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Environment
In the 4th quarter of 2020 we wrote as to how messy markets can get at inflection points. In general, market
participants fall in line with the theme that has been working. For the past several years, large cap growth
equities were working and with the majority of the market buying into it, it continued to work. Occasionally, the
theme will morph into a new variant, such as the large growth theme moving to the mid-cap growth theme, but
the move isn’t too dramatic. But every now and then the market will make a U-turn, a complete pivot that is so
extreme that the market is forced to jump into unfamiliar territory with a shoot first, ask questions later game
plan. This is what we saw in the 4th quarter of ’20 when it seemed that a bell was rung signaling the large cap
growth game is now the small cap value game. This resulted in all small cap equities rising at a rapid rate
regardless of the fundamentals. In fact, during the quarter the lower the quality of the company, the greater the
stock increase.
During the 1st quarter of 2021, small caps continued their rise with the Russell 2000 Index reaching a peak on
March 15th, and through this period the silliness continued, most clearly illustrated by the meme stock craze.
Stocks were being peddled on social media at a dizzying rate where the common denominator was the greater the
outstanding short position, the better the idea. Big hedge funds had built these oversized short positions and by
rallying the internet troops they could collectively squeeze the short and “stick it to the man”.
During this six-month period another big market move was taking place. The 10-year yield went from 0.68% to
1.74%. This is an incredible move in just 6 months! And it’s not a coincidence that this was the backdrop to a
small cap rally. We commented in the 1st quarter report that through history, small caps outperform large caps
when the 10-year yield is rising. Additionally, history tells us that low and rising inflation is also a strong
backdrop for small cap equities, particularly small cap value.
The 2nd quarter was a bit of a conundrum to us as we saw the US 10-year yield steadily fall despite all indications
that the economy was growing strongly and signs of inflation above the Fed target rate were plentiful. This
decline of the US 10-year yield continued into the 3rd quarter. The only explanation that we can provide is that
during this period, the Fed was relentless in their insistence that they saw the inflation data as “transitory”; that
the data was skewed as it was being compared to abnormally low data from the year before coinciding with the
brunt of the Covid surge, or that it was the normal volatility found in various data sets that they were sure was
going to reverse. However, throughout the 2nd and 3rd quarters our team asked every management team that we
spoke to if they think inflation is transitory and how hard was it to raise prices. A rough review of the findings is
that 90% felt that the inflation we were experiencing was not transitory and 100% said that they were putting
through price increases with ease. By this account the US 10-year yield should not have been falling.
Forgive me for being long-winded but this is the setup needed to explain what we saw in the 3rd quarter. As we
entered the 3rd quarter the US 10-year yield had fallen to 1.45% and would eventually bottom out at 1.13%. This
had many of the financial news talking heads claiming that we were due for a market crash, explaining that the
market had gone too far, too fast. A few were still bullish pointing to Wall St earnings estimates that still
anticipated strong year over year growth expectations. What we got was the equivalent of betting “0” or “00” in
roulette. Market prognosticators are always arguing the market will go up or down. But there is a third option;
the market will go sideways. From February 2021 through to September 2021, the Russell 2000 went sideways
with an uncharacteristically low volatility for a full 8-month period. In fact, the chart below shows that for the
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better part of 8 months the Russell 2000 Value benchmark traded within a 11% variance. This is a pretty rare
occurrence.

It would be a mistake to conclude then that not much has been happening. In fact, there has been quite a lot of
excitement going on below the surface. One of the most exciting aspects of the 3rd quarter has been the
resurgence of fundamentals. For the first time in a long time, factor analysis identified stocks with high ROIC /
ROE, high earnings yield, and low leverage as the outperformers of the quarter. Additionally, profitable
companies outperformed money losing companies by a meaningful amount. So, at least for a quarter, it seems
that fundamentals matter again. And as I stated in a recent client meeting, we feel like we are in a fair fight again.
This is very good news for active managers.
What about all of that discussion of the US 10-year yield? Well there is something interesting going on there,
too. As the yield was dropping into the middle of the 3rd quarter, we asked every bank management team we
spoke to if the falling yield made sense to them. The vote was nearly unanimous; no, it didn’t make sense. To
paraphrase an aggregation of the answers, based upon the conversations they were having with their customers,
upward price moves are for real and they don’t see them reversing. But, the Fed has stated that they are going to
keep rates low so the market is following.
This reminded me of an interview I saw in the early 90’s with the famed investor, Jim Rogers. He was being
asked about the direction of rates and Rogers responded, “Up”. The interviewer challenged him on this, stating
that the Fed had indicated they weren’t going to raise rates. Rogers became visibly exasperated and responded
forcefully, “the Fed doesn’t set rates, the market sets rates”. He furthered his point by stating that the Fed is made
up of a group of academics who get driven home in black cars and never go grocery shopping for themselves.
Adding that if they did, they would see that there is inflation out there and it’s for real.
Our view is that the Fed did a very good job of selling their insistence that the inflation data indicating a higher
than desired level, was transitory. That the data would soon reverse. The data hasn’t reversed, and the Fed has
only just started to lower their use of the transitory description. However, in the last few weeks of the 3rd quarter
the direction of the US 10-yr yield did reverse and started climbing again. The yield at the end of August 2021
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was 1.30% and by the end of September was 1.53%. Looking at the chart below, I like to think that the market
finally started listening to the ‘people’ and not the Fed.

