018 due to 36 monthly returns are not available.

UMA Firm

Gross Net
2018 20,591 7,862 12,729 3.82 6 3.30% 2.31% -9.29% 0.1 - 16.7
2017* 17,422 6,957 10,466 5.65 4 20.74% 19.82% 17.33% N/A - 14.8

Polen Capital Management
U.S. Small Company Growth Composite - Annual Disclosure Presentation

Year End Total 
(millions)

Assets 
(millions)

Assets 
(millions)

U.S. Dollars 
(millions)

Russell 2000 
Growth

Composite 
Dispersion

Polen Gross Russell 2000 
Growth

CompositeNumber of 
Accounts

Composite Assets Annual Performance Results 3 Year Standard Deviation**

Note: N/A - There are five or fewer accounts in the composite the entire year.



The U.S. Small Company Growth Composite created on March 9, 2017 contains fully discretionary small company equity accounts that are not managed within a wrap fee structure and for comparison 
purposes is measured against Russell 2000 Growth. Polen Capital invests exclusively in a portfolio of high-quality companies. 

Polen Capital Management claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the GIPS standards. Polen 
Capital Management has been independently verified by ACA Performance Services, LLC for the periods January 1, 2016 through December 31, 2018. A verification covering the periods from April 1, 
1992 through December 31, 2015 was performed by Ashland Partners & Company LLP, whose report expressed an unqualified opinion thereon. The verification reports are available upon request. 
Ashland Partners & Company LLP was acquired by ACA Performance Services, LLC.
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. Verification does not ensure the accuracy of any specific composite presentation.

Polen Capital Management is an independent registered investment adviser. The firm maintains a complete list and description of composites, which is available upon request. In July 2007, the firm was 
reorganized from an S-corporation into an LLC and changed names from Polen Capital Management, Inc. to Polen Capital Management, LLC.

Results are based on fully discretionary accounts under management, including those accounts no longer with the firm. Past performance is not indicative of future results. Effective January 1, 2018, 
accounts must be fully invested at the market open on the first business day of the month, in order to be included in that month’s composite. 

The U.S. Dollar is the currency used to express performance. Returns are presented gross and net of fees and include the reinvestment of all income. Net of fee performance was calculated using actual 
fees. The annual composite dispersion presented is an asset-weighted standard deviation calculated for the accounts in the composite the entire year. Policies for valuing portfolios, calculating 
performance, and preparing compliant presentations are available upon request.

The management fee schedule is as follows: 
Institutional: Per annum fees for managing accounts are 100 basis points (1.00%) on the first $50 Million and 85 basis points (0.85%) on all assets above $50 Million of assets under management. HNW: 
Per annum fees for managing accounts are 175 basis points (1.75%) of the first $500,000 of assets under management and 125 basis points (1.25%) of amounts above $500,000 of assets under 
management. Actual investment advisory fees incurred by clients may vary.

Past performance does not guarantee future results and future accuracy and profitable results cannot be guaranteed. Performance figures are presented gross and net of fees and have been calculated 
after the deduction of all transaction costs and commissions. Polen Capital is an SEC registered investment advisor and its investment advisory fees are described in its Form ADV Part 2A. The advisory 
fees will reduce clients’ returns. The chart below depicts the effect of a 1% management fee on the growth of one dollar over a 10 year period at 10% (9% after fees) and 20% (19% after fees) assumed 
rates of return.

The Russell 2000® Growth Index measures the performance of those Russell 2000 companies with higher price/book ratios and higher forecasted growth values.

The information provided in this document should not be construed as a recommendation to purchase or sell any particular security. There is no assurance that any securities discussed herein will remain 
in the composite or that the securities sold will not be repurchased. The securities discussed do not represent the composite’s entire portfolio. Actual holdings will vary depending on the size of the 
account, cash flows, and restrictions. It should not be assumed that any of the securities transactions or holdings discussed 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. A complete list of our past specific recommendations for the last year is available upon 
request.

Return 1 Year 2 Years 3 Years 4 Years 5 Years 6 Years 7 Years 8 Years 9 Years 10 Years 

10% 1.1 1.21 1.33 1.46 1.61 1.71 1.95 2.14 2.36 2.59 

9% 1.09 1.19 1.3 1.41 1.54 1.68 1.83 1.99 2.17 2.39 

20% 1.2 1.44 1.73 2.07 2.49 2.99 3.58 4.3 5.16 6.19 

19% 1.19 1.42 1.69 2.01 2.39 2.84 3.38 4.02 4.79 5.69 

GIPS Disclosure




