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With tech stocks trading at unheard-of levels, it was only nat-
ural that some sort of meltdown was in order. ■ Yet the
breadth—and the severity—of April’s stock market wipeout
was breathtaking. Never mind the big hits taken by profitless
wonders such as Drkoop.com and eToys. Most rational in-
vestors were expecting that—if not rooting for it. But even
healthy, profitable companies were shedding a quarter of
their market value or more as investors ran screaming for the
exits. ■ Now that the dust has begun to settle, it’s clear that
quite a few good stocks were trampled unnecessarily. The
economy is still “vibrant,” according to no less an authority
than Federal Reserve Chairman Alan Greenspan. The Inter-
net is still changing the way everyone lives. Business plans
are on track, and growth prospects are as promising as 

THE PLUNGE, WHEN IT FINALLY CAME, COULD 
NOT HAVE TAKEN MANY PEOPLE BY SURPRISE. 

Seven Little Stocks With Big Growth Potential 
Despite their impressive prospects, these small companies are often cheaper—in terms of value benchmarks—than larger, better-known growth companies. 

52-Wk. Current 2001 Price/ Price/ Market
Price Hi–Lo P/E P/E Est. EPS PEG Book Sales Sales Value

Company (Ticker) Business ($) ($) Ratio Ratio Growth (%) Ratio* Ratio Ratio ($mil) ($mil)

ALLAIRE CORP. (ALLR) B2B software 30.25 89–21 191.1 85.8 53 3.6 7.77 14.76 55 814

GLOBAL INDUSTRIES (GLBL) Oilfield services 11.81 15–6 45.6 18.2 19 2.4 2.70 2.79 387 1,080

GLOBIX CORP. (GBIX) Web-hosting 16.94 63–7 NM NM 30** NM 6.53 17.29 34 585

INHALE THERAPEUTIC (INHL) Drug delivery 47.00 127–23 NM NM 35† NM 9.22 23.40 41 968

MEDICIS PHARM. (MRX) Dermatology drugs 36.81 51–20 26.6 22.9 24 1.1 2.63 8.95 117 1,045

PINNACLE SYSTEMS (PCLE) Video editing systems 23.81 36–11 39.7 29.5 34 1.2 5.25 7.15 159 1,137

ZORAN CORP. (ZRAN) Semiconductors 39.00 74–9 36.4 27.6 32 1.2 2.52 8.47 62 522

NASDAQ 100 MEDIAN 64.1 51.5 30 2.3 14.35 19.90 662 11,284

S&P 500 MEDIAN 15.3 13.2 13 1.2 2.81 1.36 5,437 7,554

NM = not meaningful, loss for period.  *Current P/E ratio divided by estimated 3- to 5-year growth rate.  **Based on current revenue growth rate.  †Assuming initial profitability in 2003.
Prices as of 4/14/00.  DATA: ZACKS INVESTMENT RESEARCH
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ever—maybe better, since many of the flaki-
er competitors could disappear. 

We went looking for the best opportu-
nities amid this spring’s wreckage and
found a roster of seven little-known stocks
with true superstar potential. They have sol-
id balance sheets, real products and robust
growth—and they’re now selling well below
their 52-week highs.

Make no mistake: These are risky in-
vestments. Depending on your situation,
they may represent no more than a sliver of
a well-diversified portfolio. But the payoff
from even a small stake in stocks such as
these can be massive. In fact, you can’t af-
ford not to own a few highflying companies
like these if you expect to beat the market.

Consider the math. Indexes such as the
S&P 500 and Nasdaq measure the average
return of a group of stocks. But the biggest
winners affect performance more than the
biggest losers. That’s because a stock can go
down by only 100 percent. But it can go up
200 percent, 300 percent and more. “The

typical stock underperforms the average by
a pretty wide margin,” says David Ikenber-
ry, at the Jones School of Management at
Rice University. “What helps overcome that
deficit is the highfliers.”

This isn’t just theory, observes Jim Ober-
weis, who runs the Oberweis Emerging
Growth fund. His portfolio has some real
duds, including the tennis shoe company 
K-Swiss (down 41 percent over the past
year) and Tarrant Apparel Group (down 82
percent). Yet Oberweis’s fund returned
nearly 100 percent over the past 12 months
because he also had small positions in stocks
that took off like rockets. BroadVision, for

instance, produced a one-year gain of 1,800
percent. “For aggressive growth investing
you’ve got to have some of those big win-
ners,” says Oberweis. 

