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Dear Shareholders, Friends of Needham and Prospective Shareholders,
We are reporting results for the fourth quarter and the year ending December 31, 2015 for the Needham Growth Fund,
Needham Aggressive Growth Fund, and Needham Small Cap Growth Fund. Our mission is to create wealth for long-term
investors. 2015 was a disappointing year and 2016 is off to a disappointing start. We believe there are opportunities in
small and mid-cap stocks, even in this difficult market.
Needham Funds’ Fourth Quarter
In the fourth quarter, the Needham Growth Fund (NEEGX) returned 4.39%, the Needham Aggressive Growth Fund (NEAGX)
returned 4.73%, and the Needham Small Cap Growth Fund (NESGX) returned 7.63%. The Russell 2000 Total Return Index
returned 3.59%, the S&P 500 Total Return Index returned 7.04%, and the NASDAQ Composite Index returned 8.76%.
For the year 2015, the Needham Growth Fund (NEEGX) declined 5.07%, the Needham Aggressive Growth Fund (NEAGX)
declined 7.09%, and the Needham Small Cap Growth Fund (NESGX) declined 8.96%. The Russell 2000 Total Return Index
declined 4.41%, the S&P 500 Total Return Index returned 1.38%, and the NASDAQ Composite Index returned 7.11%.
Thoughts on Investing in Small Caps in This Difficult Market
Through February 18, 2016, the Russell 2000 Total Return Index has declined 11.42% and the S&P 500 has declined 5.86%.
On top of the difficult second half of 2015, these are trying times for investors, financial advisors and fund managers.
However, as evidenced by the recent transaction (highlighted below), patient value investing can produce exemplary results.
On January 29, 2016, Berkshire Hathaway, Inc. (BRK.A/BRK.B) closed its acquisition of Precision Castparts Corporation (PCP)
for $235 per share in cash. Jim Kloppenburg, the founding Portfolio Manager of NEAGX, bought Precision Castparts for $10
per share in November 2002, resulting in a 13-year, 23-bagger, and 27% return CAGR for the Fund. However, the PCP
investment was not without its difficult days or years: PCP fell from a high of $154 in 2007 to a low of $47 in the depths of
2008. In the end, a sound business strategy and patient investing on behalf of the Fund produced quite a result.
With Berkshire Hathaway’s acquisition of NEAGX holding Precision Castparts Corporation, we had occasion to reread a
number of the books written about Warren Buffett and Charlie Munger. We offer a few of their perspectives:

1. Pay little attention to the macro. Times are never easy. As bad as things may seem today, imagine what it was like
investing during World War II or the Cold War. In an August 6, 1979 essay for Forbes, Warren Buffett wrote, “The future
is never clear; you pay a very high price in the stock market for a cheery consensus. Uncertainty actually is the friend of
the buyer of long-term values.”
And from Robert Hagstrom Jr.’s book, The Warren Buffett Way: Investment Strategies of the World’s Greatest Investor, “Just
as people spend fruitless hours worrying about the stock market, so too do they worry needlessly about the economy. If
you find yourself discussing and debating whether the economy is poised for growth or tilting toward a recession, whether
interest rates are moving up or down, or whether there is inflation or disinflation, STOP.”1

2. Focus on the business, not on the stock. “He (Warren Buffett) never forgot that underneath each stock and bond, no
matter how arcane, there lay a tangible, ordinary business.2 …Study prospects - and their competitors - in great
detail. Look at raw data, not analysts’ summaries. Trust your own eyes.”3
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3. Invest in companies or funds that you understand. It’s important to define your circle of competence. If something
sounds too complicated or good to be true, it probably is. If Warren Buffett can’t understand an investment opportunity,
it goes into the “Too Hard” box on his desk.

4. Invest with a margin of safety. Once you understand the strategic and operational aspects of a business, it’s important
to determine what you believe to be the intrinsic value of the business. What do you think is the company’s growth rate
and future cash generation potential? What are the assets on the balance sheet worth? If the stock is too expensive, be
patient.

