
 

Note:  The specific securities identified and described in this report do not represent all of the securities purchased, sold or recommended for advisory clients, and you 
should not assume that investments in the securities identified and discussed will be profitable in the future. As you are aware, one cannot assume that past results are 
indicative of future performance. Holdings are subject to change. 

MARKET REVIEW  

Equity markets produced mixed returns over the summer as ongoing concerns about economic growth, global trade, and 
geopolitics dominated daily headlines. U.S. Gross Domestic Product for the second quarter was reported at a revised 2.0% 
annualized rate, with stronger consumer spending but weaker exports. Many major world economies produced sluggish 
growth.  Little progress was made on U.S. – China trade negotiations. Geopolitical shocks hit the markets during the quarter, 
including a spike in crude oil after Saudi Arabian refineries were attacked via drones. Citing concerns over future growth, the 
Federal Reserve cut short-term interest rates in July and September, a significant reversal after four rate increases in 2018. 
 
Second quarter earnings (reported during the third quarter) for the median Russell 2000 company rose 4.2% versus the   
median S&P 500 company increase of 6.2% (source: Furey Research Partners). Not surprisingly, larger capitalization stocks 
continued their outperformance of small capitalization stocks. Perhaps more interestingly, Value stocks outperformed 
Growth stocks during the quarter, especially in September. Growth stocks have outperformed Value stocks for an extended 
period and many investors are wondering when there will be some reversion to the mean for Value stocks. 
 
The double-digit rally of 2019 has lifted large cap indices above their levels from one year ago, and small cap indices are only 
slightly below their prior year marks. Despite the strong returns of equities this year to date, investors appear nervous about 
future returns. The old proverb that bull markets climb a wall of worry is apropos in 2019. While there are many “worries”, it 
is worth noting that a resolution of any of the major issues (i.e., Brexit, China – U.S. trade, etc.) could boost enthusiasm for 
equities. In the meantime, with bond yields at historic lows, it is also difficult to identify attractive investment alternatives to 
equities. 
 
The Conestoga Small Cap Composite outperformed the Russell 2000 Growth and lagged the broader Russell 2000 Index in 
the third quarter. The SMid Cap Composite experienced stronger stock selection effects and outperformed the Russell 2500 
Growth Index over the period. Performance for both strategies is below: 

P I O N E E R S   I N   S M A L L   A N D   M I D   C A P   I N V E S T I N G 

THIRD QUARTER 2019 COMMENTARY 

PERFORMANCE TABLES (AS OF 9/30/19)* 

*Periods longer than 1 Year are Annualized. Please see additional important disclosures in the fully compliant GIPS presentations at the end of this commentary. 

  3Q19 YTD 1 Year 3 Years 5 Years 10 Years Since Inception 
12/31/1998 

Conestoga Small Cap Growth (Net) -3.55% 19.70% -3.12% 18.08% 16.42% 15.43% 11.95% 

     Russell 2000 Growth -4.17% 15.34% -9.63% 9.79% 9.08% 12.25% 6.64% 

     Russell 2000 -2.40% 14.18% -8.89% 8.23% 8.19% 11.19% 7.81% 

  3Q19 YTD 1 Year 2 Years Since 
1/31/2017 

Conestoga SMid Cap Growth (Net) 0.41% 28.51% 2.33% 17.75% 22.50% 

     Russell 2500 Growth -3.18% 19.97% -4.11% 8.66% 11.92% 
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indicative of future performance. Holdings are subject to change. 
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CONESTOGA’S INVESTMENT PHILOSOPHY & APPROACH 

· Conestoga’s total assets under management were $4.5 billion as of September 30, 2019.  Small Cap Growth assets under 
management were $4.2 billion. Conestoga is not actively pursuing new Small Cap Growth separate account placements in 
2019 and the Conestoga Small Cap Fund remains in soft-close. Please don’t hesitate to contact us if you have questions 
about potential fundings. 

 
· SMid Cap Growth assets under management were $206.7 million as of September 30, 2019. Our proprietary mutual fund, 

the Conestoga SMid Cap Fund, ended the quarter with $124.2 million in net assets. 

FIRM UPDATE 

CONESTOGA’S SMALL & SMID CAP GROWTH STRATEGIES (AS OF 9/30/19) 

Philosophy 

Our high quality conservative growth philosophy seeks to take advantage of the inefficient discovery process for small and mid capitalization 

companies and other investors’ focus on near-term earnings. We employ our ‘time horizon arbitrage’ principles by identifying these higher 

quality companies that we believe are capable of growing through multiple business cycles. 

Key Tenets of Our Style  

   High Quality Conservative Growth 

·   We invest in companies which we believe have sustainable earnings growth and strong balance sheets. 

   Patient, Long-Term Approach 

·   We have a long-term investment horizon which typically results in a low turnover rate of 20-30%. 

   High Conviction 

·   Range of portfolio holdings is expected to provide a balance between alpha generation and diversification. 

   Consistency of Returns with Low Volatility and Downside Protection 

·   Consistently applied investment discipline has resulted in strong risk-adjusted returns over full market cycles. 

