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• The Polen U.S. SMID Company Growth Composite 
Portfolio (the "Portfolio") returned 26.62% gross of 
fees in the fourth quarter compared to 25.89% for 
the Russell 2500 Growth Index (the "Index").

• Since inception on April 1, 2020, the Portfolio is up 
more than 105.53% gross of fees, which is 2,200 
basis points ahead of the Index. We are very proud 
of this outcome especially considering the 
challenges 2020 presented.

• Our knowledge and experience with investing 
through crises gave us the confidence to act when 
the market was at its weakest, setting us up for an 
outstanding year.

• We look to the long term and believe the companies 
in our Portfolio are well-positioned for the future. 
We believe companies must strategically invest in 
culture, talent, organizational agility, and innovation 
to achieve long-lasting success. 

Seeks Growth & Capital Preservation (Performance (%) as of 12-31-2020)

Qtr Inception

U.S. SMID Company Growth (Gross) 26.62 105.53

U.S. SMID Company Growth (Net) 26.38 104.10

Russell 2500 Growth 25.89 82.95

The performance data quoted represents past performance and does not guarantee future results. Current performance may be lower or higher. Periods over 
one-year are annualized.

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

The fourth quarter of 2020 was remarkable for small- and mid-
cap (SMID) stocks as the Russell 2500 Growth Index (the "Index") 
increased 25.89%, capping off a memorable year. We performed 
well on an absolute basis, up nearly 26.62% gross of fees, and 
ended the period since inception, April 1, 2020, up 105.53% gross 
of fees. It has been a year of unprecedented extremes with 
record-breaking moves in both directions. We benefitted from 
strategic opportunism by flexibly launching the U.S. SMID 
Company Growth strategy (which was always a longer-term 
objective) when the market was at its weakest–at the end of the 
first quarter–and setting up the Polen U.S. SMID Company 
Growth Composite Portfolio (the "Portfolio") to participate in this 
recovery.

The Index experienced a record-breaking drop in the first quarter 
followed by the highest quarterly return on record in the second 
quarter. By the fourth quarter, optimism about the COVID-19 
vaccine rollout and the conclusion of the U.S. election removed 
some of the uncertainty and helped propel the Index to all-time 
highs. The forward-looking market seems to be painting an 
optimistic picture of economic recovery. However, we see 
continued pandemic-related risk and a wide dispersion in results 
across the small-cap universe. While some companies are 
benefitting from pandemic-related changes to business conditions 
and consumer behavior, others are suffering. 

We believe the companies in our Portfolio are turning crisis into 
opportunity, with many potentially positioned to emerge from the 
pandemic even stronger. While there has been some multiple 
expansion, we attribute much of our Portfolio companies' price 
appreciation to their fundamentals and position for the future. 
The extremes of 2020 provided us with opportunities to add value. 
We believe our knowledge and experience investing through 
market crises gave us the confidence to act when the market was 
at its weakest, setting us up for outstanding stock selection for 
the year.

The oscillation between companies more represented in growth 
indices and those in value indices will likely remain a regularly 
occurring phenomenon that can sometimes be a headwind for us. 
But the drivers of what has been an uncharacteristically long 
growth cycle we think are still firmly in place, and we believe they 
will persist in the future.  We do not invest with a "growth" vs. 
"value" mindset as we believe this is an artificial construct. We 
continue to believe focusing exclusively on high quality growth 
companies is the way to invest with a longer-term time horizon. 
We think our long-term performance will be driven by the 
performance of the businesses we own and their ability to 
generate considerable cash flow at persistently high returns on 
capital, rather than timing short-term market swings. 

Overview of the Portfolio

The U.S. SMID Company Growth strategy is built on the same 
concentrated, high-quality growth investing philosophy 

founded by Polen Capital over 30 years ago. The strategy extends 
our small company growth capabilities by seeking to invest in 25 
to 35 of the best small-to-medium sized businesses in the U.S. We 
take a bottom-up approach to investing, seeking profitable 
companies with high returns on invested capital, a unique and 
competitive position, a repeatable sales process, a robust business 
model, and effective management. Our strict financial and 
qualitative criteria often lead us to invest in areas like the 
consumer sectors, technology, and health care and tend to steer 
us away from more cyclical or commoditized sectors like energy, 
materials, and real estate. This strategy offers clients the ability 
to access the attractive risk-reward profile of smaller companies, 
with the benefit of including larger, more financially mature 
companies in the mid-cap category for additional ballast. 