5. Once you invest, be prepared to stay the course. Buffett says one should be prepared to withstand a 50% drop in an
investment and if that happens, one should be prepared to hold for at least two years to let your investment thesis play
out. “To the extent that he, or any investor, is not thinking about how and when he will get out, he will be more selective
on the way in.”4

6. Professors Martijn Cremers and Ankur Pareek found that High Active Share and Low Turnover is an effective strategy
for outperforming broad-based indices over the long-term. In writing about Buffett’s view of a concentrated portfolio,
Lowenstein wrote, “But when an investor had conviction about a stock, he or she should also show courage - and buy a
ton of it.”5
In “The Education of a Value Investor,” Guy Spier highlighted the importance of low turnover, “Long-term
compounding is an investor’s best friend, so why get in its way?”6
“… what makes sense in business also makes sense in stocks: An investor should ordinarily hold a small piece of an
outstanding business with the same tenacity that an owner would exhibit if he owned all of that business.”7

7. Make investment decisions away from the noise. Spier described the importance of one’s work environment and the
dangers of listening to the pervasive investing noise. As humans, we are inclined to act and respond to stimulus. It takes
discipline to ignore the noise and we all have a limited amount of discipline. Rather than try the difficult task of trying
to be more disciplined, how about changing the work environment and minimizing the distractions? Get rid of the
televisions, Bloomberg terminals and quote screens.

8. Know yourself and avoid leverage. The 2016 sell-off has caused fear in institutional and retail investors alike; this fear
can cause one to sometimes act against well thought out plans and long-term interests. Investing will find and expose
your weaknesses.
“As investors, we all have shortcomings; as I came to see it, the key is to accept who we are, understand our
differences and limitations and figure out ways to work around them.”8
At a Capital Cities/ABC management conference Warren Buffett said, “You can have somebody, whose aggregate
performance is terrific, but if they have a weakness, maybe it’s alcohol, maybe it’s susceptibility to taking a little
easy money, it’s the weak link that snaps you. And frequently in the financial markets, the weak link is borrowed
money.”9