Portfolio Guidelines Small Cap Growth SMid Cap Growth 

Capitalization Range  

Weighted Avg. Market Capitalization $3,037.8 Million $6,279.3 Million 

Number of Holdings (Range) 45 – 50 40 – 60 

Primary Benchmark Russell 2000 Growth Russell 2500 Growth 

Investment Vehicles Separate Account, Mutual Fund, CIF Separate Account, Mutual Fund, CIF 

Estimated Capacity Limited $2.0 Billion Plus 

Total Strategy Assets $4,266.5 Million $206.7 Million 

Holdings Overlap 31 stocks held in Both Portfolios 

Within the range of the rolling 3-year average of the benchmark   
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SMALL CAP GROWTH PERFORMANCE (AS OF 9/30/19)** 

SMALL CAP GROWTH - 3Q19 PERFORMANCE & ATTRIBUTION 

The Conestoga Small Cap Composite modestly outperformed the Russell 2000 Growth Index in the third quarter, declining  
–3.55% net-of-fees versus the Russell 2000 Growth decline of –4.17%.  Stock selection effects were mixed, with stronger 
selection effects in the Materials & Processing and Health Care sectors offset by weaker selection effects in the Consumer 
Discretionary and Consumer Staples sectors.  Sector allocation effect was positive and added to relative return during the 
quarter, most notably the underweight to the Health Care sector, which was the worst performing sector within the 
benchmark.  Note that Conestoga’s sector allocations are driven by our bottom-up security selection process, and they are not 
top-down decisions. 
 
The Health Care sector generated positive sector allocation and stock selection effects in the third quarter. The worst 
performing sector in the Index – with a decline of -9.9% in the third quarter – was positioned with an average weight of just 
under 20% versus the Index average weight of over 27%.  Within Health Care, Conestoga’s positions in LeMaitre Vascular 
Inc. (LMAT) was the strongest contributor. LMAT reported 2Q19 results which reflected the continued success of their 
vascular device sales. Conestoga’s underweight to the biotech and pharma industries, which were among the weakest 
industries in the sector, also added to return. 
 
Stock selection effects were most positive in the Materials & Processing sector, led by Trex Company Inc. (TREX). This maker 
of composite decking posted another quarter of higher-than-expected revenues and earnings per share.  Long-time holding 
Simpson Manufacturing Co. (SSD) also added modestly to return in this sector. 
 
Stock selection proved most challenging in the Consumer Discretionary sector.  Fox Factory Holding Corp. (FOXF) and 
Grand Canyon Education Inc. (LOPE) both generated negative returns and detracted from relative performance. FOXF 
posted strong 2Q19 earnings results, but the stock sold off in August and September after the company’s CFO announced his 
departure.  LOPE also posted better-than-expected 2Q19 results, but the stock sold off later in the quarter after the 
publication of a negative report by a notable short-seller.  We remain confident in both FOXF and LOPE (note: we added 
LOPE as a new purchase into the SMid Cap Growth strategy on this conviction). 

** Sources: Conestoga, Russell Investments. Periods Longer than One Year are Annualized. Composite Inception is December 31, 1998.  Please see     
additional important disclosures in the fully compliant GIPS presentations at the end of this commentary. 
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SMALL CAP GROWTH - TOP 5 LEADERS SMALL CAP GROWTH - BOTTOM 5 LAGGARDS 

1. Exponent Inc. (EXPO): EXPO appreciated during the 
quarter as their business momentum accelerated from both 
strong end-market demand and organizational changes to the 
sales team. EXPO reported second quarter revenue growth of 
11% and raised full year revenue guidance and profitability 
to account for the strong demand they are seeing and better-
than-expected utilization of their 890 employees, 70% of 
which have PhD’s. 

2. Trex Company Inc. (TREX): TREX, a company that 
makes composite decking, reported their 2Q19 results and 
increased their guidance for 3Q19. The company now 
projects higher organic revenue growth in the quarter ahead, 
which reflects the successful introduction of a new, lower-
priced decking product. This product has accelerated the 
conversion of customers from traditional wood decking to 
TREX’s composite decking and has helped TREX to further 
gain market share. 

3. Tyler Technologies Inc. (TYL): This provider of 
information management software services to local 
governments has been a holding of the Small Cap Growth 
strategy since early 2008. TYL reported revenues and 
earnings that were in-line with expectations but included a 
higher-than-expected growth in subscription-based services 
which are expected to improve future profitability. 

4. Descartes Systems Group Inc. (DSGX): DSGX moved 
higher during the quarter after reporting robust second 
quarter results.  Organic growth remained at the high end of 
DSGX’s range, helping drive EBITDA margin expansion of 
350 basis points year-over-year. The integration of Visual 
Compliance is on track and, after raising $245 million in an 
equity offering during the quarter, we believe DSGX is 
poised to continue using acquisitions to broaden and 
strengthen their logistics platform. 

5. Mercury Systems Inc. (MRCY):  MRCY reported fourth 
quarter results that exceeded analyst expectations and issued 
first quarter and full year guidance ahead of expectations.  
Importantly, this was before factoring in another accretive 
acquisition that was announced during the quarter.  Backlog 
surged 40% in the fourth quarter and MRCY’s book-to-bill 
hit 1.36 times, both positive leading indicators for the 
business. 

 

Source:  FactSet Research Systems. 

1. Fox Factory Holding Corp. (FOXF): FOXF reported very 
strong 2Q19 results with top line growth of 23% and 
increased its revenue and earnings guidance for the year.  
Subsequent to the strong results, the CFO of FOXF has 
resigned his position with the company and the stock has 
corrected.  After speaking with the company, we do not have 
any fundamental concerns and continue to be optimistic 
about the outlook. 

2. Merit Medical Systems Inc. (MMSI): MMSI reported  
2Q19 results which were below consensus expectations and 
lowered expectations for the current fiscal year. Prior to this 
report, MMSI had posted improving gross margins, which 
had been a focus for investors. MMSI recently decided to 
pursue lower margin business to help satisfy their customer’s 
demand for one-stop shopping for their medical devices and 
supplies. Subsequent to this news, the CEO sold stock which 
further lowered investor confidence. We believe that a 
number of these issues are transitory and indicative of an 
entrepreneurial-led company. 