As Jim Rogers said, the people going into their local supermarket see inflation and it’s at a rate that’s a good bit
higher than anything we have seen in quite some time. This data is consistent with all of the feedback that we are
getting from the many management teams with whom we have spoken. One corporate officer even went so far as
to say it was easy to put through price increases. We have never heard that before.
This all sits well with us. Repeating, small cap equities perform better when the US 10-year yield is rising. Small
cap equities and small cap value equities, in particular, do better when inflation is low and rising. Our portfolio is
well positioned for this environment. And now that fundamentals seem to matter again, we feel like we are once
again in a fair fight. A fight that we are sure that we will win.
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Performance
During the 3Q21, the Fund (Investor class) outperformed the Russell 2000 Value Index benchmark by 171 basis
points. We were pleased to see almost all of our relative outperformance was due to stock selection. Our
selections in Financials, Information Technology, and Consumer Discretionary were contributors to
performance, while the Industrial sector selections detracted.

Names Added
During the 3Q21, we added eight names and exited twelve. We are finding attractive opportunities in a number
of sectors. A few examples include:
Titan Machinery (TITN) is a dealer of new and used agricultural and construction equipment. The company also
provides parts and service for equipment. The US farming community has been facing a depressed level of
income for over the last 5 years. We are now experiencing a step function increase in the pricing of a number of
agricultural commodities. This is already leading to an increase in revenues at TITN as the US farmer’s wish list
for new and used equipment is long after many lean years. What makes the start of this cycle interesting is that
new and used agricultural equipment inventories are very low. This should lead to very strong margin
performance over a multi-year cycle.
Comfort Systems USA (FIX) is a provider of HVAC installation and service for commercial customers. We
characterize the company as a good operator with a strong management team. We found an attractive entry point
during the quarter after a somewhat soft margin performance in the 2Q21. We liked the reasoning, FIX kept
staffing levels up despite some air pockets in the work schedule. This will serve the company well on a forward
basis as the progression of work scheduling returns to pre-COVID norms. The balance sheet is under leveraged
versus historic levels and this will allow the company to pursue its historically successful strategy of bolt on
acquisitions and geographic expansion.
Holley (HLLY) designs and manufactures aftermarket performance auto parts. The company came to market
through a SPAC transaction. The last few months have seen many SPAC transactions falter after their
conversions. This presented us with an opportunity to look at the space as a source of new ideas, as we also
noticed that street coverage is lacking on many names. Holley presented us with an abnormal idea for a value
manager. A company that was growing sales and generating very attractive margins, but was trading at a
tremendous discount to other branded product/performance oriented aftermarket brands. Upon review we were
pleased to see the company has done a very good job selling their products to young vehicle owners.
We are looking forward to 3Q21 earnings releases, as we believe our held names will start to differentiate
themselves from the benchmark. In a fair fight, the stronger, better, faster competitor wins. An ability to
compound 2022 results on top of 2021 results will be a clear differentiating factor that the market will be
reviewing heading into 2022. We believe we are positioned well.
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Exhibit 1: Sector Allocation - % over/underweight vs. Russell 2000 Value Index
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Exhibit 1 above highlights the fact that sector weight differentials between the Fund and the Russell 2000 Value Index
benchmark have not changed greatly from today’s levels versus the five year average.

Top Ten Holdings (%)
UMH Properties, Inc.
Textainer Group Holdings Ltd.
Green Dot Corp. Cl A
Top Ten Holdings (%)
Seacoast Banking Corp.
EPR Properties
Heritage-Crystal Clean, Inc.
Kimball Electronics, Inc.
Monro, Inc.
Heartland Financial USA
Washington Trust Bancorp
Total % of Portfolio

Fund Characteristics
2.3
2.3
2.1
2.1
2.1
2.0
2.0
2.0
2.0
2.0
20.9

Fund

Number of Holdings
Return on Equity1
Weighted Avg Market Cap (Millions)
Fund Statistics
Price/Book2
P/E using FY1 Estimate3
Number of Holdings
Long Term Debt/Total Capitalization4
Median Market Cap (Millions)
Information Ratio (TTM)5
Weighted Avg.
Market Cap ( Millions)
6
Active Share
Price/Book1
Source:
FactSet
P/E using
FY1 Research
Estimate2

Fund Statistics

61
8.5
$1,603
1.8
Fund
13.1
75
27.0
$1,093.3
.43
$1,470.1
96.4
1.7
15.7

Russell 2000
Value Index

(%)
1,429
-1.3
$2,865
Russell 2000
1.5
Value Index
Top
12.8 Ten
1,364
Holdings
42.8
$822.10
(%)
$2,061.4
1.5
15.2

