
FOUR GREENWICH OFFICE PARK  
GREENWICH, CT 06831 

 FIRM OVERVIEW 

Focus on Small & SMID Cap Value 

Experienced, Stable Team 

25‐Year+ Track Record 

FCF‐Based Valua ons 

100% Independent, Partner Owned  

$3.6 Billion AUM 

Cardinal Capital Management, L.L.C. 

SMID Cap Value 

Third Quarter 2019 

Market Commentary 

Small, SMID, and large cap stock indices, as represented by the Russell 2000, 2500, and 1000, 
fell 2.4%, 1.3%, and rose 1.4%, respec vely, in the third quarter. Within the Russell 2500, the 
Growth Index fell 3.2% while the Value Index rose 0.1%. The Value Index outpaced its growth 
counterpart due to a higher weigh ng in be er performing real estate and financial stocks, a 
lower weigh ng in poorly performing healthcare stocks, and a higher weigh ng in u li es 
stocks. These were offset by a higher weigh ng in energy stocks, which lagged despite a major 
a ack on Saudi Arabia's oil infrastructure. Although U.S. equity market indices fell only slightly 
for the quarter, the market once again experienced significant intra‐quarter vola lity. In 
August, the stock market fell sharply as trade talks with China broke down and investors 
became defensive, fearing an imminent recession. Be er economic data and resump on of 
trade talks in September triggered a rebound in equity prices, par cularly those of smaller and 
more economically sensi ve stocks. A more op mis c economic outlook also prompted 
investors to rotate into value and away from growth stocks because they viewed value stocks 
as inexpensive. For the quarter, the smallest market capitaliza on and lowest P/E small cap 
stocks s ll lagged despite September's rota on. 

U.S. economic growth slowed to 2% in the second quarter as the corporate tax rate cut 
anniversaried, and as the trade war with China began to impact the economy. For the rest of 
the year, economic growth is forecast to remain steady as strong consumer spending is 
supported by very low unemployment and rising wages. Except for deteriora ng 
manufacturing data, most other economic indicators such as retail sales and the jobless rate 
have been resilient. Although the Federal Reserve remains op mis c about U.S. economic 
prospects, it cut short‐term interest rates twice this year due in part to concerns about the 
nega ve impact of U.S. trade policy on business and consumer confidence. Outside the U.S., 
economic data remains generally weak. Monetary policy in Europe remains accommoda ve 
but ineffec ve against the structural challenges. Economic growth remains slow in China 
although the leadership is using monetary and fiscal s mulus to offset the impact of the trade 
war and global manufacturing weakness. Poli cal uncertainty from the upcoming U.S. 
presiden al elec on and the impeachment inquiry are also ra ling investors who have been 
net buyers of bonds this year and sellers of equi es despite the risk appe te evidenced in 
September.     

Third Quarter Performance Commentary 
The preliminary third‐quarter performance of Cardinal's SMID Cap Value Composite, at 0.7% 
net of fees, exceeded the 0.1% return of the Russell 2500 Value Index. The main contributors 
to rela ve performance were stock selec on in the industrials and communica on services 
sectors, and stock selec on, and a lower weigh ng in the energy sector. In the industrials 
sector, the share price of electronics and instrumenta on manufacturer Teledyne 
Technologies rose on be er than expected quarterly results and increased annual guidance. 
Also, shares of salvage company Insurance Auto Auc ons rose following the company's spin‐
off from KAR Auc on Services at the end of the prior quarter. The spin allowed both 
companies to trade at more appropriate valua ons. The company also reported solid second 
quarter earnings for its first repor ng period as an independent company. In the 
communica on services sector, the share price of IAC/InterAc veCorp rose a er the company 
announced strong second quarter results and disclosed it was considering spinning its stakes in 
Match Group and ANGI Homeservices. In the energy sector, the share price of royalty interest 
owner Viper Energy Partners performed be er than its peers likely due to its capital‐light 
business model. The primary detractors from rela ve performance were stock selec on in the 
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informa on technology and consumer staples sectors and not owning u lity stocks. In the informa on technology sector, the stock price 
of payment so ware provider, ACI Worldwide, lagged despite be er than expected quarterly results as net new bookings were lackluster. 
Also, the share price of Silicon Mo on fell a er the company pre‐announced second quarter results with revenues below the low‐end of 
their prior guidance due to delays transi oning from one genera on of SSDs to the next at Alibaba. Shares declined further when the 
company announced results mostly in line with the preannouncement but with third quarter revenue and margin guidance that missed 
consensus expecta ons. In the consumer staples sector, the stock price of Hostess Brands, a baker and distributor of sweet baked goods, 
fell a er Chairman Dean Metropoulos announced the sale of 12 million shares of the company's stock. 

The annualized net return of Cardinal's SMID Cap Value Composite since incep on (May 1, 2010) is 10.9% versus 9.4% for the Russell 
2500 Value Index and 10.8% for the Russell 2500 Index. Cardinal managed $3.6 billion in small and SMID cap value assets as of September 
30, 2019.  