3. Omnicell Inc. (OMCL): OMCL, a provider of medication 
control solutions and medication adherence packaging to 
hospitals and long-term care facilities, saw its stock price 
decline approximately 16% during the third quarter.  In mid-
July, OMCL was the subject of a short report which was the 
catalyst for the sell-off. We believe the report is misleading 
and are confident that the long-term fundamentals of the 
business are robust. Subsequent to the short report, OMCL 
reported strong results which exceeded expectations for both 
revenue and earnings. Management also raised financial 
guidance for 2019. 

4. Rogers Corporation (ROG): With roughly one-third of 
ROG’s revenues coming from the Asia-Pacific and their 
customer relationship with Huawei, ROG’s stock has been 
heavily influenced by the ongoing trade war between the U.S. 
and China. We believe the fundamentals of the business 
remain excellent, with revenue accelerating due to secular 
tailwinds from 5G deployment, electric/hybrid vehicle 
production and increased sensor technology in automobiles. 
In addition, ROG has improved their business efficiency by 
mitigating capacity bottlenecks. 

5. MGP Ingredients Inc. (MGPI): MGPI’s premium alcohol 
segment failed to bounce back in the second quarter, causing 
the company to lower its operating income growth guidance 
for the year. MGPI miscalculated the complexity involved in 
more proactively selling its inventory of aged-whiskey. This 
inventory carries significantly higher margins.  Management 
acknowledged the learning curve and reiterated that deals 
were not lost, just delayed. We’re disappointed in the slow 
start to 2019 but see the issues as transitory and believe in the 
long-term opportunity and value of MGPI’s assets. 
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SMALL CAP GROWTH - 3Q19 BUYS 

1. Casella Waste Systems Inc. (CWST): Based in Rutland, 
VT, CWST is one of the largest solid waste services 
companies in the Northeast, uniquely positioned with 
excess landfill capacity in a capacity constrained region. 
Following years reducing its debt load and making 
structural improvements to its cost structure, we are 
attracted to CWST’s mid-single digit sustainable pricing 
power, growing free cash flow and a nascent acquisition 
strategy as the buyer of choice in its existing markets. 

2. Altair Engineering Inc. (ALTR): Incorporated in 1985, 
ALTR is a leading provider of enterprise-class simulation 
software enabling engineers to innovate across a products’ 
entire lifecycle. ALTR’s simulation-driven approach is 
powered by a broad portfolio of high-fidelity and high-
performance physics solvers that targets the $6 billion 
computer-aided engineering corner of the $44 billion 
product lifecycle management market (source: CIMdata).  
We believe ALTR is in a position to grow revenue at 15-
20% over the long term, with margin expansion further 
improving profitability. 

3. Omega Flex Inc. (OFLX): Based in Exton, PA, OFLX is 
a leading manufacturer of flexible metal hose and gas 
piping.  Founded in 1975, OFLX has served the commercial 
and residential construction as well as the industrial 
markets. Its leading product, TracPipe CounterStrike, has 
gradually taken share from traditional black iron pipe due 
to its reliability and durability. The product is also faster 
and easier to install than traditional iron pipe. In 2018, the 
company entered a brand new market, healthcare. OFLX 
has recently introduced MediTrac flexible piping which is 
faster, safer and easier to install than copper piping. While 
it will have modest revenue contribution in 2019, we expect 
MediTrac to be a significant driver of long-term growth for 
the company. 

4. Construction Partners Inc. (ROAD): ROAD is a civil 
infrastructure company focused on building and 
maintaining roads in five southeastern states. ROAD has 
created scale by leveraging its 32 production facilities with 
its technology systems and balance sheet strength. Their 
typical competitors are much smaller, “Mom and Pop” 
operations. Revenue is predictable, with 70% derived from 
publicly funded projects. ROAD focuses on maintenance 
projects that are less cyclical than larger, more complicated 
projects. We believe ROAD can durably grow revenues 5-
7% organically which, aided by M&A and gradual margin 
expansion should yield mid-teens earnings growth. 

SMALL CAP GROWTH - 3Q19 SELLS 

1. NVE Corp. (NVEC): A holding since April 2008, NVEC’s 
recent revenue growth had not lived up to our internal 
expectations. While still boasting an impressive margin 
structure and return profile, product revenue growth has been 
challenging. New products, particularly in the automobile 
industry, have not materialized into significant drivers of 
growth. The company still maintains a healthy balance sheet 
and an attractive dividend yield, but we believe we have better 
opportunities to deploy capital in more-growth-oriented 
companies.  

2. WageWorks Inc. (WAGE): This provider of consumer-
directed benefit accounts received an unsolicited takeover 
proposal from HealthEquity, Inc. (HQY). A definitive 
agreement for the acquisition was reached in late June and we 
sold the position in late August. 

3. Matador Resources Inc. (MTDR): MTDR is an energy 
company with an enviable acreage position, primarily located 
in the Permian Basin in west Texas and New Mexico. MTDR 
is led by a strong management team, but their decision to 
outspend operating cash flow has persisted for longer than we 
anticipated when we purchased the stock over six years ago.  
When combined with the volatility of the energy market, we 
decided capital could be allocated toward better opportunities. 

4. Sotheby’s Inc. (BID): BID, the auction company 
specializing in the art market, was the target of an acquisition 
by French billionaire, Patrick Drahi. The all-cash offer 
translated into a 60% premium to the prior day’s market 
price. Conestoga sold our position after the deal was 
announced. 
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SMALL CAP GROWTH - SECTOR WEIGHTINGS (AS OF 9/30/19) 

Source: FactSet Research Systems and Conestoga. 