The U.S. SMID Company Growth strategy is managed by the 
same team that manages the U.S. Small Company Growth 
strategy. We manage the U.S. SMID Company Growth strategy 
with a small-cap point of view and integrate mid-cap companies 
into the Portfolio, which we believe differentiates us from other 
SMID-cap offerings. 

The strategy taps into our small-cap 
investing expertise by seeking to capture 
attractive small-cap companies earlier in 
their lifecycle and allowing us to hold 
'winners' for longer. 

Our commitment to remaining in the small-cap category often 
prompts us to sell some of our most compelling investments due 
to their growth and success. We believe this ability to hold 
'winners' through their ongoing maturity can deliver attractive 
long-term results.

Portfolio Performance & Attribution

The Portfolio outperformed the benchmark for the fourth quarter 
and since inception periods, gross of fees. We are proud of the 
performance we have delivered for the year and especially in the 
fourth quarter, where we faced what would be typical headwinds 
of our investment style—a rally of lower-quality, more cyclical, and 
pandemic-depressed sectors. This type of rally is generally normal 
market behavior when emerging from a crisis and not something 
that concerns us. We remain steadfast in our focus on what we 
view as the highest-quality companies, consistent with our 
philosophy.

From a sector perspective, our performance in the fourth quarter 
was driven by the information technology sector, which is our 
largest sector exposure and a considerable overweight in the 
Portfolio. Our technology holdings were up over 32%, mostly 
driven by the strong performance of The Trade Desk, our largest 
holding for much of the period. Alarm.com and Paycom were also 
standouts. 
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Our biggest headwind for the fourth quarter came from 
healthcare, where we are considerably underweight. The most 
acute impact was from the biotechnology industry, representing 
nearly 13% of the Index weight and up over 29% in the period. Due 
to the lower levels of profitability amongst many biotechnology 
companies, as well as the binary nature of their business 
outcomes, our strategy is typically underweight in this industry. 
We prefer companies with a narrower and more predictable 
range of outcomes that generally do not need external capital to 
grow. 

From a style perspective, our biggest headwind for the fourth 
quarter was lower-profit companies that outperformed in the 
SMID universe. Our heavy growth exposure was also a modest 
detractor, given the underlying market rotation. We performed 
well despite our lack of exposure to what we believe is a short-
term "junk rally." The magnitude of these short-term "junk rallies" 
can be large, and sometimes they will have a bigger negative 
impact on our absolute and relative results than they did in the 
fourth quarter 2020. 

Our Portfolio delivered strong absolute and relative performance 
for the inception-to-date period, starting April 1, 2020—it ended 
the period 2,200 basis points ahead of the Index. We are very 
proud of this outcome especially considering the challenges this 
year presented. Our outperformance in the period was driven by 
stock selection and sector allocation, especially in the consumer 
discretionary and information technology sectors, where we have 
our greatest exposures. Healthcare was a headwind throughout 
this period. The net impact of style factors was negative, with our 
focus on profitability being the biggest headwind. Our positive 
exposure to growth offset some, but not all, of the weakness from 
our overexposure to profits.

Most of our companies performed well in 
2020. A common theme among the winners 
was digital transformation. 

The Trade Desk and Etsy, our most meaningful contributors, both 
benefitted from these trends. In terms of individual companies, 
The Trade Desk, Etsy, Paycom, and Alarm.com were the top 
contributors during the fourth quarter. The Trade Desk, Etsy, and 
Paycom were also top contributors for the since-inception period.

The Trade Desk operates a large programmatic advertising 
platform that helps ad agencies and brands better connect with 
their target consumers. The pandemic accelerated demand for 
The Trade Desk's services, and we believe the company has 
attractive economics. We exited the position during the quarter 
for market-cap reasons. 

Etsy is the leader in the $100 billion-plus global market for unique 
and creative goods. The company operates a scaled, two-sided 
marketplace, and we believe it is a great example of our flywheel 
investment criteria. Etsy was handed a once-in-a-lifetime 

opportunity to rally its 'makers' to produce masks to meet global 
demand. Thanks to well-timed investments, actions of leadership, 
and its culture, we believe Etsy has been able to leverage that 
success into broad strength and long-lasting customer 
acquisitions, leaving us even more optimistic about its long-term 
prospects.

Paycom provides cloud-based human capital management (HCM) 
software solutions to small- and medium-sized businesses. We 
think the company continues to execute at a high level despite 
pandemic-related challenges by focusing on client service, rapidly 
developing new technologies, and attracting new clients to its 
platform at a growth rate that far outpaces the headwinds from 
lower interest rates and higher unemployment. Paycom has only 
~5% market share, and we believe the company offers a more 
attractive value proposition as a single database solution 
compared to its competitors' disparate and inefficient HCM 
systems.

