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Objective and strategy

OSTGX pursues long-term capital appreciation. Their
target universe is high quality, small- to mid-cap companies with the ability to
generate rapid, sustainable revenue growth. The markers of quality include: (1) a
distinct proprietary advantage; (2) a leading position in the industry; (3) potential
for margin expansion; and (4) the presence of a strong management team. “Rapid
revenue growth” translates to organic growth that averages 30% annually. It invests
primarily in domestic companies; as of June 30, 2020, 11% of the portfolio was
invested internationally though the prospectus permits up to 30%. As of June 30, 2020,
nearly 60% of the fund’s assets were invested in securities within the health care and
information technology sectors, slightly lower exposure than the end of March 2020.

Adviser

Jim Callinan

Osterweis Capital Management. Founded in 1983 by John Osterweis,
the firm manages $5.8 billion in assets for individuals, families, endowments, and
institutions. The shared investment philosophy is to pursue assets with “acceptable
downside risk and underappreciated growth potential.” The firm is owned by its
employees and two outside directors. The firm advises the five Osterweis funds, two of
which (Emerging Opportunity and Total Return) are both Morningstar five-star and
MFO Great Owl funds (as of July 30, 2020). The assets in those funds represent the
great bulk of the firm’s AUM.

Manager Jim Callinan. Mr. Callinan served as a portfolio manager for the Putnam
OTC Emerging Growth Fund from 1994 to 1996. He was the Co-Founder & Chief
Investment Officer at Robertson Stephens Investments and managed Robertson
Stephens Emerging Growth and its RS-branded successor funds from 1996 until 2010.
In 1999 Mr. Callinan was named Morningstar’s Domestic Stock Manager of the Year. In
2006, he launched a more concentrated and valuation conscious version of the original
strategy and found that he “strongly preferred it over a more diversified strategy.”
In reaction to corporation restructuring and redirection at the fund’s parent, Mr.
Callinan took the concentrated strategy to his own firm, Callinan Asset Management.
Recognizing the limits of a one-man shop, he stayed on the lookout for a corporate
partner. In 2016, he found that partner in Osterweis and brought his concentrated
small cap growth strategy, Emerging Growth Partners, LP, and team aboard.
Mr. Callinan earned both his B.A. and M.B.A. at Harvard and his M.S. in accounting
at NYU.
In addition to this fund, he manages $65 million in a handful of separate accounts. He
is supported by two analysts, Matthew Unger and Bryan Wong.

Management’s stake in the fund

Mr. Callinan is his fund’s single largest
shareholder, owning 35% of its shares. Five of the firm’s other managers, including

Mr. Osterweis, have chosen to invest in the fund. Only one of the fund’s six trustees has
chosen to do so (per Statement of Additional Information, June 2020).

Strategy capacity and closure Osterweis plans to close the fund to new
investors when they feel that the fund has reached a point beyond which they could
execute effectively and protect the integrity of the fund for their clients. Given the
targeted universe of companies in which they invest, their research tells them that they
should be able to effectively execute this strategy up to $1.5–$2.0 billion in assets under
management. If they need to close the strategy, they plan to institute a “soft” close that
would allow existing clients to continue adding to their positions over time, but they
would not take on new investors in the strategy.
Active share

Jim Callinan, with
one of the longest and
most distinguished
records of any active
small growth manager,
might well be the guide
you need.

97.06. “Active share” measures the degree to which a fund’s portfolio
differs from the holdings of its benchmark portfolio. High active share indicates
management which is providing a portfolio that is substantially different from, and
independent of, the index. An active share of zero indicates perfect overlap with the
index, 100 indicates perfect independence. High active share is not a guarantee of
investing success but high active share managers deliver, on average, stronger returns
—even when accounting for risk—than low active share managers. The “active share”
research done by Martijn Cremers and Antti Petajisto finds that only 30% of U.S. fund
assets are in funds that are reasonably independent of their benchmarks (80 or above)
and only a tenth of assets go to highly active managers (90 or above).
OSTGX has an active share of 97, which reflects a very high degree of independence
from the benchmark assigned by Morningstar, the Russell 2000 Growth index.