SMALL CAP GROWTH - TOP TEN EQUITY HOLDINGS (AS OF 9/30/19) 

 SYMBOL COMPANY NAME  SECTOR    % OF ASSETS 

 EXPO  Exponent Inc.   Producer Durables   4.33% 

 DSGX  Descartes Systems Group Inc. Technology    3.68% 

 CMD  Cantel Medial Corp.  Health Care    3.25% 

 SSD  Simpson Manufacturing Co. Inc. Materials & Processing   3.04% 

 OMCL  Omnicell Inc. .  Health Care    2.92% 

 MLAB  Mesa Labs Inc.   Producer Durables   2.83% 

 TREX  Trex Co. Inc.   Materials & Processing   2.80% 

 NEOG  Neogen Corp.   Health Care    2.75% 

 FOXF  Fox Factory Holding Corp.  Consumer Discretionary   2.68% 

 MRCY  Mercury Systems Inc.  Technology    2.61% 

                                                                                                        Total within the Composite:        30.89% 

The positions represent Conestoga Capital Advisors largest equity holdings based on the aggregate dollar value of positions held in the client accounts that 
are included in the Small Cap Composite. All information is provided for informational purposes only and should not be deemed as a recommendation to 
buy the securities mentioned. 
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SMID CAP GROWTH PERFORMANCE (AS OF 9/30/19)** 

SMID CAP GROWTH - 3Q19 PERFORMANCE & ATTRIBUTION 

The Conestoga SMid Cap Composite was flat in the third quarter, with a return of 0.41%. This outperformed the Russell 
2500 Growth Index decline of -3.18%. Stock selection effects provided almost all of the excess return relative to the 
benchmark, led by the Technology, Materials & Processing, Health Care and Consumer Discretionary sectors. Sector 
allocations had a small positive effect on returns relative to the benchmark. 
 
Roughly one-third of the quarter’s relative outperformance was due to stock selection in the Technology sector. Tyler 
Technologies Inc. (TYL) and Mercury Systems Inc. (MRCY) were among the top contributors. TYL, which has been part of the 
portfolio since inception, reported quarterly results that included better-than-expected customer adoption of their subscription-
based services. This should in turn raise the long-term profitability of TYL’s information software services which are primarily 
sold to municipal governments. Likewise, MRCY reported earnings that beat expectations as sales of its aviation and defense 
components remained robust. Pluralsight Inc. (PS) was a notable detractor in the sector, declining on news that its growth in 
billings for their cloud-based training software was lower-than-expected. 
 
Trex Company Inc. (TREX) was the leading contributor within the Materials & Processing sector. TREX develops and 
manufactures composite decking, and the introduction of a lower-priced product raised expectations for future growth as more 
customers choose composite over wood decking. Watsco Inc. (WSO), a distributor of HVAC systems, also contributed to 
return in the sector despite a modest miss on their quarterly earnings report. 
 
Conestoga does not typically invest in many initial public offerings, but we did purchase Health Catalyst Inc. (HCAT) in its 
IPO during the quarter.  This Health Care sector position is focused on data analytics services to benefit hospitals and health 
care providers. Subsequent to its IPO through the end of the quarter, it posted positive returns and boosted Conestoga’s 
relative returns in the Health Care sector. 
 
Stock selection was negative in the Consumer Staples sector only.  Within this sector, Conestoga holds two positions: Chef’s 
Warehouse Inc. (CHEF) and MGP Ingredients Inc. (MGPI). While CHEF posted positive returns after a well-received 
quarterly earnings report, MGPI suffered from another quarter of weaker-than-expected sales in its premium alcohol segment 
and its stock moved lower. 

** Sources: Conestoga, Russell Investments. Composite creation date is December 31, 2013.  Please see additional important disclosures in the fully   
compliant GIPS presentations at the end of this commentary. 
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SMID CAP GROWTH - TOP 5 LEADERS SMID CAP GROWTH - BOTTOM 5 LAGGARDS 

1. Trex Company Inc. (TREX): TREX, a company that 
makes composite decking, reported their 2Q19 results and 
increased their guidance for 3Q19. The company now 
projects higher organic revenue growth in the quarter ahead, 
which reflects the successful introduction of a new, lower-
priced decking product. This product has accelerated the 
conversion of customers from traditional wood decking to 
TREX’s composite decking and has helped TREX to further 
gain market share. 
2. Tyler Technologies Inc. (TYL): This provider of 
information management software services to local 
governments has been a holding of the Small Cap Growth 
strategy since early 2008. TYL reported revenues and 
earnings that were in-line with expectations but included a 
higher-than-expected growth in subscription-based services 
which are expected to improve future profitability. 

3. Exponent Inc. (EXPO): EXPO appreciated during the 
quarter as their business momentum continues to accelerate 
from both strong end-market demand and organizational 
changes to the sales team that have accelerated cross sells.  
EXPO reported second quarter revenue growth of 11% and 
raised full year revenue guidance and profitability to account 
for the strong demand they are seeing and better than 
expected utilization of their 890 employees, 70% of which 
have PhD’s. 

4. Mercury Systems Inc. (MRCY): MRCY reported fourth 
quarter results that exceeded analyst expectations and issued 
first quarter and full year guidance ahead of expectations.  
Importantly, this was before factoring in another accretive 
acquisition that was announced during the quarter.  Backlog 
surged 40% in the fourth quarter and MRCY’s book-to-bill 
hit 1.36 times, both positive leading indicators for the 
business. 