Alarm.com is a cloud-based home security and automation service 
provider. The stock increased significantly in the fourth quarter 
after a volatile third quarter due, in part, to investor concerns 
about a new partnership between ADT and Google. We believed 
these concerns were overblown, and the stock saw gains when the 
company reported strong results. The pandemic is becoming a 
tailwind for the business as people move away from cities or into 
larger homes, natural customer acquisition events for Alarm.com. 
We believe its value proposition and business model have the 
potential to translate into durable growth for the long term.

For the quarter, LendingTree was the primary detractor, while 
Masimo, Wingstop, and RH were bottom contributors. For the 
since-inception period, RH, Aspen Technology, and Houlihan Lokey
were bottom contributors.

LendingTree, an online lending marketplace, experienced mixed 
results due to the pandemic. Some of the company's segments 
posted outsized gains, but others were challenged. Fortunately, 
LendingTree is data-driven and nimble and has shown 
improvement more recently. We believe its long-term picture is 
still positive as it has the potential to create a large and growing 
lead generation marketplace for financial services products. 

Masimo, Wingstop, and RH were bottom contributors but had 
little impact on the Portfolio. We sold Masimo and initiated a 
position in RH. Wingstop, a leading franchisor of quick-service 
restaurants focused on chicken wings, has been a contributor 
throughout the year as its recent initiatives in delivery and 
national advertising have led to increased customer demand. 

Portfolio Activity

During the quarter, we initiated a position in RH, formerly known 
as Restoration Hardware. A leading luxury home furnishing 
retailer, it provides scale, accessibility, and transparency in a 
notoriously opaque, inaccessible, and niche industry. 
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We believe its business model is difficult to replicate given the 
significant upfront capital and compelling brand that would be 
needed. The company is recognized for quality design, enjoys 
customer loyalty, and commands a premium price for its products, 
putting it more on par with other luxury brands than other home 
furnishing retailers. We believe its management team, led by CEO 
Gary Friedman, is adept at coupling vision with operational success 
and financial discipline. We believe the business can compound its 
intrinsic value at an attractive rate of return through a combination 
of organic sales growth at existing stores, thoughtful new products 
and services, new stores in the U.S. and internationally, and continued 
margin expansion off its fixed cost base. 

We also initiated a position in Medpace during the quarter and owned 
the company in our U.S. Small Company Growth strategy as well.

Medpace is an Ohio-based contract research organization (CRO) with 
a 25-year history of serving a subsegment of biopharma called 
"emerging biopharma." Its clients are typically small outfits backed 
by venture capital or private equity with a single asset and no 
revenue. They tend to outsource their R&D to CROs like Medpace
because they lack the resources, expertise, and funding to manage 
trials in-house. Medpace offers a full-service solution, including study 
design, and often works with the FDA on a client's behalf. As the 
leading CRO with this business model, Medpace has global scale, 
large centralized labs, and experienced staff while remaining flexible 
and focused on emerging biopharma. We believe it also has an 
attractive margin profile, steadily increasing returns on capital, and is 
founder-led with significant insider ownership. The company meets 
our definition of an attractive investment, and we expect it to grow 
its intrinsic value at a mid-teens rate. It gives us exposure to an area 
of innovation (emerging biopharma) without having to pick individual 
issuers with binary outcomes and fits our flywheel investment criteria.          

During the quarter, we also opportunistically added to Dynatrace, 
Wingstop, Aspen Technology, and Houlihan Lokey when valuations 
decreased to attractive levels, in our view. Our research indicates that 
there have been no fundamental changes in any of these companies 
since we first purchased them. 

We had two successful market-cap-driven sales during the quarter: 
Match Group and The Trade Desk. Both exemplified our flywheel 
investment criteria and disciplined process. Our expected holding 
period is typically three to five years; however, our returns can 
accelerate when a holding performs well. This was the case with 
Match Group and The Trade Desk, both up significantly since our 
Portfolio's April inception. Once a company approaches three times 
our weighted-average market cap, we look to redeploy that capital to 
smaller companies that we believe have similar or better return 
potential. This is how we intend to remain in the SMID category over 
time. 

We also exited our position in medical technology company Masimo in 
the fourth quarter. Increased demand and accelerated adoption of its 
patient monitoring devices contributed to the company's 
performance in 2020. 