Opening date

November 30, 2016. Prior to that, the fund operated as a partnership
called the Emerging Growth Partners, L.P. from October 1, 2012, when Callinan Asset
Management, LLC became the general partner.

Minimum investment

$5,000, reduced to $1,500 for tax-advantaged accounts. The
fund is available through Schwab, JPMorgan, Fidelity, Raymond James, TD Ameritrade,
among others.

Expense ratio 1.16% on assets of $143 million.
Comments Bill Bernstein described small growth as “a miserable asset class,” and

advised investors to avoid it. But they don’t. It’s the firecracker problem: in our analysis
of 362 rolling 20 year periods, the best small growth fund in Lipper’s small-cap core
category has posted annual returns as high as 20.9%; that is, it averaged over 20% per
year returns over a 20-year stretch. Nonetheless, average returns for Lipper’s small
cap growth funds peer group are hardly better than their large cap core group, which
typically invest in larger, more stable stocks. Why? Because if you’re not exceptionally
careful, skilled, seasoned, and disciplined, you can lose a lot by mishandling
firecrackers; the average small growth fund has posted drawdowns of 55% over the past
20 years while returning 7.5% annually. A manager who made hundreds of millions by
posting 290% returns in one year could lose billions by losing 93% in the succeeding
three years.
And still the allure of “story stocks” and “ten baggers” is impossible to ignore.
Our advice: if you’re going to go there at all, you’d damn well better go with the best
professional guide you can find.
Jim Callinan, with one of the longest and most distinguished records of any active
small growth manager, might well be the guide you need. Mr. Callinan began his career
as an equity analyst in the mid-80s and was a small-cap growth portfolio manager by

the mid-90s. He’s managed through four market crashes and two of the longest bull
markets in American history. He’s managed both private partnerships and public funds
and has handled as much as $6.8 billion in assets. Mr. Callinan describes himself
as “still invigorated and still wanting to do well for shareholders” after having been
through “a lot of wars.”

Mr. Callinan’s view is
that the pandemic is
“steepening the curve”
in accelerating our
transition to life online;
it is not, he argues, a
short-term change but
an enduring one which
will have “transformative effects”
across a range of
industries.

Four things you need to know in assessing the fund:
1. it is concentrated: currently, the portfolio holds 39 stocks. Mr. Callinan targets
30 or so stocks from a universe of 100–150 companies that he’s constantly
monitoring. Two sectors dominate the portfolio.
2. it is quality-conscious: technically that’s described as firms with distinct
proprietary advantages, industry-leading positions, good management, and so on.
As a practical matter, it often translates to relatively young firms, often led by their
founders who are passionate and sick to death of the “next quarter projection”
questions. In the ideal, “Those will all be at different points in their growth cycles
and will be moving at different speeds; 15-30% of them are names we may never
to have sell, companies with five or more years of accelerating growth. We’re
looking for the Googles of tomorrow.”
3. it is valuation-conscious: The managers “look for opportunities with at least
100% potential upside using an industry-appropriate multiple that does not
exceed 30x P/E” and, moreover, they want “to buy these stocks when they’ve
corrected significantly off their highs.”
4. it is risk-conscious: as a matter of firm-wide philosophy, Osterweis declares “Our
clients don’t like to lose money and neither do we.” That’s a special challenge in
this space. Mr. Callinan admits, “Let’s be honest: this is the market’s most volatile
space.”
When you think of small-growth portfolios, you likely think of potentially explosive
weirdness: firms that fund cannabis cultivation, energy storage in the clouds,
implantable microchips or some such. Mr. Callinan thinks Etsy. Right, that Etsy. He
describes Etsy as “our archetypal stock” and “the sort of firm that’s the bread-andbutter of our portfolio.” The firm sold $348 million in face masks in the second quarter
of 2020. The customer base is growing, the frequency of repeat sales is rising, and
the prospect is that margins (35% currently) will rise with them. He argues that the
firm has a great management team (he knows the CEO and CFO well), huge growth
potential in both sales and margins, and it was available at a substantial discount to its
fair value (he began buying at around $30, the stock is near $120 in late August 2020).
His view is that the pandemic is “steepening the curve” in accelerating our transition
to life online; it is not, he argues, a short-term change but an enduring one which will
have “transformative effects” across a range of industries.
The performance of the Osterweis Emerging Opportunity Fund reflects the longer-term
performance of Mr. Callinan’s concentrated strategy. Here are the metrics from launch
of the mutual fund on 11/30/2016 through 7/30/2020:
   