5. West Pharmaceutical Services Inc. (WST): WST’s 2018 
was notable for the cross currents in its business as customers 
de-stocked inventories and manufacturing capacity came 
online, hampering margins.  The first two quarters of 2019 
have been a transition to solid execution, highlighted by 
more predictable revenue growth that generated margin 
expansion and higher levels of profitability. Shares have 
appreciated in conjunction with the improved financial 
results. 
 
Source: FactSet Research Systems. 

1. Merit Medical Systems Inc. (MMSI): MMSI reported  
2Q19 results which were below consensus expectations and 
lowered expectations for the current fiscal year. Prior to this 
report, MMSI had posted improving gross margins, which had 
been a focus for investors. MMSI recently decided to pursue 
lower margin business to help satisfy their customer’s demand 
for one-stop shopping for their medical devices and supplies. 
Subsequent to this news, the CEO sold stock which further 
lowered investor confidence. We believe that a number of 
these issues are transitory and indicative of an entrepreneurial
-led company. 
2. Pluralsight Inc. (PS): This company is a subscription-based 
software company that provides online skill development for 
IT professionals. The stock sold off nearly 40% after reporting 
a surprising deceleration in billings growth to 27% year-over-
year from 48% in the first quarter. While disappointed, we 
found management’s explanation to be plausible as this early 
stage company has doubled its headcount over the last two 
years. We believe the demand outlook and competitive     
landscape remains favorable, and we expect that company’s 
new Chief Revenue Officer will better manage the go-to-
market strategy. 

3. Omnicell Inc. (OMCL): OMCL, a provider of medication 
control solutions and medication adherence packaging to 
hospitals and long-term care facilities, saw its stock price  
decline approximately 16% during the third quarter.  In mid-
July, OMCL was the subject of a short report which was the 
catalyst for the sell-off. We believe the report is misleading 
and are confident that the long-term fundamentals of the 
business are robust. Subsequent to the short report, OMCL 
reported strong results which exceeded expectations for both 
revenue and earnings. Management also raised financial  
guidance for 2019. 

4. John Bean Technologies Corp. (JBT): JBT is a leading 
global food processing and air transportation solutions    
provider. Despite reporting a solid quarter and better      
guidance, the stock underperformed during the quarter as 
order activity softened in the FoodTech side of the business — 
notably in Asia – driven by trade and economic volatility. 

5. MGP Ingredients Inc. (MGPI): MGPI’s premium alcohol 
segment failed to bounce back in the second quarter, causing 
the company to lower its operating income growth guidance 
for the year. MGPI miscalculated the complexity involved in 
more proactively selling its inventory of aged-whiskey. This 
inventory carries significantly higher margins.  Management 
acknowledged the learning curve and reiterated that deals 
were not lost, just delayed. We’re disappointed in the slow 
start to 2019 but see the issues as transitory and believe in the 
long-term opportunity and value of MGPI’s assets. 



 

Note:  The specific securities identified and described in this report do not represent all of the securities purchased, sold or recommended for advisory clients, and you 
should not assume that investments in the securities identified and discussed will be profitable in the future. As you are aware, one cannot assume that past results are 
indicative of future performance. Holdings are subject to change. 

THIRD QUARTER 2019 COMMENTARY                                                                                               CONESTOGA CAPITAL ADVISORS, LLC 

SMID CAP GROWTH - 3Q19 BUYS SMID CAP GROWTH - 3Q19 SELLS 

1. Casella Waste Systems Inc. (CWST): Based in Rutland, 
VT, CWST is one of the largest solid waste services companies 
in the Northeast, uniquely positioned with excess landfill 
capacity in a capacity constrained region. Following years 
reducing its debt load and making structural improvements to 
its cost structure, we are attracted to CWST’s mid-single digit 
sustainable pricing power, growing free cash flow and a    
nascent acquisition strategy as the buyer of choice in its    
existing markets. 
2. Heath Catalyst Inc. (HCAT): HCAT’s mission is to “be a 
catalyst for massive, measurable, data-informed healthcare 
improvement.” HCAT does this by deploying its industry-
leading data platform with an applications layer and services 
expertise, to create operational and financial improvements 
for its partner hospitals. The company has over 650         
customer-documented improvements across clinical, financial 
and operation domains. Over 90% of revenue is recurring 
and HCAT has never lost a core platform customer. HCAT is 
only 4% penetrated in its $8 billion domestic addressable 
market. 

3. Grand Canyon Education Inc. (LOPE): LOPE provides 
technology solutions, infrastructure and operational processes 
to university clients across all spectrums of student           
engagement and recruiting. LOPE provides these services for 
both ground and online students.  In addition, through its 
2018 acquisition of Orbis, LOPE provides re-training      
certification for nursing programs through a unique model of 
partnering with health systems. 

1. WageWorks Inc. (WAGE): This provider of consumer-
directed benefit accounts received an unsolicited takeover 
proposal from HealthEquity, Inc. (HQY). A definitive 
agreement for the acquisition was reached in late June and we 
sold the position in late August. 

2. CoStar Group Inc. (CSGP): A provider of commercial and 
apartment real estate information software services, CSGP was 
sold from the strategy as its market capitalization rose towards 
$21 billion. CSGP has been part of the SMid Cap Growth 
strategy since inception in 2014 and was held in the Small 
Cap Growth strategy from 2008 to 2018. 

3. IDEXX Laboratories Inc. (IDXX): Conestoga sold its 
position in IDXX after the company’s stock price appreciation 
pushed its market capitalization above $23 billion. IDXX 
continues to have a dominant market position within the 
highly attractive companion-animal diagnostic market. 



 

Note:  The specific securities identified and described in this report do not represent all of the securities purchased, sold or recommended for advisory clients, and you 
should not assume that investments in the securities identified and discussed will be profitable in the future. As you are aware, one cannot assume that past results are 
indicative of future performance. Holdings are subject to change. 

