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Quarterly Report – Q1 2023

Market commentary

Sector allocation4

3. The Russell Microcap Index is a capitalisation weighted index of 2,000 stocks that captures the 
smallest 1,000 companies in the Russell 2000 and 1,000 smaller US based listed stocks. 
4. Portfolio holdings and allocations are subject to change and should not be considered as investment 
recommendations to trade individual securities. The securities identified and described do not 
represent all of the securities purchased, sold or recommended for client accounts. The reader should 
not assume that an investment in the securities identified were or will be profitable. There is no 
assurance that any securities discussed herein will remain in the portfolio at the time you receive this 
report, or that securities sold have not been repurchased. There can be no assurance that investment 
objectives will be achieved. A full list showing every holding’s contribution to the overall account’s 
performance during the measurement period and calculation methodology is available upon request.

1. Performance figures are presented in AUD on a net, pre-tax basis and assume the reinvestment 
of distributions. Past performance is not an indicator of future performance. Figures in the table may 
not sum correctly due to rounding.
2. Fund inception date was 5 September 2014 however inception performance is calculated from 
1 October 2014.

THB US Micro Cap Fund

Fund details

Benchmark Russell Microcap® Index3

Inception date 5 September 2014

Fund size A$82 million

The Russell Microcap® Index (the “Index”) returned -1.6% in AUD in 
Q1 2023. Information Technology (+8.66%) was the best performing 
sector, followed by Consumer Discretionary (+5.12%) and Materials 
(+4.43%). Financials (-11.24%) performed the worst, followed by 
Consumer Staples (-9.78%) and Health Care (-6.76%).

The first quarter of 2023 was a turbulent period and a reminder that 
the regime change (geopolitical, macroeconomic) taking place will 
impact all asset classes. Notwithstanding the volatility, most major 
indices registered positive gains for the quarter. The year began 
with optimism as major U.S. Indices ended January broadly higher 
by 8-12%. The bullish start to the year quickly gave way to a sharp 
pullback in March triggered by troubled regional banks within the 
financial sector. By the end of the quarter however, fears began to 
ebb as investors anticipated the Federal Reserve’s cycle of raising 
rates is over or very close to over and that liquidity programs put in 
place would help most banks navigate issues triggered by deposit 
flows. 

The sudden collapse of Silicon Valley Bank led to fear spreading 
across the global banking system. Large deposit outflows and 
viability questions forced the acquisition of troubled Credit Suisse by 
UBS (aided by substantial guarantees from the Swiss government). 
THB believes, considering all the variables and scenarios at play, 
it is difficult to be incredibly positive on bank stocks. The price 
declines have been substantial (S&P Regional Bank Index -is -24.7% 
YTD) implying there should be some opportunities, but forward 
levels of profitability may be lower and the costs of scope of future 
regulations are impossible to estimate at this time. The velocity 
at which deposits can move away from a bank is much higher 
today than during the GFC. Mobile apps and online banking allow 
deposits to quickly react to solvency fears and move away with a few 
keystrokes. Such uncertainty will likely reduce investor sentiment 
and valuation multiples. Many of these same elements such as lower 
profitability and heightened regulation have been weighing on the 
group for over two decades. While there are of course outliers (SVB 
Bank was actually a top long-term performer prior to the collapse), 
the bank group relative to the Russell 2000® Index has been in a 
steady decline for the past twenty years.

Performance was driven by Mega Cap tech and growth stocks during 
the quarter. The technology heavy NYSE FAANG+ Index led markets 
with +39% return relative to the +7.48% of the S&P 500® Index. 
Growth indices outperformed their value counterparts across all 
market capitalisation ranges. Value indices lagged due to outsized 
weightings in Banks.

Performance1 – 31 March 2023

Fund2 Russell 
Microcap® Difference

1 month (3.2%) (8.3%) 5.1%

3 months 7.9% (1.6%) 9.5%

1 year 1.6% (8.0%) 9.6%

2 years p.a. (5.6%) (8.9%) 3.2%

3 years p.a. 20.3% 13.7% 6.5%

5 years p.a. 7.7% 5.8% 1.9%

Since inception p.a.2 10.6% 9.6% 0.9%
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The THB US Micro Cap Fund returned 7.9% in AUD (net of fees) in 
Q1 2023.

The portfolio saw positive contribution from stock selection in Health 
Care (+4.96%) as well as from overallocation to Industrials (+1.85%) 
and Information Technology (+1.76%). Negative contribution came 
mainly from underallocation to Health Care (-1.31%) as well as stock 
selection in Energy (-1.12%) and Real Estate (-1.01%).