    Recvry    
  Sharpe    Sortino   Martin
APR    MAXDD    mo  
STDEV    DSDEV    Ratio       Ratio      Ratio

Osterweis Emerging
Opportunity Fund 25.0

- 26.7

11

24.4

13.8

0.97

1.71

2.88

Small-Cap Growth
Category Average

- 26.9

14

21.1

14.7

0.56

0.84

1.67

13.3

Here’s how to read that. Since its inception, the fund has returned an average of 25%
per year while its average peer made 13.3%. Osterweis investors have experienced
surprisingly low volatility in the same stretch. While the fund’s standard deviation (a
measure of day-to-day volatility) is a bit higher than its peers, its maximum drawdown
and downside deviation (which measures just “bad” volatility) are lower. In line with
that, though not shown in this table, the fund’s performance during the December 2018
sell-off was the seventh-strongest of all 194 small cap growth funds and it ranked fifthbest of 201 funds during the early 2020 collapse.

“Our second

All three standard measures of risk-adjusted returns (the Sharpe, Sortino, and Martin
Ratios) are far more positive for OSTGX than for its peers.

about the passive / ETF option? Small cap growth is not a place to
recommendation is to What
count on passive funds. If we screen the Lipper Global database for the 25 investment

add Osterweis
Emerging Opportunity
to the duediligence list for
investors and advisers
looking for sustained,
risk-conscious
excellence.”

vehicles with the highest total returns in their small cap growth category over the past
three years (through 8/2020), only one ETF—which targets only IPOs—landed in the
top 25. None made the top 25 based on Sharpe ratio, the most common measure of riskadjusted returns. The same thing is true over the past five years: none in the top 25 for
total returns, one in the top 25 for risk-adjusted returns.

Bottom Line In the long term, small stocks tend to outperform large ones. Over the
past 3, 5, 10 and 15 year periods, though, small growth funds have lagged their large
growth counterparts.
Nonetheless, many small companies continue to outperform their stocks: growing,
innovating, strengthening their finances and deepening their leadership positions.
Investors who suspect that the dominance of mega-cap growth stocks (the FAANGs
and the indexes which are held hostage to them) is nearer its end than its beginning,
should consider moving some of their assets to the sectors whose best days might be
still ahead of them.
Such investments are risky, though potentially rewarding. Our first recommendation is
to rely on a manager who’s succeeded through both the good times and the hard ones.
Our second recommendation is to add Osterweis Emerging Opportunity to the duediligence list for investors and advisers looking for sustained, risk-conscious excellence.

Fund website Osterweis Emerging Opportunity Fund. There’s a reprint of a decent
Business Insider article there which gives you some insight into Mr. Callinan’s view of
the market’s next phase; it should probably be read in conjunction with the portfolio
repositioning discussion in his current shareholder letter.

© Mutual Fund Observer, 2020. This article reflects publicly available information current at the
time of publication. The views and opinions expressed in this article are those of David Snowball of
Mutual Fund Observer and do not necessarily reflect the views of Osterweis Capital Management
or its officers. Osterweis has no editorial control over the content of the article or subject matter, and
is independent of Mutual Fund Observer.
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With respect to this reprint, please note the following: The attached article has been reprinted with the
permission of Mutual Fund Observer. The original article was first published in September 2020.
The Fund’s average annual total return for the one year, three year, five year and since-inception periods
ending 9/30/2020 were as follows:
1 Yr.