THIRD QUARTER 2019 COMMENTARY                                           CONESTOGA CAPITAL ADVISORS, LLC 

  

 

SMID CAP GROWTH - SECTOR WEIGHTINGS (AS OF 9/30/19) 

Source: FactSet Research Systems and Conestoga. 

SMID CAP GROWTH - TOP TEN EQUITY HOLDINGS (AS OF 9/30/19) 

 SYMBOL COMPANY NAME  SECTOR    % OF ASSETS 

 BFAM  Bright Horizons Family Solutions  Consumer Discretionary   3.22% 

 HEI.A  Heico Corp. A   Producer Durables   3.03% 

 POOL  Pool Corporation   Consumer Discretionary   2.77% 

 OMCL  Omnicell Inc.   Health Care    2.76% 

 TYL  Tyler Technologies Inc.  Technology    2.72% 

 TREX  Trex Co. Inc.   Material & Processing   2.67% 

 JKHY  Jack Henry & Associates Inc. Financial Services    2.58% 

 ROL  Rollins Inc.   Producer Durables   2.47% 

 EXPO  Exponent Inc.   Producer Durables   2.45% 

 WST  West Pharmaceutical Services Inc. Health Care    2.45% 

                                     Total within the Composite:        27.12% 

The positions represent Conestoga Capital Advisors largest equity holdings based on the aggregate dollar value of positions held in the client accounts that 
are included in the SMid Cap Composite. All information is provided for informational purposes only and should not be deemed as a recommendation to 
buy the securities mentioned. 
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Note:  The specific securities identified and described in this report do not represent all of the securities purchased, sold or recommended for advisory clients, and you 
should not assume that investments in the securities identified and discussed will be profitable in the future. As you are aware, one cannot assume that past results are 
indicative of future performance. Holdings are subject to change. 

DISCLOSURES: GIPS ® Presentation for the Period Ending September 30, 2019 

Year  
Return 

Conestoga  
Small Cap Total 

Net Return 

Russell 2000 
Growth Total 

Return 
Russell 2000 
Total Return 

# of 
Portfolios 

Composite 
Dispersion 

(%) 

Composite 
Assets at End 

of Period  
$ (Millions) 

% of Firm 
Assets 

Firm Assets 
$ (Millions) 

2014 -8.16% 5.60% 4.89% 114 0.56 $928.2 55% $1,688.6 
2013 50.55% 43.30% 38.82% 119 1.06 $883.5 51% $1,743.9 

2012 11.51% 14.59% 16.35% 120 0.62 $566.3 60% $944.1 
2011 5.05% -2.91% -4.18% 106 0.67 $339.7 58% $582.0 

2010 25.29% 29.09% 26.85% 88 0.68 $271.0 58% $470.9 
2009 30.08% 34.47% 27.18% 86 0.77 $199.0 59% $338.1 

2008 -28.00% -38.54% -33.80% 86 0.70 $131.4 58% $224.0 
2007 6.14% 7.05% -1.57% 94 0.73 $159.2 58% $275.3 
2006 10.07% 13.35% 18.37% 95 1.14 $163.5 60% $271.4 

2005 4.60% 4.15% 4.55% 70 0.93 $105.7 50% $211.6 
2004 19.04% 14.31% 18.33% 39 1.26 $55.5 34% $165.4 

2003 30.96% 48.54% 47.25% 37 2.35 $35.5 25% $140.6 
2002 -15.29% -30.26% -20.48% 17 2.67 $11.1 12% $96.3 

2001 20.93% -9.23% 2.49% 17 4.95 $11.3 11% $103.6 
2000 0.18% -22.43% -3.02% 22 8.36 $14.4 1% $1,440.4 
1999 43.52% 43.09% 21.26% 18 9.38 $11.6 3% $388.1 

2015 7.83% -1.38% -4.41% 99 0.51 $867.8 55% $1,591.8 

2016 15.57% 11.32% 21.31% 111 0.50 $833.5 46% $1,798.1 
2017 29.00% 22.17% 14.65% 117 0.55 $958.4 35% $2,730.2 

2018 1.30% -9.31% -11.01% 134 0.47 $1,266.3 35% $3,633.1 

UMA 
Assets $ 

(Millions) 

$66.3 

$35.5 
$15.1 

$7.0 
$2.6 
$1.4 

$0.7 
$0.4 

$0.1 
$7.2 

$0.7 
 ---  
 ---  

 ---  
 ---  

 ---  
 ---  

 ---  
 ---  
 ---  

Total Assets 
$ (Millions) 

$3,699.4 

$2,765.8 
$1,813.2 

$1,598.8 
$1,691.2 
$1,745.4 

$944.9 
$582.5 

$471.1 
$345.3 

$224.8 
$275.3 
$271.4 

$211.6 
$165.4 

$140.6 
$96.3 

$103.6 
$1,440.4 
$388.1 

YTD 2019 19.70% 15.34% 14.18% 136 N/A $1,400.4 32% $4,416.7 $119.7 $4,536.4 

Annualized Rate of Return for the Period Ending September 30, 2019 

Time Period 
Conestoga Small Cap  

Total  Net Return 
Russell 2000 Growth  

Total Return 
Russell 2000  
Total Return 

1 Year -3.12% -9.63% -8.89% 
3 Years 18.08% 9.79% 8.23% 
5 Years 16.42% 9.08% 8.19% 

10 Years 15.43% 12.25% 11.19% 
Since Inception (12/31/98) 11.95% 6.64% 7.81% 

Conestoga Capital Advisors claims compliance with the Global Investment Performance Standards (GIPS) and has prepared and presented this report in compliance with the GIPS       
standards.  Conestoga Capital Advisors has been independently verified for the periods December 31, 1998 through March 31, 2002 by KPMG and for the periods March 31, 2002 through 
March 31, 2019 by BBD, LLP.  The verification reports are available upon request.  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. Performance data after March 31, 2019 is currently under examination by BBD, LLP.  