The single most important characteris-
tic these superstocks share is that they start-
ed small. Of the 58 companies that posted
gains of better than 1,000 percent over the
past 12 months, all but one had a market
capitalization below $2 billion prior to their
runups, according to Morningstar.

Earnings growth is the other half of the
superstock story. A stock doesn’t soar un-
less someone thinks the company will make
a lot of money, and the best proxy for this
sentiment is long-term earnings growth es-
timates. Example: We selected six stocks
that gained 1,000 percent in the past 12
months and checked their status before they
started to move. Sure enough, growth esti-
mates averaged a whopping 45 percent, at
a time when the equivalent figure for the
S&P 500 was less than 10 percent.

That’s why we’re focusing on small

growth companies today. They’re bargains
relative to where they traded only weeks
ago, and their potential to add zest to your
portfolio is unusually high. To find our can-
didates, we looked first at companies with a
market value of between $500 million and
$1.5 billion, the generally accepted small-
cap universe. Then we zeroed in on sectors
with the fastest earnings growth: health
care, oil services and technology. 

We looked for estimated long-term
earnings growth of at least 15 percent. But
we also wanted each company’s earnings
growth to be above its industry average. To
keep prices in line, we wanted estimated P/E

ratios to be below the industry average and
less than 1.5 times earnings growth rates. 

At this point we quit screening and start-
ed asking questions. We wanted companies
with stakes in markets large enough to sup-
port massive growth. We tried to minimize
risk too, limiting our search to companies
that are either profitable now or have enough
cash on hand to carry them through at least
two years. Finally, we asked analysts, port-
folio managers and company executives:
How good is management? Who’s the tough-
est competitor? What could go wrong?

Our seven finalists are a fascinating as-
sortment. Will they double, triple, or do
even better in the next 12 months? No guar-
antees. But at today’s prices, you’re paying
well below top dollar. And if you don’t own
at least a few companies with this potential,
there’s a gaping hole in your portfolio.

PINNACLE SYSTEMS
(PCLE, $23.81)

ABC NEWS CAUGHT a lot of media flak for
trying to turn Leonardo DiCaprio into a
journalist. That’s nothing compared with
what Pinnacle Systems has in mind. It wants
to turn everyone into a broadcaster.

So far, Pinnacle seems more likely to
succeed. Its StreamGenie, introduced in
April, is a $10,000 black box that plugs 
into the wall. Turn on the lights, connect a
phone line and video camera—and you’re
on the Web, live. Budding directors can type
in text, add graphics or create special effects
in real time.

Pinnacle’s sales are already growing at
35 percent annually, and they should pick
up speed as Web broadcasting becomes
more popular. Early Internet programs re-
quired costly equipment and production ex-
pertise. But Pinnacle’s technology makes it
a snap for companies to go live with con-
ference calls, sales meetings and product in-
troductions. Eventually, churches, schools,
even individuals could offer the Web-equiv-
alent of full-time TV.

Founded in 1986, Pinnacle focused on
professionals and was a technology innova-
tor, winning an Emmy award in 1990 for its
engineering. Broadcasters still account for
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OF THE 58COMPANIES WITH GAINS OF BETTER

THAN 1,000 PERCENT IN THE PAST 12 MONTHS, 

ALL BUT ONE HAD MARKET CAPITALIZATIONS BELOW
$2 BILLION PRIOR TO THEIR RUNUPS. 
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about one-fourth of total sales. ABC, for ex-
ample, used the Mountain View, Calif.,
firm’s special-effects gear to post scores dur-
ing this year’s Super Bowl broadcast.

But Pinnacle is moving deftly into the
larger consumer market. Its at-home video
editing packages—all you need is a video
camera, VCR and computer—start at $150,
and the company is trouncing competitors
such as Dazzle Multimedia and Hauppage
Digital. Last year, sales to consumers were
$37 million, up nearly 80 percent from
1998. This year, that number should reach
nearly $58 million.

The real expansion, however, is still to
come. “You can’t send broadcast-quality
video to everyone in the world yet,” ex-
plains Arthur Chadwick, Pinnacle’s chief fi-
nancial officer. “Our growth is highly de-
pendent upon how fast bandwidth
increases.” And given the rush to lay fiber-
optic cable and develop over-the-air Web
capability, that shouldn’t take long.