9. There’s no hurry to get rich. Disciplined investing, over time, in things you understand, will bring wealth. Spier and his
friend, Mohnish Pabrai, won the auction for lunch with Warren Buffett in 2008. Spier quotes Buffett as having said, “If
you’re even a slightly above-average investor who spends less than you earn, over a lifetime you can’t help but get very
wealthy, if you’re patient.”
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2015 was Dominated by Weak Commodities, the Strong U.S. Dollar, Slowing Growth in China and “FANG” Stocks10
In late January 2015, the European Central Bank announced a massive quantitative easing program that will run through
September 2016. Consequently, February 2015 was a very strong month as the Russell 2000 Total Return Index returned
5.9%, the S&P 500 TR returned 5.8%, and the Needham Funds outperformed. In March, the U.S. Federal Reserve dropped
the word “patient” from its outlook for interest rates, but made it clear it was in no hurry to normalize rates.
The Funds and the markets declined at the beginning of the second quarter, owing to weak economic results. However, the
Funds and markets closed the half year in positive territory.
Then came the third quarter. The Russell 2000 and the Needham Funds were down each month of the quarter. Brent oil
fell nearly 24% from $63.59 to $48.37, and companies doing business in the energy sector were hurt badly. China has been
a major consumer of commodities to fuel its infrastructure construction, but it has slowed. Chinese officials made stunning
policy moves in July to attempt to counteract the falling stock market. The Shanghai Stock Exchange had been up over 60%
in 2015, but then fell over 30% from mid-June into July. China halted trading in many stocks, forbid large holders from
selling, and the People’s Bank of China injected over $200 billion to prop up equity prices. On August 7, China announced a
surprise devaluation of the Yuan, which could be revalued even lower in 2016. These are extraordinary measures for
investors in Chinese securities to consider. We continue to believe that U.S. equities are the most viable asset class.
August brought the ETF “flash crash.” The S&P 500 was down 6% at the open on Monday, August 24. Many stocks had
delayed openings, which made it difficult for the ETF market makers to value ETFs. While ETFs provide intraday liquidity,
they are dependent on orderly markets, and “quant” trading systems can have an outsized short-term impact. Again, we
prefer plain old U.S. equities and mutual funds.
Economic weakness continued through September and the markets remained confused about the Federal Reserve’s
message regarding a rate hike. Right until the Fed meeting of September 17, it seemed as if the Fed would raise interest
rates for the first time in nine years—to all of 0.25%. Alas, it took until the December meeting for the Fed to raise rates.
The Funds and markets were positive in October and November. December brought a restart of the weakness, which
continued through February 18 with the S&P 500 TR declining 5.86% and the Russell 2000 TR declining 11.42% in 2016. The
S&P 500 and the NASDAQ Composite indices were dominated by strong performance of the FANG large-cap stocks: Facebook
(FB), Amazon (AMZN), Netflix (NFLX) and Alphabet (f/k/a Google) (GOOG). The top 10 largest stocks by market cap in the
S&P 500 Index gained nearly 23%, while the other 490 dropped on average 3.5%. Since summer 2015, U.S. stocks have
declined, with most stocks down 20% or more and many have fallen 30% or more.
2016 Outlook – Still About Commodities, China and the U.S. Dollar
Brent oil remains at low levels. In mid-January, it traded as low as $26 per barrel. In January, the average price of regular
gas in the United States fell to $1.80 from $2.00 per gallon. Consumers will benefit. In January, the Shenzen market fell
another 27%. Kenneth Rogoff’s February 2 article, The Great Escape from China, argues that weak commodities and a
declining Yuan could lead to continued strength for the dollar, which could lead to additional pressure on our exporters. We
believe that the U.S. economy will grow 1.5-2%, which is below the “new normal” of 2-2.5%, which has prevailed for the past
seven years. We do not foresee the Federal Reserve raising rates again in 2016. Many international markets have negative
interest rates. Bonds with negative interest rates would seem to be full of risk, should monetary affairs normalize.
Acceleration of growth seems unlikely unless Washington shifts focus to a fiscal policy designed to promote business
investment and capital formation. Imagine if we had an internationally competitive corporate tax regime, lower regulatory
and policy barriers to private sector hiring, lower marginal tax rates, and a lower rate of increase of government spending.
Unfortunately, this Presidential Primary election season has been devoid of any discussion of positive fiscal policy. Hopefully,
that day will return.
Big Opportunity in Small Cap Stocks
It’s easy to be concerned about the market and macroeconomic fears. However, when we think of the Needham Funds as
having partial ownership in businesses with great new products and services, it’s easier to be excited. Our job is to find
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companies which we believe have misunderstood growth prospects. We believe our portfolios are full of such companies
and many are on sale, having fallen 20-30% since last summer.
Dividing the Russell 3000 stocks by market cap shows that the smaller the market, the more severe the sell-off. The largest
companies, with market cap over $25 billion, declined 17.1% from July 1, 2015 thru January 21, 2016, while those under
$200 million declined 62%. Those between $200 million and $500 million declined 33.8%.
Russell 3000 Current Valuation & Performance by Market Capitalization
1/21/2016

2015 Performance

Market Capitalization

EV/Sales

MTD

Q4

Q3 & Q4

Year

>$25B

4.4X

-8.4%

-5.6%

-8.4%

7.9%

$1B - $25B

3.9X

-11.3%

-10.6%

-14.4%

2.6%

$500MM - $1B

3.0X

-14.2%

-13.3%

-20.6%

-2.4%

$200MM - $500MM

2.7X

-14.5%

-14.6%

-22.6%

-7.3%

<$200MM
2.4X
(Source: Emancipation Capital)