The top five performing stocks (from a contribution standpoint) 
were Transcat, Inc. (Industrials, +0.77%); Climb Global Solutions, 
Inc. (Information Technology, +0.61%); Limbach Holdings, Inc. 
(Industrials, +0.61%); Immersion Corporation (Information 
Technology, +0.59%), and Preformed Line Products Company 
(Industrials, +0.57%).

The bottom five performing stocks (from a contribution standpoint) 
were TETRA Technologies, Inc. (Energy, -0.56%); Heritage Financial 
Corporation (Financials, -0.32%); Luna Innovations Incorporated 
(Information Technology, -0.32%); First Busey Corporation (Financials, 
-0.32%); and RPC, Inc. (Energy, -0.30%).

During the quarter, THB’s portfolio companies announced 11 
acquisitions and eight new share repurchase authorisations. 

Richardson Electronics is a new addition to the strategy this 
quarter. The company is a manufacturer and distributor of electronic 
components, including microwave tubes, generators, displays, and 
semiconductor manufacturing equipment. Its pillar is the Power 
and Microwave Technology segment, which offers semiconductor 
manufacturing equipment, but its Green Energy Solutions segment 
is the primary growth driver going forward. It is an exclusive 
ultracapacitor supplier for NextEra, which operates 11,000 GE wind 
turbines in the U.S. The ultracapacitor module delivers auxiliary 
power to the blades’ pitch and rotation system. It has a patented 
ultracapacitor module that provides better stability than lead-
acid batteries, leading to a replacement opportunity with a TAM 
of $360m for GE turbines alone. It also has more opportunities in 
green tech, offering lithium-ion batteries for electric locomotives for 
Caterpillar as a design partner with an initial order of batteries for 50 
trains for $1 million each.

The rapidly evolving nature of the regime changes (geopolitical, 
inflation, interest rates) we are experiencing should be a supportive 
backdrop for active equity managers. Long-term forecasts are 
rendered less useful in an environment where dramatic shifts are 
disrupting the status quo. The spread between winners and losers 
(companies) will be more extreme (i.e., SVB Bank). The ability to act 
quickly and process new information will be the key to delivering 
alpha important. 

Some areas of the share markets THB believes are attractive are 
outlined below. 

Self-funded growth (organic or inorganic)

A hallmark of THB’s investment approach is to find companies 
which have and can deploy internally generated cash flows to grow 
their businesses. In a world where the cost of borrowed capital is 
increasing and lenders’ willingness and ability to lend may lessen, 
these types of companies should prosper. Relying on the willingness 
(lenders, investors) of others to fund your business model might not 
be best approach in this current environment. 

Portfolio commentary

Aerospace, defense, monitoring systems

The East / West power struggle is driving increased military spending 
around the world. The war in Ukraine has also highlighted the 
need for equipment and consumables. Beyond the normal military 
equipment, government spending will likely increase in defense of 
existing and launch of new satellites and space systems. 

Energy 

Most politicians continue to resist formulating a rational plan that 
accepts that the transition to a clean energy future will require 
fossil fuels. Clear policies for traditional energy remain confused 
at best and energy producers remain villainised. Due to policy and 
regulatory uncertainty, producers are generally not deploying cash 
flows into increased production projects. This creates a situation 
of lower future supply growth. Additionally, a large percentage 
of current production comes from parts of the world (Russia, 
Middle East) that could quickly destabilise and cut supply even 
further which could lead to much higher energy prices. OPEC+ just 
announced a million-barrel cut in daily production (to decrease 
supply) just as the US depleted (to increase supply) its strategic 
petroleum reserve to the lowest level since 1983.

Technology 

Technology equipment and software demand should remain 
buoyant due to corporate spending to increases efficiencies and 
realign supply chains.

THB continues to believe that the economic and political shifts 
underway will provide both bouts of volatility and great investment 
opportunities. This quarter was a clear example of that environment. 
THB remains prepared for market dislocations which spur 
opportunities and cautious of hyperbolic statements about current 
events. THB’s approach of investing in companies with durable 
business models that employ low amounts of leverage is well suited 
for this type of market.

