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"I WISH I KNEW THEN WHAT I KNOW NOW."

You can learn a lot about investing in three years, even when you’ve been at it for 
more than two decades.  This past June our original shareholders in The Perritt 
Low Priced Stock Fund (PLOWX) celebrated a three-year track record.  As the lyric 
above conveys, if we were to do it all again, we would change a few things (launch 
the Fund in 2009, for example).  But there is a certain excitement that youth brings, 
and the Fund’s first three years were no exception.   

Along with its three-year anniversary, The Perritt Low Priced Stock Fund (PLOWX)
was named Category King in The Wall Street Journal as of 6/30/2015 amongst 
Small Cap Core Funds, based on Lipper data.  "The Category King award recog-
nizes the top 10 funds of each category for one year total returns."
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MORE CONCENTRATED POSITIONS
In our twenty-plus year history investing in micro-cap companies, we’ve always understood that it is necessary to 
invest across a diverse portfolio of one-hundred or more micro-cap names.  Companies of this small size are often 
dependent on a single product line or single customer so one negative news event can cause a swift market reac-
tion.  Broad diversification can potentially safeguard portfolio assets from downturns and keep us ready to jump on 
new opportunities.  As you go up the market-cap scale into low priced/small-cap companies, this risk is reduced, 
allowing us to allocate more to our proven ideas.  

80/20 RULE  
The 80/20 rule – 80 percent of your return comes from 20 percent of your ideas – is a phenomenon that we have 
experienced across all of our strategies.  The fact that a low-priced stock strategy allows for a more concentrated 
positioning has enhanced results.  Below are the ten best performing investments in the fund since inception, 
which have certainly helped drive portfolio returns.

TOP 10 TOTAL RETURNS 6/30/2012 - 6/30/2015

Perritt Low Priced Stock Fund Returns

Allied Motion Technolgies Inc. (NasdaqGM:AMOT) 436.80%
Liberator Medical Holdings, Inc. (AMEX:LBMH) 371.82%
Cambrex Corporation (NYSE:CBM) 352.52%
Nautilus Inc. (NYSE:NLS) 294.96%
Addus HomeCare Corporation (NasdaqGS:ADUS) 257.65%
Radiant Logistics, Inc. (AMEX:RLGT) 232.27%
Core Molding Technologies, Inc. (AMEX:CMT) 177.18%
Reading International, Inc. (NasdaqCM:RDI) 156.01%
Brocade Communications Systems, Inc. (NasdaqGS:BRCD) 144.08%
JetBlue Airways Corporation (NasdaqGS:JBLU) 140.84%
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"Our firm's investment process is based on an ability to 
find under-followed companies that provide compelling 

stories, growing businesses, and attractive valuations."

STOCK SELECTION 
Our firm’s investment process is based on an ability to find under-followed companies that provide compelling 
stories, growing businesses, and attractive valuations.  A case study in stock selection is 1-800-Flowers (FLWRS),  
a top contributor to fund performance in 2015.  1-800-Flowers is well-known to most consumers (show someone 
you’re thinking of them now, you can thank us later).  The stock was something of a fallen angel from its tech-fueled 
heights in the late 90s. In fact, business has increased four times from what it was in 1999, yet the stock still sits 
below its peak.   What attracted us to FLWS was its management’s clear vision to leverage strong brands to make 
1-800-Flowers.com a prime destination for online gift-giving of all sorts.   Management began purchasing brands,
such as Fannie May Chocolates and the Popcorn Factory to add to its stable of baskets, fruits, and other products.
A true catalyst for FLWS was the purchase of Harry and David gourmet gifts brand, which we felt was at a bargain
price of less than 6x EBITA and immediately accretive. The market agreed, and the stock grew from $5.00 to $12.00
in less than a year.

NIMBLE LIQUIDITY   
We believe the "illiquidity premium" is a compelling reason why investors should add micro-cap equities to their 
portfolio.  We will strive to reward our investors willing to accept the illiquidity inherent in micro-caps.  Frankly, 
we've built our firm on this idea. 