A complete list and description of all composites and policies for valuing portfolios, calculating and reporting returns, and preparing compliant presentations are available upon request. 
Performance results are presented after all actual investment management fees, custodial fees, commissions and other trading expenses.  Computations assume the reinvestment of all   
dividends and capital gains. Portfolios are valued monthly and returns are weighted by using beginning-of-quarter  values plus weighted cash flows.  Annual returns are calculated by       
geometrically linking the monthly returns.  Performance results for the full historical period are total return, time-weighted rates of return expressed in U.S. dollars.  Trade date accounting is 
used for all periods. No leverage has been used in the accounts included in the composite. The actual return and value of an account will fluctuate and at any point could be worth more or 
less than the amount invested.  Individual account performance will vary according to individual investment objectives.   

All fee-paying discretionary portfolios will be assigned to an appropriate composite according to investment objective. Composites will include new portfolios at the start of the next       
performance measurement period (i.e. the beginning of the next month) after the portfolio comes under management and will exclude terminated portfolios after the last full calendar 
month period the portfolios were under management (i.e., the end of the last full calendar month), but composites will continue to include terminated portfolios for all periods prior to 
termination.   

The Russell 2000 Index measures the performance of the small-cap segment of the U.S. equity universe. The Russell 2000 Index is a subset of the Russell 3000® Index representing       
approximately 10% of the total market capitalization of that index. It includes approximately 2000 of the smallest securities based on a combination of their market cap and current index 
membership.  The Russell 2000 Growth Index measures the performance of the small-cap growth segment of the U.S. equity universe. It includes those Russell 2000 companies with higher 
price-to-value ratios and higher forecasted growth values.  The Russell 3000 Index measures the performance of the largest U.S. companies based on market capitalization. The volatility of 
the Russell 2000 Index and Russell 2000 Growth Index may be materially different from that of the performance composite.  In addition, the composite's holdings may differ significantly 
from the securities that comprise the Russell 2000 Index and the Russell 2000 Growth Index.  For comparison purposes, the Conestoga Small Cap Composite is measured against the  
Russell 2000 and Russell 2000 Growth Indices.  

UMA assets presented are not part of Conestoga’s GIPS-defined firm assets as Conestoga has no trading authority over these assets and serves in an advisory-only capacity. UMA assets under 
management are received on a preliminary quarterly basis, which are subject to change by the plan sponsor after a complete reconciliation of the underlying accounts.  The "Total Assets" 
include UMA assets and are not part of the GIPS® firm assets. UMA and Total Assets are shown as supplemental information. 

The current management fee schedule is as follows:  Up to $25,000,000 = 1.00%; Over $25,000,000 = Negotiable. 

The dispersion of annual returns is measured by the standard deviation across equal-weighted portfolio returns represented within the composite for the full year.  The dispersion calculation 
shown, "asset weighted dispersion", is calculated as the annual standard deviation of individual portfolio gross returns weighted by the beginning of period portfolio size for the composite 
members.  Dispersion is shown as "N/A" for periods less than one year and for periods with 5 or fewer composite members for the entire year. 

As of December 31, 2018, the three-year standard deviation, calculated net of fees, for the Conestoga Small Cap Composite was 16.28% and the Russell 2000 Growth was 16.46%, and the 
Russell 2000 was 15.79%.  As of December 31, 2017, the three-year standard deviation, calculated net of fees, for the Conestoga Small Cap Composite was 13.61% and the Russell 2000 
Growth was 14.59%, and the Russell 2000 was 13.91%. As of December 31, 2016, the three-year standard deviation, calculated net of fees, for the Conestoga Small Cap Composite was 
16.36% and the Russell 2000 Growth was 16.67%, and the Russell 2000 was 15.76%.  

Conestoga Capital Advisors is an independent investment management firm founded in 2001 that manages equity and balanced portfolios for primarily U.S. institutional and retail clients.  
Performance results prior to June 30, 2001 have been achieved by Martindale Andres & Company, Inc., William Martindale and Robert Mitchell's prior investment advisory firm.  The 
Conestoga Small Cap Composite creation date (since inception) is 12/31/98.  This composite contains portfolios which primarily invest in small cap equities.  In addition, for an account to 
be  included in the composite, no more than 20% of the portfolio will (i) have a market capitalization outside the range of a rolling 3-year average of Russell 2000 Growth Index; or (ii) be 
outside of the small capitalization model.   In addition, the weighting of an individual security within a given account cannot exceed 10% (or 2.5 times the target weighting defined in the 
small capitalization model portfolio) of the equity assets.  Portfolios that are less than $250,000 in size at inception are not included in this composite.  Portfolios will not be removed from 
the assigned composite if they fall below the minimum simply due to market depreciation. Prior to    September 30, 2003, portfolios greater than $100,000 were included in this composite.  
There have not been any material changes in the personnel responsible for managing accounts during the time period. Past performance is not indicative of future results.  



 

Note:  The specific securities identified and described in this report do not represent all of the securities purchased, sold or recommended for advisory clients, and you 
should not assume that investments in the securities identified and discussed will be profitable in the future. As you are aware, one cannot assume that past results are 
indicative of future performance. Holdings are subject to change. 

