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Past performance does not guarantee
future results. The performance data
quoted represents past performance
and current returns may be lower or
higher. The investment return and
principal will fluctuate so that an
investor’s portfolio, when liquidated,
may be worth less than the original
cost/balance. As with any investment,
there is a potential risk of loss.
Smaller and medium-sized company
stocks are more volatile and less
liquid than larger, more established
company securities.

Performance

For the quarter ended December 31, 2021, the Small Cap Select Value Strategy appreciated 7.04%
gross (6.78% net of fees) versus gains of 4.36% the Russell 2000 Value Index and 2.14% for the Russell
2000 Index. For the full year 2021, the Strategy was up 33.00% gross (31.72% net) versus 28.27% and
14.82% for the respective indices.

Macroeconomic Review

Despite the sharp gyrations in the equity markets over the emergence of yet another coronavirus
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benefit most from the tailwind
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of a strong domestic economy
which is driving both revenue
growth and margin expansion.
Small caps, moreover, are
cheaper relative to large caps,
by the widest margin in 35
years, according to Bank of
America. Along with improving
fundamentals and reasonable
valuations, there is also
currently a global wave of
mergers and acquisitions that
is sweeping across the small
cap landscape, and
contributing to performance
gains in our portfolio.

Source: U.S. Bureau of Economic Analysis, Factset. Grey represents recession
periods.
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Against the backdrop of a
strong economy was the
November jobs report which
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showed a paltry payrolls increase of 210,000, the lowest monthly growth all year, and far short of
economists’ expectations. U.S. retail sales rose by less than forecast in November, suggesting that
consumers are tempering purchases against worries over the highest inflation in decades. Overall retail
purchases increased just .3%, the smallest advance in four months. Strength in the economy was
reflected in the increased labor participation rate of 61.8% from the prior month’s 61.6%, a post pandemic
high. Overshadowing Omicron and the employment picture is the specter of rising inflation, which
reached a four decade high in November. The Labor Department reported that the consumer price
index rose 6.8% in November, the fastest pace since 1982 and the sixth month in a row in which inflation
topped 5 percent. What’s more, U.S. producer prices rose in November by .8 percent from the prior
month, and 9.6 percent from a year earlier.
Whether transitory or permanent, inflation concerns drove Fed officials, at their December meeting, to
intensify the battle against the hottest inflation in a generation by shifting to an earlier end of their asset
buying program and signaling they are raising interest rates in 2022 at a faster pace than economists
were expecting. The Fed announced it will double the pace of scaling back purchases of Treasuries
and mortgage-back securities to $30 billion a month. The faster pullback puts the Fed in a position to
raise rates earlier than expected to counter price pressures. The statement showed officials expect
three quarter point increases in the federal funds rate next year.
Meanwhile, Congress appears close to passing a $2 trillion “Build Back Better” bill which embraces a
wide array of infrastructure and social programs. Global supply chain constraints, raw material price
increases and massive fiscal spending have all contributed to the surge in inflation, forcing the Fed to
accelerate the wind-down of its stimulus efforts.
Even with less Fed accommodation, interest rates remain at historically low levels, with negative real
rates adjusted for inflation. The domestic economy appears vibrant across most sectors, despite
ongoing supply chain issues and semiconductor shortages. According to a consensus of economists,
U.S. Gross Domestic Product (GDP) is expected to grow in 2022 by 3 to 4 percent with corporate
earnings growth ranging from 5% to 10%, paced by small caps at the upper end of the range. Inflation is
expected to moderate in tandem with improved supply chain logistics. Overall, the macro backdrop
appears favorable for equities, notwithstanding an exogenous shock.
The combination of strong global economies, massive central bank monetary accommodation, and near
zero real interest rates has fueled a major wave of mergers and acquisitions. Activity has already broken
historical records: The overall value of deals consummated in 2021 was more than $5.8 trillion. Deals in
the $1 billion to $10 billion range have underpinned the boom thanks to an abundance of cheap
financing. Our portfolio has benefitted historically, with an average of 5 to 10 percent of our company
holdings acquired annually. In 2021, ten of our holdings were acquired at significant premiums to our
cost basis, the majority by strategic buyers. Among sectors benefitting from the wave of M&A are
regional banks, with 150 deals announced through November, outpacing the 119 deals for 2020.
Among acquired companies in our portfolio: Boston Private Financial Holdings, Inc. (BPFH) by SVB
Financial Group (SIVB); Sterling Bancorp (STL) acquired by Webster Financial Corp (WBS); and Investors
Bancorp, Inc. (ISBC) acquired by Citizens Financial Group, Inc. (CFG). Outside of banks, magazine
publisher and television station operator, Meredith Corp (MDP) was acquired in two parts by IAC
Interactive Corp (IAC), and Gray Television, Inc. (GTN); CMC Materials Inc. (CCMP) was acquired by
another one of our holdings, Entegris, Inc. (ENTG). Private equity outfits acquired three of our holdings:
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Cloudera Inc. (CLDR), a data base software provider; specialty chemical and coatings company Ferro
(FOE); along with payments processor, Bottomline Technologies Inc. (EPAY).