3 Yr.

5 Yr.

Since
Inception
(10/1/2012)

Osterweis Emerging Opportunity Fund

51.23%

24.79%

19.23%

18.47%

Russell 2000 Growth Index

15.71%

8.18%

11.42%

11.92%

Gross/Net expense ratio as of 3/31/2020: 1.27% / 1.16%. The Adviser has lowered the expense cap to 1.10%
and contractually agreed to waive certain fees through June 30, 2021. The net expense ratio is applicable to
investors.
Performance data quoted represents past performance and does not guarantee 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 cost. Current performance of the Fund may be lower or higher than the performance quoted above.
Performance data current to the most recent month end may be obtained by calling toll-free (866) 236-0050.
Performance prior to December 1, 2016 is that of another investment vehicle (the “Predecessor Fund”) before the
commencement of the Fund’s operations. The Predecessor Fund was converted into the Fund on November 30, 2016. The
Predecessor Fund’s performance shown includes the deduction of the Predecessor Fund’s actual operating expenses. In
addition, the Predecessor Fund’s performance shown has been recalculated using the management fee that applies to the
Fund, which has the effect of reducing the Predecessor Fund’s performance. The Predecessor Fund was not a registered
mutual fund and so was not subject to the same operating expenses or investment and tax restrictions as the Fund. If it
had been, the Predecessor Fund’s performance may have been lower.
Opinions expressed in the article are those of the author and portfolio manager. These opinions are subject to change at
any time, are not guaranteed and should not be considered investment advice.
The Osterweis Funds are available by prospectus only. The Funds’ investment objectives, risks, charges and expenses
must be considered carefully before investing. The summary and statutory prospectuses contain this and other important
information about the Funds. You may obtain a summary or statutory prospectus by calling toll free at (866) 236-0050,
or visiting www.osterweis.com/statpro. Please read the prospectus carefully before investing to ensure the Fund is
appropriate for your goals and risk tolerance.
Mutual fund investing involves risk. Principal loss is possible. The Osterweis Emerging Opportunity Fund may
invest in unseasoned companies, which involve additional risks such as abrupt or erratic price movements. The
Fund may invest in small and mid-sized companies, which may involve greater volatility than large-sized
companies. The Fund may invest in IPOs and unseasoned companies that are in the early stages of their
development and may pose more risk compared to more established companies. The Fund may invest in ETFs,
which involve risks that do not apply to conventional funds. Higher turnover rates may result in increased
transaction costs, which could impact performance. From time to time, the Fund may have concentrated positions
in one or more sectors subjecting the Fund to sector emphasis risk. The Fund may invest in foreign and emerging
market securities, which involve greater volatility and political, economic and currency risks and differences in
accounting methods. These risks may increase for emerging markets.

The Russell 2000 Growth Index is a market capitalization weighted index representing those stocks within the
approximately 2000 smallest companies in the universe of U.S. equities that exhibit growth characteristics. This index
does not incur expenses, is not available for investment and includes the reinvestment of dividends.
While the fund is no-load, management fees and other expenses still apply. Please refer to the prospectus for more
information.
Click here to view the fund’s most recent top ten holdings.
Fund holdings and sector allocations are subject to change and are not recommendations to buy or sell any security.
Current and future holdings are subject to risk. Further information about the Fund’s portfolio allocation as of the last
day of the most recent calendar quarter is available by visiting www.osterweis.com.
Great Owl Funds rank top in their categories for all evaluation periods 3 years and older.
Small Cap Growth categorical references are based off the Lipper Small Cap Growth Category.
Investing in both actively and passively managed funds involves risk and principal loss is possible. Active investing has
higher management fees because of the manager’s increased level of involvement while passive investing has lower
management and operating fees. Actively managed funds may have higher portfolio turnover than passively managed
funds. Excessive turnover can limit returns and can incur capital gains.
Price-to-Earnings (P/E) ratio is the ratio of the stock price to the trailing 12 months diluted EPS.
Earnings growth is not representative of the Fund’s future performance.
It is not possible to directly invest in an index.
Osterweis Capital Management is the adviser to the Osterweis Funds, which are distributed by Quasar Distributors, LLC.
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