-24.0%

-35.0%

-50.0%

-36.0%

We see a big opportunity in our small cap equity universe. All three Funds also have substantial small-cap (under $2 billion
market cap) and micro-cap (market caps under $250 million) exposure
2015 and Fourth Quarter Contributors Across All Three Funds:
Photronics, Inc. (PLAB) returned 37.4% in the fourth quarter and 49.8% in 2015. Photronics makes photomasks, which are
used to manufacture semiconductors and flat panel displays. Photronics reported a strong fourth quarter ending October
30, with growth from high-end integrated circuits and flat-panel displays. The company significantly exceeded earnings
expectations for the year, with actual gross margins of 27% versus 24% estimated at the beginning of FY15.
FormFactor, Inc. (FORM) returned 32.7% in the fourth quarter and 4.7% in 2015. The company makes wafer probe cards
used to test a manufactured semiconductor wafer with system-on-chip and memory designs. In 2015, FormFactor
introduced a new NAND flash memory product. Additionally, the latest system-on-chip logic designs use copper pillar
packaging, which is best tested with FormFactor’s MEMs probe cards. FormFactor grew revenues by 5% and EPS by 16% in
2015. On February 4, 2016, FormFactor announced the acquisition of Cascade Microtech (CSCD) for $350 million cash.
Detractors Across the Needham Funds
Super Micro Computer, Inc. (SMCI) makes servers and storage systems used in cloud data centers by leading Internet
companies. We believe Super Micro has an opportunity to gain market share versus Lenovo Group, Ltd. (992-HK) and
Hewlett-Packard (HPQ). Lenovo purchased IBM Corporation’s (IBM) server business in 2014. Super Micro’s customers
include high-growth, next-generation storage companies such as Nimble Storage, Inc. (NMBL) and Nutanix, Inc., and IBM’s
SoftLayer subsidiary.
Super Micro declined 10.1% in the fourth quarter and 29.7% for the year, as investors worried about slowing orders from
data center customers and the company’s December quarter. In January 2016, Super Micro reported a very strong fourth
quarter, allaying investors’ concerns over the quarter. Super Micro had 26% revenue growth and 12% EPS growth in 2015.
However, as of December 31, 2015, Super Micro was valued at just 10x earnings, ex-cash.
KVH Industries, Inc. (KVHI) declined 5.8% in the fourth quarter and 25.5% for the year. On its upcoming fourth quarter
earnings announcement, we believe KVH will report progress in 2015, just not as much as first expected. KVH is estimated
to grow revenue by 7% and EPS by 11%. Most importantly, we believe KVH is positioned for further growth in 2016.
In our view, KVH is like the combined Netflix, Inc. (NFLX) and Comcast Corporation (CMCSA) of the commercial maritime
industry. The company supplies satellite communications equipment, voice and data services and entertainment, news and
training content to ships at sea through their IP-Multicast technology. KVH also supplies fiber optic gyroscopes for selfdriving cars and military vehicles, including vehicles in the Middle East.
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KVH has not traded below $10 per share since June 2012. At $8.67 per share on February 18, KVHI is valued at just 0.8x
EV/estimated 2015 revenue and 7x EV/estimated 2015 EBITDA, which gives no credit for the investments made to position
the company for faster growth.
Needham Growth Fund
The Needham Growth Fund returned 4.39% in the fourth quarter, but declined 5.07% for the year ending December 31,
2015.
Thermo Fisher Scientific (TMO), the Fund’s second-largest holding at 8.4% of net assets, was the top contributor for the
quarter, returning 16.1%, and 13.8% for the year. The Fund bought Thermo Fisher in 2000 and 2002 and as of December 31,
2015, it was an 8-bagger. In October, Thermo Fisher reported 4% organic revenue growth for the fourth quarter, raised
guidance for the year and announced a $1 billion share buyback. In January 2016, Thermo Fisher announced an agreement
to purchase Affymetrix, Inc. (AFFX) for $1.3 billion. Affymetrix’s microarray products fit with Thermo’s genetic analysis
business. The planned 15% of revenue cost synergies make for a high-single-digit return-on-investment capital for the
acquisition, which is expected to close in the second quarter of 2016. Other top contributors included FormFactor, Becton
Dickinson & Co. (BDX), and Photronics.
