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CAPITAL MARKET OVERVIEW

Supportive economic data drove positive domestic equity perfor-
mance 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.

As of 6/30/18 1 YR 3 YR 5 YR 10 YR Since 
Inception

Buffalo Small Cap Fund 26.49 12.93 11.06 11.90 12.10

Russell 2000 Growth Index 21.86 10.60 13.65 11.24 6.52

Average Annualized Performance (%)

Expense ratio 1.02%. Inception Date 4/14/1998. 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.   
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The Buffalo Small Cap Fund gained 13.40% in the 2nd quarter of 2018 and outperformed the Russell 2000 Growth Index (“the 
Index”), which gained 7.23%. The Index’s strength in the quarter was broad-based, with top-contributing sectors including 
health care, technology, and consumer.  Collectively these sectors accounted for 5.71% of the Index’s total 7.23% return.  All 
other sectors in the Index contributed positive returns, with the highest coming from industrials, real estate, and financials.  

The Fund’s outperformance in the 
quarter was driven by well-above-in-
dex returns in technology and health 
care.  The fund also outperformed in 
financials and real estate while under-
performing in materials.  

Top performing holdings in the 
Fund for the quarter included 
Twilio, Natera, and Trade Desk.  
Investments that represented the 
biggest drag on performance included 
Zoe’s Kitchen and e.l.f. Beauty.

Continuing its strong performance in 
the 1st quarter, Twilio was the Fund’s 
top performing holding in the 2nd quarter, gaining 47%.  Despite investor concerns about declining sales from a large 
customer (Uber) as well as declining gross margins, the company has posted several solid quarters in a row, demonstrat-
ing high rates of revenue growth along with stable margins.  While the company has closed much of the valuation gap with 
other high growth software companies, its prospects remain strong in our view, and growth should re-accelerate as the 
company anniversaries the declines in Uber revenue in the 2nd half of 2018.
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Natera was also a solid contributor to the portfolio’s return during the period.  The company is a genetic testing and 
diagnostics company that reported strong quarterly growth in revenue, new products, and accounts in its core business.  
The stock also experienced a significant move up near the end of the quarter when announcing it will launch a product to 
monitor for kidney transplant rejection in 2019, which has the potential to contribute meaningfully to the company’s growth 
in coming years. 

The Trade Desk, a provider of a platform for buyers of advertising, was also a key contributor to the Fund’s outperformance 
during the quarter.  The company reported very strong growth in its advertising channels, especially in Connected TV and 
audio, along with significant margin expansion.  The company’s business model positions it well for future revenue growth, 
and market share gains from its closest competitor, Google’s DoubleClick.

On the downside, Zoe’s Kitchen represented the largest detractor from performance during the quarter.  Although the 
company has a strong fast casual restaurant concept offering healthy, high quality food, its shares declined 40% after 
reporting disappointing 1st quarter results.  These results reflected weak restaurant sales, slowing unit growth, and concur-
rent margin weakness, making investors question the company’s long-term growth prospects.

Another holding that underperformed was e.l.f Beauty, an innovative cosmetics company that sells relatively low-priced 
beauty products across many channels.  The company’s brand is strong with consumers, has a long runway to expand 
presence at retailers, and could make an appealing candidate for a buyout by a larger cosmetic company.  At the same time, 
the company’s operating results have consistently disappointed relative to initial lofty guidance first set by management at 
the time of its 2016 initial public offering (IPO), and the stock has been a laggard relative to the Index.

OUTLOOK

Looking forward into the 2nd half of 2018, we believe the environment for small cap stocks in the U.S. remains positive.  A 
relatively healthy job market and strong reported economic growth have set the stage for continued strong performance for 
many small cap companies.  Less international exposure relative to large caps should buoy investor interest in small caps 
as trade war concerns continue.  Furthermore, many small caps should continue to benefit from the Trump administration’s 
tax reform signed in December 2017.  

At the same time, we also believe that market volatility could increase due to factors such as the recently enhanced risk of a 
trade war with China, uncertainty around upcoming midterm elections, or unexpected spikes in interest rates or oil prices.  
The valuations of many small cap stocks also remain elevated due to the lengthy bull market cycle, which does expose 
investors to contractions in valuation multiples.  

We are continuing to look for ways to upgrade the portfolio, and have, in fact, reduced the weightings of some of our 
holdings that we believe have limited upside relative to their downside risk.  We will continue to look for ways to take 
advantage of any market volatility to upgrade our small cap portfolio while still maintaining our long-term focus and  
discipline.
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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 Small Cap Fund’s top ten equity holdings were: Twilio 2.56%, HealthEquity 2.26%, 8x8 2.24%, Mimecast 2.12%, 
Bio-Techne 2.06%, MasTec 2.02%, Catalent 1.99%, Nevro 1.97%, Lumentum Holdings 1.87%, CyrusOne 1.81%.  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(s) 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.  
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 Midcap Index measures performance of the 800 smallest 
companies in the Russell 1000 Index. The Russell Micro Cap 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 Russell 2000 Growth Index is an unmanaged index that 
measures the performance of those Russell 2000 Index companies with higher price-to-book ratios and higher forecasted growth values. It is not 
possible to invest directly in an index. 
Diversification does not assure a profit, nor does it protect against a loss in a declining market.
Earnings growth is not representative of the fund’s future performance.
Mutual Fund investing involves risk. Principal loss is possible. The Fund invests in smaller companies, which involves additional 
risks such as limited liquidity and greater volatility than larger companies. The Fund may invest 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. 

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
ccrawford@buffalofunds.com
(913) 647-2321 

Scott Johnson
sjohnson@buffalofunds.com
(913) 754-1537


