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CAPITAL MARKET OVERVIEW

Supportive economic data drove positive domestic equity performance in 
the 2nd quarter. The unemployment rate declined to 3.8%, the lowest level 
in 18 years. Wages have continued to rise, with average hourly earnings 
up 2.7% as of May. Corporate earnings growth continued to be robust. 
The Federal Reserve increased their target rate by 0.25% and raised their 
forecast for growth and inflation again in June. Meanwhile, economic growth 
outside the U.S. slowed, with the divergence driving strength in the U.S. 
dollar. Increasing trade protectionism along with the dollar’s strength, led to 
the relative outperformance of domestically focused industries and smaller 
capitalization companies, which generally do less international business than large caps. Crude oil prices continued to rise, 
despite the strong dollar, driven by lower stockpiles in the U.S. and President Trump’s decision to withdraw from the Iran 
nuclear accord.

The Russell 3000 Index returned 3.89% in the quarter. Growth continued to outpace value, with the Russell 3000 Growth 
Index up 5.87% and the Russell 3000 Value Index up 1.71%. By size, the Russell Microcap Index led the way with a return of 
9.97%, followed by the small cap Russell 2000 Index at 7.75%. The large cap Russell 1000 Index was up 3.57%, and the Russell 
Midcap Index was up 2.82%. Energy was the best performing sector, driven by strength in crude oil prices. The Consumer 
Discretionary, Information Technology, and Real Estate sectors also had strong quarters. Meanwhile, trade fears and rising 
input costs caused the underperformance of Industrials, and Financials were weaker as a result of the yield curve flattening.
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As of 6/30/18 1 YR 3 YR 5 YR Since 
Inception

Buffalo Dividend Focus Fund 10.48 9.09 12.91 13.31

S&P 500 Index 14.37 11.93 13.42 14.88

Average Annualized Performance (%)

Expense ratio 0.96%. Inception Date 12/3/2012. Data represented reflects 
past performance and is no guarantee of future results. The investment 
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 value. 
Current performance may be lower or higher than the performance quoted. 
Performance current to the most recent month end may be obtained by visiting 
the Funds’ website at buffalofunds.com.   

The Buffalo Dividend Focus Fund posted a return of 3.18% for the quarter, which slightly underperformed the S&P 500 
Index return of 3.43%. While disappointing, the modest underperformance this quarter is not surprising given continued 
strong outperformance of growth over value. The Fund’s relative underperformance was primarily a result of portfolio 
positioning decisions and security selection within the Information Technology sector. The Fund was underweight technol-
ogy during the period, and that area was one the best performing sectors within the index. We reduced some exposure to 
the cyclical semiconductor industry during the quarter, which caused a larger underweight position than we had entering 
the period. Relative performance was also negatively impacted by several non-dividend payers within the benchmark like 
Facebook, which produced strong returns during the quarter.  

The Health Care sector was another area of 
modest weakness for the portfolio during 
the period. The two biggest detractors were 
McKesson and CVS Health Corporation.  
Both of these stocks were negatively 
impacted on concerns that Amazon will enter 
their markets and investors fear that develop-
ment could result in pricing pressure and lost 
market share for both companies.  

Overall the top contributors on an individual 
security basis were Twenty-First Century 
Fox, Microsoft, and Hess Corp while 
Carnival, Bank of America, and JPMorgan 
were the top detractors.  
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OUTLOOK

We expect the market to experience continued volatility in the coming quarters as the Federal Reserve continues to normalize 
interest rates. Other concerns include inflation growth acceleration, potential strengthening of the U.S. dollar, geopolitical 
issues, and increasing protectionism efforts from the White House. Valuation metrics are also above historical market averages, 
leading us to believe the stock market may have a hard time achieving further multiple expansion. On the other hand, 
prospective tailwinds for the economy include further job growth, wage increases, lower tax rates, and simply more optimism 
from both businesses and consumers; all of which could lead to higher Gross Domestic Product (GDP) growth.

Despite the expectation of continued volatility, we continue to focus on wide moat, large capitalization companies trading 
at reasonable valuations, in our view. As always, the Fund will continue to focus on competitively-advantaged companies 
that can be purchased at a fair price, in our opinion. As the stock market has continued to climb, it is getting harder to find 
companies that fit our investment criteria, but we continue to follow our process of finding new investment ideas and to be 
ready when market declines provide better opportunities.

The Fund’s investment objectives, risks, charges and expenses must be considered carefully before investing. 
The prospectus contains this and other important information about the investment company, and can be 
obtained by calling (800) 49-BUFFALO or visiting buffalofunds.com. Read it carefully before investing. 
As of 3/31/18 the Buffalo Dividend Focus Fund’s top 10 holdings were Microsoft 3.87%, Apple 3.09%, JP Morgan Chase 2.86%, Visa 2.60%, 
Bank of America 2.56%, BB&T 2.04%, Berkshire Hathaway 1.88%, American Electric Power 1.81%, S&P Global 1.66%, Texas Instruments 
1.60%. Top 10 holdings for the quarter are not disclosed until 60 days after quarter end. Those listed are for the previous quarter. 
The opinions expressed are those of the Portfolio Manager and are subject to change, are not guaranteed, and should not be considered 
recommendations to buy or sell any security. Fund holdings and sector allocations are subject to change and are not recommendations to 
buy or sell any security.  
Earnings growth is not representative of the fund’s future performance.
The Russell 3000 Index measures the performance of the 3,000 largest publicly held companies incorporated in the U.S. based on market 
capitalization. The Russell 3000 Growth Index is a market-capitalization weighted index that measures the performance of those Russell 3000 
Index companies with higher price-to-book ratios and higher forecasted growth rates. The Russell 3000 Value Index is based on the Russell 3000
Index, of companies with lower price-to-book ratios and lower expected growth rates which measures how U.S. stocks in the equity value segment 
perform. The Russell 1000 Index is a subset of the Russell 3000 Index, which measures the performance of the 1,000 largest publicly-held 
companies incorporated in the U.S. based on market capitalization. The Russell 2000 Growth Index measures the performance of those Russell 
2000 Index companies with higher price-to-book ratios and higher forecasted growth values. The Russell Midcap Index measures performance of 
the 800 smallest companies in the Russell 1000 Index. The Russell Microcap Index is an unmanaged capitalization weighted index of 2,000 small 
cap and micro cap companies. The Russell 2000 Index is an unmanaged index that consists of the smallest 2,000 securities in the Russell 3000 
Index, representing approximately 10% of the Russell 3000 total market capitalization. The S&P 500 Index is a free-float capitalization-weighted 
index published since 1957 of the prices of 500 large-cap common stocks actively traded in the United States. One cannot invest directly in an 
index.
Mutual Fund investing involves risk. Principal loss is possible. The Fund invests in U.S. based companies with substantial interests 
outside of the U.S. which may involve additional risk such as greater volatility and political, economic and/or currency risks. This 
risk is greater in emerging markets. The Fund may invest in convertible securities which may be influenced by changing interest 
rates and the credit standing of the company. The Fund invests in smaller companies, which involves additional risks such as 
limited liquidity and greater volatility than larger companies.

Kornitzer Capital Management is the advisor to the Buffalo Funds, which are distributed by Quasar Distributors, LLC.

INTERESTED IN MORE INFO? For questions or to speak with a relationship manager about adding any of 
the 10 Buffalo Funds to your portfolio, contact:

Christopher Crawford  Scott Johnson
ccrawford@buffalofunds.com sjohnson@buffalofunds.com
(913) 647-2321   (913) 754-1537