Akamai Technologies, Inc. (AKAM) was the leading detractor for the quarter, down 23.8%. Guidance for the fourth quarter
fell below expectations; we believe this shortcoming was due to Apple (AAPL) utilizing less of Akamai’s services to deliver
the iOS 9 iPhone upgrade and the delayed launch of Apple’s over-the-top TV bundle. Akamai benefits from the long-term
prospects for growth in over-the-top video and cloud cyber security. Super Micro Computer, Inc. was the largest detractor
for the year, down 29.7%.
During the quarter, we added to positions in Akamai and Super Micro Computer. We exited our long-term holding in II-VI,
Inc. We reduced positions in Photronics and FormFactor on the market strength.
On December 31, 2015, the Fund had an Active Share of 103.0% compared to the S&P 500, and trailing twelve-month
turnover of 13%. The top ten positions were 54% of net assets.
On December 31, 2015, 50% of Needham Growth Fund’s net assets were invested in companies with market capitalizations
of over $8 billion, 14% between $2-8 billion, and 36% under $2 billion. The Fund had a 4% short position and 6% in cash, up
from 5% in the September quarter.
Needham Aggressive Growth Fund
The Needham Aggressive Growth Fund returned 4.73% in the fourth quarter, but declined 7.09% for the year ending
December 31, 2015.
GSE Systems, Inc. (GVP) was the top contributor for the year, returning 50.9%, and the second leading contributor for the
fourth quarter. GSE, featured in our third quarter letter, supplies training simulators for the nuclear and process
manufacturing industries. As of December 31, 2015, it had a $44 million market cap with $13 million of net cash, $43 million
of revenue for the first three quarters of 2015 and its first quarter with positive adjusted EBITDA since 2013. During the
quarter, we saw insider buying from GSE’s new management team.
Oil-Dri Corp. (ODC), another microcap, was the third-leading contributor for the quarter returning 62.0%. Oil-Dri is creating
the category for lightweight cat litter and is the leading supplier. Oil-Dri owns the mines and clay reserves necessary to make
lightweight cat litter.
LeMaitre Vascular, Inc. (LMAT), yet another microcap, was a leading contributor for the year as it returned 128.8%. LeMaitre
is a seven-year holding and a five-bagger for the Fund. LeMaitre makes devices for vascular surgeons and exceeded
expectations in 2015.
FormFactor was the top contributor for the fourth quarter. For the quarter, Akamai and Super Micro were the leading
detractors.
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PDF Solutions, Inc. declined 27.1% and was the leading detractor for 2015. PDF gets paid a gainshare royalty when
semiconductor companies such as Qualcomm and AMD manufacture parts at Samsung, Global Foundries or other fabs that
utilize PDF’s technology. PDF’s stock price has fallen to $10.35 per share as of February 18, 2016. It has $4 per share in cash
and is estimated to earn $0.80 per share in 2016. We believe the company’s big data analytics SaaS revenue could grow
100% annually and reach 20% of revenue by the fourth quarter of 2016. We also believe the company’s new electrical design
for inspection initiative has the potential to generate royalties in 2017 and a longer-term opportunity to double royalty
revenue.
The largest additions to the portfolio in the fourth quarter were to Akamai, CRA International, Inc. (CRAI), GSE Systems and
Norsat International (NSAT). We sold positions, including Bruker Corporation (BRKR), Brooks Automation, Inc. (BRKS), and
Electro-Scientific Industries, Inc. (ESIO).
On December 31, 2015, the Fund had an Active Share of 111.7% compared to the Russell 2000 and trailing twelve-month
turnover of 15%. The top ten positions were 49% of net assets.
The Fund exited the fourth quarter with 27% of net assets invested in companies with over an $8 billion market cap, 7%
between $2 and 8 billion, 4% between $250 million and $2 billion and 16% under $250 million. The Fund had a 7% short
position and was again fully invested.
Needham Small Cap Growth Fund
The Needham Small Cap Growth Fund returned 7.63% in the fourth quarter, but declined 8.96% for the year ending
December 31, 2015.
We are pleased that many of our core holdings recovered in the fourth quarter after suffering a significant downturn in the
third quarter. We found liquidity in our holdings during the quarter and took advantage of the opportunity to lighten our