Even at 50 times earnings, Pinnacle has
plenty of fans. Peter Chin, manager of the
Scudder 21st Century Growth fund—up
124 percent last year—says it is the clear
leader in digital editing. “One question we
ask is ‘Are you obsoleting your own prod-
ucts?’” Chin says. “They very clearly are.”

INHALE THERAPEUTIC SYSTEMS
(INHL, $47)

NO ONE LIKES getting jabbed by the doc-
tor. And someday, using injections to ad-
minister drugs may seem as quaint as blood-
letting and leeches.

Inhale Therapeutic—formed in 1990 by
two California researchers—will soon mar-
ket a delivery system that allows a patient to
receive medicine by breathing through a
handheld device. Even though Inhale won’t
have a major product on the market for two
years, its technology could revolutionize
treatment of many chronic diseases.

Inhale’s first target is diabetes. “They
have the next major step in treatment,” says
Kurt von Emster, who owns Inhale as a top
position in the Franklin Biotechnology Dis-
covery fund. So far, clinical testing of In-
hale’s insulin delivery system is overwhelm-

ingly positive. Its pulmonary insulin, which
is absorbed into the body through the lungs,
seems to lower blood glucose as well as in-
jected insulin—without side-effects.

Rewards could be huge. Sales of insulin
amount to about $3.2 billion annually. But
analysts expect the market to expand, once
diabetics who currently don’t use insulin
adopt Inhale’s more convenient product.
Pfizer and Aventis, who will pay royalties to
Inhale, have started building a $150 million
production facility in Germany.

Merrill Lynch analyst Eric Hecht, a Wall
Street Journal All-Star, thinks Inhale will
turn a profit in 2003. Then he expects earn-

ings to grow by 35 to 40 percent a year af-
ter 2004, and the company’s sales to exceed
$2 billion by 2006.

Although pulmonary insulin will be In-
hale’s first product (it has modest licensing
revenue now), other opportunities abound.
With partners such as Biogen and Eli Lilly,
Inhale is working to apply its technology to
multiple sclerosis, osteoporosis and other
chronic diseases. Says longtime fan Faraz
Naqvi, co-manager of the sizzling Dresdner
RCM Biotechnology fund, “The reason we
like Inhale so much is that the technology is
applicable to all types of biotech drugs.”

GLOBIX
(GBIX, $16.94)

GLOBIX IS AT the center—literally—of to-
day’s wired world. Clients such as Acclaim
Entertainment, Bloomingdale’s, Deutsche
Bank and Ogilvy & Mather hire the com-
pany to provide a home for their servers and
routing equipment and to make sure their

Web sites are running round-the-clock.
“Some of the most tech-savvy people out
there are choosing Globix,” says Kevin Lan-
dis, who has Globix shares in his top-per-
forming Firsthand Technology Value fund.
“You pay them, you sleep better at night.”

Just 10 years old, the New York–based
company was one of the first Web firms to
set up shop in a Silicon Alley loft. Today it
has a massive data center nearby, others in
London and Santa Clara, Calif., and plans
to add eight more. Founder Marc Bell, 32,
who studied real estate at New York Uni-
versity, realized early on that Web-hosting
is like being a landlord: Customers are es-

sentially renting space, and they don’t want
to worry about security, communications
access and backup generators.

Globix competes with industry bigwigs
such as Exodus Communications, one of
the market’s top performers last year and
another SmartMoney favorite (see Update,
page 55). Even though many of these com-
panies want to do more than Web-hosting,
Globix is already providing one-stop shop-
ping for many Internet needs. It can handle
employee training, set up firewalls and or-
chestrate streaming media—Globix pow-
ered the Web broadcast of Bill Gates’s Win-
dows 2000 launch.

Such successful diversification is one rea-
son Globix is a top holding in the $2 billion
Janus Venture fund—and why Janus is the
company’s largest institutional shareholder.
“These are mission-critical applications,”
explains Janus analyst Brent Olson. “Cus-
tomers come in, get entrenched with Glo-
bix, and you just don’t see them leave. . . .
It’s a very sticky business.” Janus isn’t the
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PINNACLE’S SALES ARE GROWING AT 35 PERCENT 

AND SHOULD PICK UP SPEED AS WEB BROADCASTING

BECOMES MORE POPULAR. THE TECHNOLOGY
MAKES IT A SNAP TO GO LIVE ON THE INTERNET. 
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only admirer. Hicks, Muse, Tate &
Furst, a Texas-based private equity firm,
recently invested $80 million in preferred
stock to help fund the company’s ambi-
tious growth plans. 