However, as you climb the market-cap scale from micro- to small-cap, we believe there is a certain value to be 
found in trading illiquidity for agility.  Seeking larger market-cap names opens trading doors to more opportu-
nistic and strategic moves.  In the FLWS example above, we were able to trade around this position following the 
merger anouncement, as the stock soared from $5.00 to above $12.00, where we sold part of our position, before 
falling back to below $10.00 where we bought shares again.   Shorter term tactics are not a significant part of our 
investment process, but in this example they did allow for one of the highest-contributing names during the year.    

We are proud that we can now offer our shareholders a fund option with a track record of 20-plus years (PRCGX), 
10-plus years (PREOX), and now 3-plus years (PLOWX).  We look forward to many more decades of investing, and
we ask that you join us!

VALUATIONS:  THE "OVER-RICH" GET RICHER
The Perritt Low Priced Stock Fund’s success in 2015 has been something of an anomaly in an environment that 
has favored passive indexes.  The Perritt MicroCap Opportunities Fund has certainly suffered from this trend, 
as returns have lagged the Russell Microcap Index.  The Perritt Ultra MicroCap Fund – recently named to the 
Charles Schwab Mutual Fund OneSource Select List™– in our opinion has no true benchmark that can provide
accurate comparison based on its characteristics.  It continues to march to its own drum, as seen by its market 
capitalization of $77M and r-squared of 0.30 as of 6/30/15.  This indicates how the companies in the portfolio are 
extremely small and have low correlation to the market. 
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A single chart below shows why 2015 has been a difficult year for active small/micro-cap managers.  Simply put, 
companies in the Russell 2000 Index with negative EBIT have provided twice as much return as those with positive 
earnings.  Companies with no earnings have provided 13.0% return in 2015 as compared to just 6.3% for compa-
nies that are actually making money.  Readers of our recent commentaries won’t be surprised to hear that the bulk 
of the Index returns are being provided by Biotech companies which would be unlikely to pass close analysis of 
an active manager.

15.6%

The trend of negative EBIT companies driving performance is similar when you look at the Russell Microcap Index, 
which is even more concentrated among a few high-flying names.  Biotech stocks in the Russell Microcap Index 
contributed to 3.9% of the Index’s 6.0% performance YTD (equivalent to 65% of the YTD return), influenced by a 
very narrow group of holdings (the top 10 contributing Biotech stocks made up a full 2.6% of the Index return).  
Given the lofty valuations of the sector,  we believe the Biotech companies that may succeed are priced for per-
fection, the rest are priced for disaster.  We saw a glimpse of this devastation with the recent blowups of Sunesis 
Pharmaceuticals, Inc. (SNSS) loss of 77% in one day and XOMA Corp. (XOMA) loss of 71% also in one day following 
disappointing trial results/FDA rulings.

We may not know when this trend will turn, but in our two-decades of small-cap investing, we have seen similar 
periods.  When the most profitable and well-run companies are the least favored by the market, opportunities may 
become plentiful for active managers who have diligence and patience.  Negative EBIT companies cannot be the 
small/micro-cap leadership group forever.
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Source:  Furey Research Partners – 1/1/15-6/24/15.

RUSSELL 2000 INDEX YTD RETURNS BY EBIT

"Companies in the       
Russell 2000 Index 
with negative EBIT 

have provided twice 
as much return as 

those with positive 
earnings."

http://www.perrittcap.com/manager-commentary-4th-quarter-2014/


300 S. Wacker, Suite 2880, Chicago, IL 60606
(800) 331-9036 perrittcap•com

The charts below show performance and valuations according to company size.  As seen, the larger the 
com-pany, the stronger the performance so far in 2015.  We believe valuations point to the most compelling 
opportunities in the smaller-market cap segment of the universe.  

Positive  Negative Advance/ Median
Range (Mil) Performance Performance Decline Ratio Performance

1,000+          26         16     1.63       7.00%

500-1,000        181       180     1.01       0.00%

150-500        359        380     0.94 -0.72%

25-150        394        378     1.04        0.53%

Total        960        954     1.01        0.00% 

Range (Mil) Market Cap (Mil)         TTM/PE         P/B      TEV/Rev 

1,000+ 1,338.1            40.5      6.9         6.3

500-1,000 639.7            21.9      2.3         2.0

150-500 297.7            19.5      1.8         1.7

25-150             72.5            16.2      1.4         1.6

Source:  Capital IQ 1/1/15-6/30/2015.