Portfolio commentary

Outlook
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This document has been prepared and issued by Victory Capital Management Inc.(Victory) (AFSL 528472) and is intended for the general information of ‘wholesale clients’ (as defined in the Corporations Act 2001) 
only. Victory is not licensed to provide financial services to retail clients in Australia. Victory is regulated by the Securities and Exchange Commission of the United States of America under US laws, which differ from 
Australian laws. Equity Trustees Limited (Equity Trustees) (ABN 46 004 031 298, AFSL 240975) is a subsidiary of EQT Holdings Limited (ABN 22607 797 615), a publicly listed company on the Australian Securities 
Exchange (ASX:EQT). Equity Trustees is the Responsible Entity of the THB US Micro Cap Fund (ARSN 600 158 450). This document is neither an offer to sell or a solicitation of any offer to acquire interests in any 
investment. The information contained in this document is of a general nature only. Accordingly, reliance should not be placed on this information as the basis for making an investment, financial or other decision.  
In preparing this document, Victory has not taken into account the investment objectives, financial situation and needs of any particular person. Before making any investment decision, you should consider whether 
the investment is appropriate in light of those matters. Whilst every effort is taken to ensure the information in this document is accurate, Victory and Equity Trustees provides no warranty as to the accuracy, reliability 
and completeness of the information in this document and you rely on this information at your own risk. To the extent permitted by law, Victory and Equity Trustees disclaims all liability to any person relying on the 
information contained in this document in respect of any loss or damage (including consequential loss or damage) however caused, which may be suffered or arise directly or indirectly in respect of such information. 
Past performance is not a reliable indicator of future performance. The return of capital or any particular rate of return from the Fund is not guaranteed. You should obtain and consider the Fund’s Product Disclosure 
Statement (PDS) before deciding whether to acquire, or continue to hold, an interest in the Fund. Applications can only be accepted on an application form attached to a current Product Disclosure Statement. Neither 
Victory, Equity Trustees nor any of its related parties, their employees or directors, provide and warranty of accuracy or reliability in relation to such information or accepts any liability to any person who relies on 
it. THB US Micro Cap Fund’s Target Market Determination is available here. A Target Market Determination is a document which is required to be made available from 5 October 2021. It describes who this financial 
product is likely to be appropriate for (i.e. the target market), and any conditions around how the product can be distributed to investors. It also describes the events or circumstances where the Target Market 
Determination for this financial product may need to be reviewed.

9

THB Asset Management (THB), an investment franchise of Victory Capital Management Inc., is a dedicated micro and small cap specialist 
investment franchise based in Connecticut, USA. Founded in 1982, THB Asset Management has 40 years’ experience investing in micro 
and small cap companies. THB’s US Micro Cap strategy is based on the belief that there are inefficiencies in the micro cap segment of 
the market due to lack of analyst coverage, difficulty in identifying value and the impact that management skill has on the direction of 
smaller companies. THB utilises a disciplined, fundamental bottom-up approach that blends both qualitative and quantitative methods 
to construct a well-diversified portfolio of companies that possess attractive operating metrics, yet with comparable valuation to the 
Russell Microcap® Index.

Investment strategy

Portfolio statistics5 Top 10 holdings

5. Portfolio statistics are reported in USD. Source: THB Asset Management

Companies by market capitalisation

Source: THB Asset Management

Source: THB Asset Management

For more information, contact Brookvine Client Service on 
+61 2 9328 6445 or clientservice@brookvine.com.au

As at 31 March 2023

Fund Russell 
Microcap®

Weighted avg market cap US$911m US$754m

Price/sales 1.0x 1.1x

Price/book 1.9x 1.6x

Dividend yield 0.8% 1.3%

Number of securities 95 1,724

Standard deviation 21.4% 21.8%

Sharpe ratio 0.4 0.3

Beta 0.9

Tracking error 6.4

Information ratio 0.3

Stock Sector Portfolio 
weight

Transcat Inc Industrials 3.3%

Immersion Corporation Technology 2.5%

RPC Inc Energy 2.3%

ePlus Inc Technology 2.2%

UFP Technologies Inc Health Care 2.1%

LeMaitre Vascular Inc Health Care 2.1%

Ichor Holdings Ltd Technology 2.1%

Johnson Outdoors Inc Consumer Disc 2.0%

TETRA Technologies Inc Energy 1.8%

Allied Motion Technologies Inc Industrials 1.8%

Under $600m $600m - $1 Bn Over $1 Bn

%
 o

f T
H

B 
Po

rt
fo

lio

36 Stocks, 33% 30 Stocks, 33% 29 Stocks, 34%

https://brookvine.com.au/wp-content/uploads/THB_US_Micro_Cap_Fund_Final.pdf