Leading Contributors

Extreme Networks, Inc. (EXTR) provides network equipment for wireless and wireline networks,
primarily to enterprise customers. Though longer to materialize than initially expected, the company has
at last routinely been able to demonstrate consistent double digit organic growth. Having already
shifted to cloud-delivered products, the pandemic gave a sustained boost to the wireless networking
business, even building a backlog to a level sized at twenty percent of full year revenue. As the
company has achieved the growth and margin targets set out during the consolidation phase of
previous years, the stock has begun to narrow the valuation discount. Confirming its status as an
alternative provider to the heavyweights in the space, Extreme has ample room to continue the growth
trend via small gains in market share.
CMC Materials, Inc. (CCMP) is a provider of specialty chemicals primarily used in the polishing process
of semiconductor wafer manufacturing. For years the company suffered the high-quality “problem” of
leading market share, high margins and few accretive uses for the tremendous free cash flow (the low
share count meant that any sizeable share buyback would effectively take the company private). After
unwinding much of an entangled acquisition of an industrial chemicals entity, this reinstated pureplay
was acquired by Entegris, Inc (ENTG), furthering that company’s dominance as a key supplier of
consumables to the semiconductor industry.
Bottomline Technologies, Inc (EPAY) is a software vendor offering subscription-based products for
businesses, from managing legal spend to receivables settlements to digital banking. The company has
often had a difficult time managing investor expectations given inclusion within the hypergrowth
“fintech” subsector. While cumbersome for investors to perform, we believed an analysis of the key
new business verticals showed promising adoption trends and a market potential significantly greater
than what was currently addressed. This lack of clarity led to the involvement of an activist shareholder
and, ultimately, the announcement of a sale of the company to private equity firm Thoma Bravo at twice
our cost basis (we retained a stub position after selling two thirds of the position at higher levels in
2018).

Leading Detractors

Hemisphere Media Group, Inc (HMTV) is a Spanish-language media company serving both the US and
Latin American regions, and most known for its dominant local broadcasting position in the Puerto Rican
market. Our involvement was initiated a few years prior, following the temporary impact of a hurricane
upon the island, as we saw the relative growth potential from both Spanish-language populations and a
narrowing of the domestic ad rate discount. Since that time, the company has marked progress on both
fronts and even consolidated a number of joint ventures, most notably Pantaya, giving exposure to a
Spanish video-on-demand platform with one million subscribers. A week after reporting inline earnings,
the company surprised investors with a proposed 15% share dilution meant to raise opportunistic capital
for funding upcoming original content projects. The stock reacted sharply to the unexpected offering
and the company immediately withdrew the offer. But given the few outlets by which to broadly
converse with investors, the stock continued to sink on the damage of poor communication. While the
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plans to capitalize on the positive trends experienced on the subscription video platform with original
content are ambitious, we believe the historical financial discipline and ability to operate solely on
licensed content are reasons enough to believe the company will continue to manage responsibly.
Tupperware Brands Corp (TUP) is known the world-over as a storage container company that
engages with consumers primarily through more than three million independent sales representatives.
While slow to receive market acknowledgement, the company is in the later stages of a remarkable
turnaround led by a new ceo who restructured the balance sheet away from being a “going concern”,
drove down costs, is reorganizing the selling model, and stabilized years of revenue decline. As of
late, the stock has been unfairly dismissed as an “temporary covid beneficiary”. While the pandemic
certainly gave a boost to interim results, it has also masked the stabilization and cash flow potential of
the business. With our downside supported by an extremely low valuation, we are confident that a
stable stream of earnings will rectify this situation.
ABM Industries Inc (ABM ) is one of the oldest building maintenance providers in the United States,
growing to become one of the largest (employing over 140,000 people) by offering a breadth of facility
services. After dispelling earlier concerns around wage inflation and pandemic disruption, the
company disappointed investors with margin guidance for the coming year. While some give-back
was expected, as the prior year was boosted by higher margin “deep clean” offerings and labor
efficiencies, increased corporate investments are an added weight upon near term margins. We view
guidance as conservative and believe the experience during covid highlighted both the scale
advantages in janitorial services as well as the competitive edge in labor management. Exiting the
pandemic, we expect the improved free cash flow conversion to remain, boosting the valuation of the
stock.