Highlighted Investments 
 

 

Itron, Inc. provides technology and services that measure, analyze, and manage energy and water use globally. The company is a key 
player in the transforma on of power genera on and distribu on into smart ci es with clean energy. With its origins as a supplier of 
u li es meters, Itron now provides products and solu ons that enable automated meter reading, advanced metering infrastructure, as 
well as an enterprise so ware pla orm with real‐ me analy c applica ons. These solu ons assist electric, gas, and water u li es in 
efficiently managing their infrastructure resources. One important driver of demand is the poor condi on of the electrical grid worldwide. 
Itron is well‐posi oned as one of the few vendors with market‐leading products and solu ons capable of making significant and complex 
upgrades. Moreover, the substan al increase in electric vehicles forecast to meet more stringent carbon emission standards will only 
increase the demands on the grid. In 2018, Itron acquired Silver Spring Networks for its open‐source so ware pla orm, which allows 
ci es, u li es, and other enterprises to achieve a higher return on their infrastructure investments by deploying applica ons on an 
integrated networking and data pla orm. As a result, Itron can analyze data gathered from the grid and process it into informa on which 
its customers can use to op mize their opera ons. Following the acquisi on, industrywide component shortages reduced Itron's gross 
margin as it was moving to a more outsourced, flexible manufacturing model. The nega ve earnings revisions which occurred as the 
company was reducing its cost structure enabled Cardinal to build a meaningful posi on in the company at an a rac ve valua on. 
Currently, management is realizing $140 million in synergies from the Silver Springs acquisi on and its supply chain restructuring. They 
intend to use their free cash flow primarily to reduce leverage taken on in the Silver Springs transac on. With the component shortages 
largely behind them, Itron is well‐posi oned to benefit from the increasing demand for clean and sustainable energy infrastructure.  

 

Lithia Motors is the third‐largest car dealer group in the U.S. Although over 50% of its revenue comes from the cyclical business of selling 
new cars, over 80% of its profits come from used car sales and other more stable sources, such as parts, maintenance, and repair services. 
Founded in 1946 as a single Chrysler dealership, Lithia began to acquire other dealerships in the late 1960s but increased its efforts a er 
the company went public in 1996. Cardinal analyzed auto dealerships a er the financial crisis but concerns about the dealership model 
and its dependence upon floor plan financing from financially challenged manufacturers deterred the team from inves ng. However, the 
por olio managers became comfortable with the business model over me, as the financial condi on of the manufacturers has 
improved. Since the average vehicle on the road today is 12 years old and low‐cost credit is available, new car demand remains stable. 
Also, consolida on of the highly fragmented auto dealership industry has con nued as baby boomers reach the age at which they choose 
to sell their businesses. Lithia has been a disciplined acquiror of dealerships that have not performed near their poten al, typically paying 
three to five mes normalized cash flow. Management's data‐driven focus and investments in systems and technology have allowed 
Lithia to improve the profitability of acquisi ons over me. Following a quarter where Lithia missed analyst earnings es mates due to the 
liquida on of excess used car inventory at unfavorable rates, Cardinal was able to buy the company's stock at an opportunis c valua on. 
Since then, its earnings have grown over 10% per year despite a plateauing of new car sales. Lithia's stock has risen in line with its 
earnings growth but remains a rac vely valued rela ve to its solid fundamental prospects. With over $1.2 billion of recently acquired 
revenues and management's solid track record of execu on, the company should improve its profitability as the performance of newer 
dealerships reaches peer levels.  
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Market & Por olio Outlook 
Cardinal's near‐term outlook for equi es remains cau ously op mis c despite significant trade uncertain es, mixed domes c economic 
data, and a vola le poli cal situa on. Monetary policy should prove to be a tailwind as the Federal Reserve appears commi ed to more 
interest rate cuts to help sustain the current record‐long economic expansion. The investment team expects U.S. GDP to grow moderately 
into 2020 as strong consumer spending more than offsets the weak manufacturing environment. It is too early to determine the degree of 
nega ve impact recent tariff increases will have, par cularly on consumer and business confidence. With heightened uncertainty, the 
investment team con nues to prefer investments whose success is dependent primarily upon company‐specific drivers rather than overall 
economic growth. The por olio managers remain op mis c that Cardinal's por olio companies will con nue to redeploy their free cash 
flow opportunis cally, which should bode well for future value crea on.  

 

 

 

 

 

Disclosures 

Net performance reflects the deduc on of advisory fees and expenses which reduce an investor’s total return on investment. Returns 
presume investment for the en re period indicated and reinvestment of all interest income, capital gains, dividends and other  
distribu ons.  Performance returns are unverified es mates and have been computed by Cardinal. Depending on the ming of an 
investor’s investment in the strategy, net performance for such investor may vary from the net performance stated herein.  Past 
performance is not indica ve of future results.  

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 securi es based 
on a combina on of their market cap and current index membership. The Russell 2500 Value Index measures the performance of small to 
mid‐cap value segment of the U.S. equity universe and includes those Russell 2500 Index companies with lower price‐to‐book ra os and 
lower forecasted growth values. The Russell 2000 Index consists of the 2000 smallest stocks in the Russell 3000 Index that represent 
approximately 10% of the total market capitaliza on of that Index.  The Russell 1000 Index consists of the 1000 largest stocks in the Russell 
3000 Index that represent approximately 90% of the total market capitaliza on of that Index.  These indices are included merely to show 
the general trend in the small‐cap equity markets in the periods indicated and is not intended to imply that  Cardinal’s investments were 
comparable to the index either in comparison or element of risk.  There is no guarantee that the performance of the strategy will meet or 
exceed any index.  An investor cannot invest directly in an index. 

The discussion of specific discrete investments in this newsle er (i) is included merely to illustrate certain investment processes and 
strategies u lized by Cardinal, (ii) is not intended to indicate overall performance that may be expected to be achieved by the Strategy, 
and (iii) should not be considered a recommenda on to purchase or sell any par cular security.  The investments discussed herein are not 
a comprehensive list of securi es or posi ons held by the Strategy.  There is no assurance that any securi es discussed herein will be or 
remain in the por olio or, if sold, have not been or will not be repurchased. 

Any projec ons, market outlooks or es mates in this newsle er are forward looking statements and are based upon certain assump ons.  
Other events which were not taken into account may occur and may significantly affect the returns or performance of the Strategy.  Any 
projec ons, outlooks or assump ons should not be construed to be indica ve of actual events which will occur. 
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