While we believe Masimo is an attractive company, we are wary of 
situations where demand may be pulled forward. We prefer 
opportunities with more lasting demand curve changes and 
redeployed the capital to our higher-conviction areas.

Outlook

After the wildest year in the markets in recent memory, short-term 
predictions seem less relevant than ever to us. This is especially true 
with the high unemployment levels, political unrest, and uncertainty 
about the pandemic. 

Regardless of what happens in the short 
term, we are excited about the long-term 
prospects in the small- and mid-cap space. 

We remain focused on the types of companies that we have always 
valued most—those that we believe have optimal conditions for long-
term compounding based on our flywheel investment criteria and the 
right management team behaviors. 

As 2020 unfolded, there was a wide divergence in fundamental 
performance, with three main themes emerging that make us even 
more optimistic about the future and the types of companies we 
invest in. 

The first theme driving real and fundamental positive differentiation 
today, in our opinion, is a strong customer connection. This was vital in 
2020 as supply chains and physical retail, the traditional conduits to 
the customer, were impaired. Generally, trusted businesses with 
significant investments in digital infrastructure, strong brands, 
customer loyalty, and informative feedback loops overcame this and 
delivered results. Those without the digital infrastructure to connect 
with customers typically did not fare as well. We believe this trend will 
continue.

In our view, another key theme has been agility. Specifically, having 
the structure, culture, and management skills to create and support 
an agile organization. Agility allows the flywheel to turn faster, 
something we have never seen in such contrast as in 2020. As usual, 
we observe management behaviors to help us better understand a 
company's agility and believe it to be a necessary quality for business 
success today. 

We believe the third theme has been long-term stakeholder behavior. 
Generally speaking, 2020 was an unprecedented year for being able 
to evaluate management behavior in the face of a crisis. We saw how 
important culture and leadership are to ensuring customers remain 
happy and employees feel both safe and excited in their jobs. 
Businesses that continued to invest in their customers and employees 
are generally being rewarded. For those that demonstrated short-
term oriented behaviors from management teams, we sold our 
positions. In addition, we believe environmental, social, and 
governance (ESG) factors are an important input to continued 
success. We have been pleased to see that many of the companies in 
our Portfolio are becoming more sophisticated in their appreciation of 
ESG. 
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While we are often asked to comment on the shorter-term 
performance of growth and value indices, that is simply not our 
focus. Our mindset differs from investors who try to capitalize on 
shorter-term price arbitrage or bet on mean reversion, which are 
finite opportunities by their very nature. We seek companies that 
offer infinite opportunities through long-term compounding. 
Looking ahead, we believe that the companies in our Portfolio are 
well-positioned for the future, and for companies to achieve long-
lasting success, they must strategically invest in culture, talent, 
organizational agility, and innovation. 

We think much of this strategic investment could be in digital 
transformation, which means more than the movement of paper, 
people, or physical processes to the internet/cloud. It can also be a 
product, a changed internal process, a new platform, or an 
innovative way to connect and communicate. 

Understanding digital transformation is important because of 
how much it has accelerated with the pandemic. As digitization 
takes root, we believe it will be an equalizer for small companies, 
driving an even faster spinning flywheel and resulting in non-linear 
outcomes. 

Despite the destruction caused by the pandemic, the year 
introduced significant sea change and left us very optimistic 
about our Portfolio. We nevertheless recognize that the business 
behaviors we seek are rare and why we continue to be discerning, 
holding a concentrated portfolio of what we believe are the best 
companies. We expect 2021 to also be interesting and 
unpredictable and look forward to a bright future for the small-
and mid-cap asset class.

Thank you for your interest in Polen Capital and the U.S. SMID 
Company Growth strategy. We appreciate your support and 
welcome your feedback.

Sincerely,
Rayna Lesser Hannaway

Experience in High Quality Growth Investing

Rayna Lesser Hannaway
Portfolio Manager & Analyst
24 years of experience

Historical Performance

Returns are trailing through 12-31-2020. Annualized returns are presented for periods greater than one-year. 
Source: Archer. 

Polen (Gross) (%) Polen (Net) (%) Russell 2500 Growth
Index (%)

3 Months 26.62 26.38 25.89

Since Inception (04-01-2020) 105.53 104.10 82.95

Past performance is not indicative of future results. Returns are presented gross and net of management fees and include the reinvestment of all income. 

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 portfolio or that the securities sold will not be repurchased. 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 
information performance of the securities discussed herein. A complete list of our past specific recommendations is available upon request. 

The Russell 2500 Growth Index measures the performance of those Russell 2500 companies with higher price-to-book ratios and higher forecasted growth values.
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