PERFORMANCE BY MARKET CAP

VALUATIONS BY MARKET CAP
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Diversification does not assure a profit nor protect against loss in a declining market.
Mutual fund investing involves risk.  Principal loss is possible.  The Funds invest in smaller companies, which involve 
additional risks such as limited liquidity and greater volatility than larger companies.  The Funds invest in micro-cap 
companies which tend to perform poorly during times of economic stress.  The Ultra MicroCap Fund and Low Priced 
Stock Fund may invest in early stage companies which tend to be more volatile and somewhat more speculative than 
investments in more established companies. Low Priced stocks are generally more volatile than higher priced securi-
ties. 

The Perritt Funds are distributed by Quasar Distributors, LLC

The information provided herein represents the opinion of Perritt Capital Management and is not intended to be a forecast of future events, a guarantee 
of future results, nor investment advice.

Performance shown is not indicative of fund performance. To obtain fund performance, call 800-331-8936 or visit our 
website www.perrittcap.com/funds/.

Performance data quoted represents past performance; past performance does not guarantee future results.  The in-
vestment return and principal value of an investment will fluctuate so that an investor's shares, when redeemed, may 
be worth more or less than their original cost.  Current performance of the fund may be lower or higher than the per-
formance quoted.  Performance data current to the most recent month end may be obtained by calling 800-331-8936.

The Fund’s investment objectives, risks, charges, and expenses must be considered carefully before investing.  The 
statutory and summary prospectus contain this and other important information about the investment company and 
may be obtained by calling 800-331-8936 or by visiting www.perrittcap.com/index.  Read carefully before investing.

When you click links to third party websites in this commentary you will be leaving the fund commentary and going to a third party site.  The fund is not 
responsible for the material on a third party site.

The Russell Microcap Index is a capitalization weighted index of 2,000 small-cap and micro-cap stocks that captures the smallest 1,000 companies in the 
Russell 2,000, plus 1,000 smaller U.S.-based listed stocks.  It is not possible to invest directly in an index.
The Russell 2000 Index is an index measuring the performance of approximately 2,000 small-cap companies in the Russell 3000 Index, which is made 
up of 3,000 of the biggest U.S. stocks.
EBIT - Earnings Before Interest and Tax - is an indicator of a company's profitablity; calculated as revenue minus expenses, excluding tax and interest.
EBITA - Earnings Before Interest and Tax and Amortization - refers to a company's earnings before the deduction of interest, tax, and amortization.  It is a 
financial indicator used widely as a measure of efficiency and profitability.
EBITDA – Earnings Before Interest, Taxes, Depreciation and Amortization – is an indicator of a company’s financial performance.
TTM/PE - Trailing Twelve Months/Price Earnings - is the Earnings Per Share from the past 12 months.
P/B - Price/Book - is a ratio used to compare a stock's market value to its book value.
TEV/Rev - Total Enterprise Value/Revenue - is a valuation measurement to determine whether a stock is priced well.  
Fund holdings and sector allocations are subject to change at any time and should not be considered a recommendation to buy or sell any security.  Click 
here for the Funds' top 10 holdings:  PLOWX, PREOX, and PRCGX.
Advance/Decline ratio is a market-breadth indicator used to compare the number of stocks that closed higher with the number of stocks that closed lower 
than their previous day's closing prices.
The Low Priced Stock Fund was ranked 15 out of 792 Small Cap Core Funds Lipper for the one-year period ending 6/30/2015.  The Wall Street Journal 
(WSJ) ranking is based on Lipper data. However, the WSJ only considers the largest class of a Fund in their “pool” of Funds for any particular category, 
whereas Lipper counts every class of a Fund as a separate ranking entity. Because the number of Funds in the WSJ ranking category may be smaller than 
the Lipper category, the WSJ ranking for the Fund may be higher than the Lipper ranking.  References to other mutual funds should not be viewed as 
an offer of these securities. Lipper Analytical Services, Inc. is an independent mutual fund research and rating service. Each Lipper average represents a 
universe of Funds with similar investment objectives. Rankings for the periods shown are based on Fund total returns with dividends and distributions 
reinvested and do not reflect sales charges.
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