 

 

 

DISCLOSURES: GIPS ® Presentation for the Period Ending September 30, 2019 

Time Period 

Conestoga  
SMid Cap  
Total Net 

Return 

Russell 2500 
Growth 
Total          

Return 
# of     

Portfolios 

Composite 
Dispersion 

(%) 

Composite 
Assets at End 

of Period  
$ (Millions) 

% of Firm 
Assets 

Firm Assets 
$ (Millions) 

Jan 31, 2017 -  Dec 31, 2017 32.69% 21.58% 2 N/A      $59.6 2% $2,730.2 

Dec 31, 2013 - May 31, 2014 -12.28% -1.23% 1 N/A      $66.8 4% $1,652.7 

2018 0.69% -7.47% 4 0.21      $68.6 2% $3,633.1 

UMA Assets 
$ (Millions) 

$66.3 

$35.5 

N/A 

Total Assets 
$ (Millions) 

$3,699.4 

$2,765.8 

$1,652.7 

YTD 2019 28.51% 19.97% 7 N/A      $79.2 2% $4,416.7 $119.7 $4,536.4 

Conestoga Capital Advisors claims compliance with the Global Investment Performance Standards (GIPS) and has prepared and presented this report in compliance with the GIPS                
standards.   

Conestoga Capital Advisors has been independently verified for the periods December 31, 1998 through March 31, 2002 by KPMG and for the periods March 31, 2002 through March 31, 
2019 by BBD, LLP.  The verification reports are available upon request.  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. Performance data after March 31, 2019 is currently under examination by BBD, LLP.  

A complete list and description of all composites and policies for valuing portfolios, calculating and reporting returns, and preparing compliant presentations are available upon request. 
Performance results are presented after all actual investment management fees, custodial fees, commissions and other trading expenses.  Computations assume the reinvestment of all     
dividends and capital gains. Portfolios are valued monthly and returns are weighted by using beginning-of-quarter  values plus weighted cash flows.  Annual returns are calculated by       
geometrically linking the monthly returns.  Performance results for the full historical period are total return, time-weighted rates of return expressed in U.S. dollars.  Trade date accounting is 
used for all periods. No leverage has been used in the accounts included in the composite.  The actual return and value of an account will fluctuate and at any point could be worth more or 
less than the amount invested. Individual account performance will vary according to individual investment objectives.   

All fee-paying discretionary portfolios will be assigned to an appropriate composite according to investment objective. Composites will include new portfolios at the start of the next       
performance measurement period (i.e. the beginning of the next month) after the portfolio comes under management and will exclude terminated portfolios after the last full calendar 
month period the portfolios were under management (i.e., the end of the last full calendar month), but composites will continue to include terminated portfolios for all periods prior to 
termination.   

The benchmark for this composite is the Russell 2500 Growth Index, which measures the performance of the small to mid-cap growth segment of the U.S. equity universe. It includes those 
Russell 2500 companies with higher price-to-book ratios, forecasted growth values, and historical sales per share. Index returns are provided for comparison purposes to represent the invest-
ment environment existing during the time periods shown. An index is fully invested, includes the reinvestment of dividends and capital gains, but does not include any transaction costs, 
management fees, or other costs. Holdings of each separately managed account in a composite will differ from the index.  An investor may not invest directly in an index.   

The Russell 2500 Index measures the performance of the small to mid-cap segment of the U.S. equity universe, commonly referred to as “SMid” cap.  The Russell 2500 Index is a subset of 
the Russell 3000® Index.  It includes approximately 2500 of the smallest securities based on a combination of their market cap and current index membership.  The Russell 2500 Index is 
constructed to provide a comprehensive and unbiased barometer for the small to mid-cap segment. (Source: Russell)  

UMA assets presented are not part of Conestoga’s GIPS-defined firm assets as Conestoga has no trading authority over these assets and serves in an advisory-only capacity. UMA assets under 
management are received on a preliminary quarterly basis, which are subject to change by the plan sponsor after a complete reconciliation of the underlying accounts.  The "Total Assets" 
include UMA assets and are not part of the GIPS® firm assets. UMA and Total Assets are shown as supplemental information. 

The current management fee schedule is as follows:  Up to $25,000,000 = 1.00%; Over $25,000,000 = Negotiable. 

The dispersion of annual returns is measured by the standard deviation across equal-weighted portfolio returns represented within the composite for the full year.  The dispersion calculation 
shown, "asset weighted dispersion", is calculated as the annual standard deviation of individual portfolio gross returns weighted by the beginning of period portfolio size for the composite 
members.  Dispersion is shown as "N/A" for periods less than one year and for periods with 5 or fewer composite members for the entire year. 

A three-year standard deviation of returns is not shown as the composite has not reached three years of history. 

Conestoga Capital Advisors is an independent investment management firm founded in 2001 that manages equity and balanced portfolios for primarily U.S. institutional and retail clients. 
The Conestoga SMid Cap Composite creation date is 12/31/2013.  In June 2014, the SMid Cap Composite lost its member portfolio, and, as a result, the Composite had no member 
portfolios.  Reporting of the SMid Cap Composite resumed in January 2017, when a portfolio was added to the Composite. The Composite includes all dedicated SMid Cap equity      
portfolios.  This composite contains portfolios which primarily invest in mid cap and small cap   equities.  In addition, for an account to be  included in the composite, no more than 20% of 
the portfolio can have a market capitalization outside the range of a rolling 3-year average of Russell 2500 Growth Index.  Portfolios that are less than $250,000 in size at inception are not 
included in this composite. Portfolios will not be removed from the assigned composite if they fall below the minimum simply due to market depreciation.  Past performance is not       
indicative of future results. 


