October 29, 2021

Manager Commentary
“In the short-run, the market is a voting machine, but in the long-run, the market is a
weighing machine.”
-

Warren Buffett

2021 has been the year of weighing, and we believe that it is just beginning. The Spears
Abacus Small Cap Dividend Growth strategy is up 15.5%, net of fees, year-to-date, versus
12.4% for the Russell 2000. We outperformed the index for the quarter and nine months, as
the market’s fascination with speculation in unprofitable companies has begun to wane. Yearto-date, the Russell 2000 growth is up only 2.8%.
If the market continues to focus on quality and profitability, that bodes well for our strategy’s
future relative performance. At quarter end, 41% of the companies in the Russell 2000 were
unprofitable, a measure of speculative excess that was only exceeded at the height of the
dot.com era, when 34% of the companies in the index were unprofitable. 1
We love this strategy because we focus on dividend-paying profitable small companies that
may benefit from the law of small numbers. This is the opposite of the law of large numbers,
which states that it’s harder for large companies to grow quickly.
Since 2011 and the birth of the smartphone, it seems as if there has been a new sheriff in
town, and the law of large numbers has been replaced by the law of the network effect. The
big companies get bigger because each new customer that they get makes their platforms
more valuable to the next customer, and so on and so forth. Companies like Google,
Facebook, Amazon, Microsoft, and Apple are great examples of those that have benefitted
from the network effect. They have benefitted so well that they now represent 22% of the
S&P 500. As a result, many large-cap investors are no longer getting the diversification that
they were used to in the past.
An investment in the SA Small Cap Dividend Growth strategy represents an opportunity to
diversify U.S. equity investments from a small handful of great companies to a portfolio of 75
companies that we believe are great as measured by profitability and the ability to reinvest
in the business even after paying dividends. Our favorite measure of profitability is return on
invested capital, which measures how much profit a company gets for every dollar that it has
historically invested in its business. Our strategy’s ROIC, on a trailing twelve-month basis, is
24%, versus 3% for the Russell 2000. Despite having a higher dividend yield than the Russell
2000, our median payout ratio is 23% versus 46% for the Russell 2000, indicating that more
earnings are retained to invest for growth.
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3Q21 Performance of Top 5 Contributors
Company
Ticker
InMode Ltd.
INMD
Switch, Inc. Class A
SWCH
Insperity, Inc.
NSP
AMN Healthcare Services, Inc.
AMN
Carriage Services Inc.
CSV
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% Change
68.4%
20.5%
22.5%
18.3%
20.9%

3Q21 Performance of Top 5 Detractors
Company
Ticker
Tabula Rasa Healthcare, Inc.
TRHC
Texas Pacific Land Corporation
TPL
Amedisys, Inc.
AMED
Qurate Retail, Inc. Class A
QRTEA
Nu Skin Enterprises, Inc. Class A
NUS

% Change
-47.6%
-24.2%
-39.1%
-22.2%
-28.0%
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Top contributors and detractors are based on percentage contribution to the strategy's performance, which is impacted by both the security's performance
and its position size (i.e., the top contributor may not have the best performance); if the security was purchased or sold during the quarter, performance is
calculated based on the purchase or sale date.

Our top contributor this quarter was InMode, a leading global provider of innovative,
minimally invasive surgical medical treatment solutions with a focus on aesthetics – especially
face and body contouring. We believe that its cash return on invested capital of 47% is a
reflection of the high barriers to entry that its brand and intellectual property have created.
Our biggest detractor was Tabula Rasa, a company that provides patient-specific, data-driven
technology and solutions that enable healthcare organizations to optimize medication
regimens. Its core business is providing these services to the elderly, primarily through the
PACE program, which provides nursing-facility level of care in a community setting during the
day before the patients return to their own homes for the evening. Its secondary business is
focused on software that mitigates the risk of unintended drug interactions, which is the
fourth leading cause of the death in the U.S.; we believe that many of these deaths and
hospitalizations are preventable. In our opinion, from a fundamental point of view, Tabula
Rasa’s quarter was not as a bad as the stock price indicates, but many healthcare services
companies were out of favor in the third quarter, and Tabula Rasa was no exception.
The Russell 2000 is a strange benchmark. Sometimes it feels like it is a Frankenstein monster
made half of highly speculative concept stocks and half of slow growing highly levered banks.
We invite investors who are not particularly interested in either of those strategies, but who
want to diversify their portfolios to benefit from a potential change in market leadership, to
reach out to discuss the SA Small Cap Dividend Growth strategy.
Sincerely,

Manny Weintraub, CFA

1

The number of unprofitable companies was higher in 2002 and 2010, but we believe that this was driven
by the economic cycle rather than speculative behavior.
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