Outlook

We continue to remain constructive in our investment outlook for small cap companies. We employ
bottom up, fundamental analysis to seek out the undervalued equities of excellent companies selling at
discounts to intrinsic value. We believe the portfolio is well positioned to deliver attractive risk adjusted
returns over a complete market cycle. We appreciate your confidence and trust.
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Fourth Quarter Contributors and Detractors
Fourth Quarter Contributors
Top Contributors

Total Return (%)

Contribution
to Return (%)

Onto Innovation, Inc.

40.03

1.16

Extreme Networks, Inc.

59.39

1.02

Marvell Technology, Inc.

44.73

0.62

AAR CORP.

20.35

0.53

NetScout Systems, Inc.

22.75

0.47

Total Return (%)

Contribution
to Return (%)

-40.31

-0.28

Teradata Corporation

-25.95

-0.22

Tupperware Brands Corporation

-27.60

-0.19

-8.87

-0.16

-24.86

-0.14

Fourth Quarter Detractors
Largest Detractors
Hemisphere Media Group, Inc. Class A

ABM Industries Incorporated
Haemonetics Corporation
Source: Factset
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Past performance is no guarantee of future results. As with all investments, there is a risk of loss. Any performance and/or
attribution information contained herein are based on a representative account of the specific strategy discussed. The
periods prior to March 20, 2009 represent the performance record established by the Portfolio Manager while affiliated
with a prior firm. Returns are presented gross and net of management fees and include the reinvestment of dividend and
other earnings.
Market Performance presented solely for informational purposes. The S&P 500 Index is designed to act as a barometer
for the overall U.S. stock market and consists of 500 stocks that are chosen on the basis of market size, liquidity, and
industry grouping. The S&P 500 is a market value weighted index with each stock's weight in the index proportionate to
its market value.
The Russell 2000® Value Index is an unmanaged index that measures the performance of the small-cap value segment
of the U.S. equity universe and includes those Russell 2000 companies with lower price-to-book ratios and lower
forecasted growth values.
The Russell 2000® Index is an unmanaged index that measures the performance of the smallest 2,000 companies by
market capitalization of the Russell 3000® Index.
The Russell 2500® Value Index is an unmanaged index that measures the performance of the small to mid-cap value
segment of the U.S. equity universe and includes those Russell 2500 companies with lower price-to-book ratios and
lower forecasted growth values.
The Russell 2500® Index is an unmanaged index that measures the performance of the 2500 smallest companies by
market capitalization of the Russell 3000® Index.
The Russell Midcap® Value Index is an unmanaged index that measures the performance of the mid-cap value segment
of the U.S. equity universe and includes those Russell Midcap companies with lower price-to-book ratios and lower
forecasted growth values.
The Russell Midcap® Index is an unmanaged index that measures the performance of the 800 smallest companies by
market capitalization of the Russell 1000® Index.
The Russell 1000® Index is an unmanaged index that measures the performance of the 1,000 largest companies by
market capitalization of the Russell 3000® Index.
The Russell 3000® Value Index is an unmanaged index that measures the performance of the broad value segment of
the U.S. equity universe and includes those Russell 3000 companies with lower price-to-book ratios and lower forecasted
growth values.
The Russell 3000® Index is an unmanaged index that measures the performance of the 3,000 largest U.S. companies by
market capitalization.
The Barclays U.S. Aggregate Bond Index is a broad-based benchmark that measures the investment grade, U.S.
dollar-denominated, fixed-rate taxable bond market, including Treasuries, government-related and corporate securities,
MBS (agency fixed-rate and hybrid ARM passthroughs), ABS, and CMBS. A direct investment into any of these indices is
not possible.
The opinions expressed in this document are those of Teton Advisors, Inc. as of the date indicated and are subject to
change without notice and are not intended as recommendations of individual securities.The net performance numbers
shown are for informational purposes only. Management fees are negotiable and standard fees is contained in the Firm’s
Form ADV Part 2A, which is available at no cost at www.keeleyteton.com.
Teton Advisors, Inc. is the registered investment adviser to this strategy.
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