investments and raise cash. Shorting was also a contributor to performance.
After a difficult second half in 2015 for semiconductor capital equipment, we are positive on the industry’s trends and
outlook later in 2016. The stocks did not see their seasonal December rally, which provides better valuation entry points as
the industry begins to see an uptick in orders in 2016. NESGX holding Ultra Clean Holdings (UCTT) engages in the
development, manufacture and supply of critical subsystems for the semiconductor capital equipment, flat panel, medical
and research industries. Ultra Clean was a top ten position for NESGX at December 31, 2015, and we are excited about the
risk/reward after a tough 2015.
TTM Technologies (TTMI), another top-ten holding at December 31, 2015, is another stock we are excited about, as we
expect the company to begin to realize greater synergies and return on invested capital following the integration of its
acquisition of Viasystems Group last year. The acquisition expanded and diversified its customer base and end markets and
should begin to leverage its greater market share as a combined company. The stock has traded down based upon its
exposure to the Apple supply chain, although this only represents 17% of its sales. The company should be able to generate
substantial cash flow that will help it to deleverage from the acquisition and thereby drive higher return on equity. Again,
we believe TTMI exhibits a strong risk/reward after a tough 2015.
Although the macro and geopolitical environment is a headwind to global growth, we believe this is the time for stock pickers.
Other than the U.S. Federal Reserve, most central banks around the global are providing increased quantitative easing, which
has caused a stronger U.S. Dollar. In general, small cap stocks should not be as impacted by a stronger Dollar as will larger
cap companies that are more exposed to international customers and markets. However, the collapse of the high yield
market has certainly affected the appetite for small cap stocks, which also points to the importance of stock picking rather
than blanket index buying. We remain concentrated in our top holdings, as we feel most comfortable in evaluating their
growth prospects and downside risks. Our increased cash position should help in a more volatile market as well as allow us
to make investments at better valuations.
Closing
We believe the U.S. is again facing sub-par economic growth, but it remains the best place in the world to be investing and
working. Asia and Europe are facing difficult economic times. We believe there’s opportunity in small and mid-cap stocks
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in this difficult market. We are particularly excited that this market may give us a chance to add to positions already in the
portfolio.
To reiterate perspectives from Warren Buffett and Charlie Munger:
1. Pay little attention to the macro.
2. Focus on the business, not on the stock.
3. Invest in companies or funds that you understand.
4. Invest with a margin of safety.
5. Once you invest, be prepared to stay the course.
6. Professors Cremers and Pareek found that High Active Share and Low Turnover is an effective strategy to outperform
the averages over the long-term.
7. Make investment decisions away from the noise.
8. Know yourself and avoid leverage.
9. There’s no hurry to get rich.
To reiterate our overall thesis: monetary policy remains accommodative. Most importantly, we see a revolution happening
in technology that has created and continues to create investment opportunities.
We see opportunity in our strategy of investing in companies that we know well and that we believe are positioned with
secular growth drivers. We believe 2016 will bring a modest rebound for equities. As it already has this year, we believe the
markets will experience more volatility and that our ability to short could dampen the possible volatility.
We welcome our new investors and thank all of our investors for their continued support. If you have any questions, thoughts
or concerns, please contact us at (800) 625-7071 or send us an email at cretzler@needhamco.com or
jbarr@needhamco.com. For information about the funds, please visit our website at www.needhamfunds.com.
Sincerely,

Chris Retzler
Portfolio Manager

John O. Barr
Portfolio Manager
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