Fund

Russell 2000

Portfolio Performance

Walthausen Small Cap Value Fund: Investor Cl
Russell 2000 Value

Index7

Walthausen Small Cap Value Fund: Institutional Cl
Russell 2000 Value

Index7

Q3 21

1 Year

3 Year

5 Year

10 Year

Since
Inception

Inception
Date

-1.27

61.57

6.56

9.97

12.79

11.44

2/01/08

-2.98

63.92

8.58

11.03

13.22

-1.19

62.00

17.01

-2.98

63.92

17.95

8.57
12/31/18

Total Expense Ratio: 1.30% for Institutional Class, 1.35% for Investor Class. Net Expense Ratio: 0.98% for Institutional Class, 1.21% for
Investor Class. Expense ratio per the June 1, 2021 prospectus.
The Net Expense Ratio includes a waiver. The Advisor has contractually agreed to waive Services Agreement fees and Management Fees to
the extent necessary to maintain total annual operating expenses of the Institutional Class shares and Investor Class Shares, excluding
brokerage fees and commissions, taxes, borrowing costs (such as (a) interest and (b) dividend expenses on securities sold short), the cost of
acquired funds and extraordinary expenses at 0.98% and 1.21% respectively, of its average daily net assets through May 31, 2022. The
Advisor may not terminate the fee waiver before May 31, 2022. The Trustees may terminate the expense waiver upon notice to the Advisor.
From the prospectus dated June 1, 2021.
Performance data quoted represents past performance and does not guarantee future results. Investment returns and principal value will
fluctuate so that an investor’s shares, when redeemed, may be worth more or less than their original cost. The current performance may be
lower or higher than the performance data quoted. Investors may obtain performance data current to the most month-end by calling (888)
925-8428. Periods over one year are annualized.
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Disclosures
Return on Equity (ROE) is a measure of financial performance calculated by dividing net income by shareholders’ equity. ROE is a
measure of how effectively management is using a company’s assets to create profits.
1

Price/Book measures the weighted average of the price to book value of all the stocks in the fund’s portfolio, excluding companies with
negative book values. Book value is the total assets of a company less total liabilities.
2

3

P/E using FY1 Estimate is a ratio reflecting the amount of earnings estimated for next year per dollar of amount share price. For the
fund, the individual P/E stock ratios are then weighted by their portfolio and market values to calculate a weighted average for the
portfolio as a whole. Companies with negative earnings are excluded from the calculation. This ratio is not a forecast of the fund’s
future performance.
4

Long Term Debt/Capitalization is a ratio that measures the proportion of long term debt used to finance assets, as a percentage of the
firm’s total capitalization.
5

The Information Ratio is a measurement of portfolio returns beyond the returns of a benchmark, in this case the Russell 2000 Value
Index, compared to the volatility of those returns.
6

Active Share is a measure of the percentage of portfolio holdings that differs from the benchmark index.

7

The Russell 2000® Value Index measures the performance of the small cap value segment of the U.S. equity universe. It includes those
Russell 2000 companies with lower price-to-book ratios and lower forecasted growth sales.
8

The Russell 2000® Index measures the performance of the small-cap segment of the US 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
9

Return on Invested Capital (ROIC) is a calculation used to assess a company's efficiency at allocating the capital under its control to
profitable investments. The return on invested capital ratio gives a sense of how well a company is using its capital to generate profits.
10

A special purpose acquisition company (SPAC) is a company with no commercial operations that is formed strictly to raise capital
through an initial public offering (IPO) for the purpose of acquiring or merging with an existing company.
An investment in the Fund is subject to investment risks, including the possible loss of the principal amount invested. The Fund
invests in the stocks of small capitalization companies, which may subject the Fund to additional risks. The earnings and prospects of
these companies are generally more volatile, and they may experience higher failure rates than do larger companies. Their stocks are
subject to a greater degree of volatility, trade in lower volume and may be less liquid. Investment in the Fund is also subject to
common stocks risk, value investing risk, sector risk, securities lending risk, and investment management risk. Fund holdings and asset
allocations are subject to change and are not recommendations to buy or sell any security.
Investors should consider the investment objectives, risks, charges and expenses of the Fund carefully before investing. The prospectus
contains this and other information about the Fund. You may obtain a prospectus by calling (888) 925-8428. The prospectus should be
read carefully before investing. Distributed by Rafferty Capital Markets, LLC – Garden City, NY 11530, Member FINRA.
The Global Industry Classification Standard (“GICS”) was developed by and is the exclusive property and service mark of MSCI Inc.
(“MSCI”) and Standard & Poor’s, a division of the McGraw-Hill Companies, Inc. (S&P) and is licensed for use by Licensee. Neither
MSCI, S&P nor any third party involved in making or compiling the GICS classification makes any express or implied warranties or
representations with respect to such standard or classification nor shall any such party have any liability there from.
Contributors and detractors performance data and analytics provided by FactSet. To measure performance for periods when portfolio
holdings change, portfolio analysis calculates the security weights and returns on a daily basis, then geometrically link returns across
the measurement period.
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