Even though Globix has yet to turn a
profit, growth is at warp speed. Average
monthly revenue per customer among its
top 100 clients was up 60 percent in the
most recent quarter, to $11,650. Overall
revenue will continue to grow 30 percent
quarterly through the end of fiscal 2001,
according to Richard Sherman, an ana-
lyst at Janney Montgomery Scott. That
means Globix is more than 70 percent
cheaper—measured by price/sales ratio—
than Exodus. And expanding faster.

GLOBAL INDUSTRIES
(GLBL, $11.81)

O I L S E R V I C E S S T O C K S are up nearly
25 percent this year, but don’t let that
scare you away. Exploration-and-pro-

duction spending is what drives the de-
mand for these shares, and oil companies
plan to boost their E&P budgets by 15
percent in 2000, according to a March
survey by Salomon Smith Barney analyst
Geoff Kieburtz, a Wall Street Journal All-
Star. What a turnaround: Just last year,
drilling activity in the Gulf of Mexico
reached a 66-year low.

This is welcome news for Louisiana-
based Global Industries, which runs the
world’s largest offshore construction
fleet. The company has more than 70 ves-
sels available for hire in Mexico, Africa
and Asia. Global’s forte is laying deep-

water pipeline. Its Hercules holds the
world record for such work, and the ship
is outfitted to work in water as deep as
10,000 feet. “Deep water is where all the
biggest reservoirs have been found over
the last few years,” notes John Hammer-
schmidt, an energy analyst at Turner In-
vestment Partners.

The company’s founder and chief ex-
ecutive, William Doré, a former diver, is
also big on efficiency. With conventional
methods, workers weld, test and install
40-foot lengths of pipe from the deck of
a barge. Global’s largest vessels, howev-
er, can spool and unspool pipe that’s been
fused on land. The Chickasaw, for ex-
ample, can lay 45 miles of 4.5-inch pipe
in one continuous length. 

Since oil service earnings are erratic,
cash flow is a better valuation bench-
mark—and Global looks like a bargain.
It currently trades at 11 times 2000 cash
flow; competitors, by contrast, are trad-
ing at somewhere between 12 and 20

times 2000 cash flow, according to Matt
Packard, an oil services analyst at MFS
Investment Management. 

To be sure, Global hit a rough patch
last year, losing its chief operating offi-
cer and calling off an acquisition. But
Global’s pipe-laying niche is among the
last of the oil patch specialties to pick up
when the cycle turns, and Packard thinks
the worst is over. “The oil companies are
making money on production, and many
will spend virtually all of what they
make on exploration,” he says. That
should produce a gusher of profits for
Global shareholders.

ZORAN
(ZRAN, $39)

YOU MAY HAVE to search to find digi-
tal videodisks when you go to your local
Blockbuster, but soon they’ll be hard to
miss. Sales of DVD players, which
reached a modest 5 million last year,
should hit 35 million by 2003.

Zoran, a once-obscure Silicon Valley
chipmaker, is perfectly poised to ride that
growth. Levy Gerzberg, a Stanford engi-
neer, started the company in 1981 to de-
velop integrated circuits for military and
medical applications. By the late ’80s, Zo-
ran (“silicon” in Hebrew) had morphed
into a digital audio and video company.
In the early ’90s, it helped develop the
first digital cameras.

Now Zoran is among the largest in-
dependent suppliers of chips for DVD
systems. Earnings more than tripled in
the fourth quarter (to 26 cents per share)
as digital video edged into the market.
Manufacturers including Toshiba use
Zoran’s popular Vaddis decoder because
it reduces the number of chips and the re-
quired memory in a DVD system. Its chip
also supports SuperVCD, a video player
format popular in China and East Asia.

All that pulled Zoran’s stock up
sharply last year, but the gains may be
just beginning. By 2002 the worldwide
market for digital cameras will be $5.4
billion, according to International Data
Corp. And just as Zoran was able to
combine several DVD functions on a sin-
gle chip, the company has also developed
an all-in-one product for digital cameras.
Zoran’s COACH (“Camera on a Chip”)
does the normal digital camera stuff—
and considerably more.

“Suppose you’re a teenager who likes
to do digital imaging and you also want
to download music and play it on your
camera,” says Karl Schneider, Zoran’s
chief financial officer. “Our chip will do
all of that.” He expects the technology
for cameras, cell phones and personal
digital assistants to converge. And Zoran
intends to be at the center of that market.

Given its growth rate, Zoran’s shares
are a relative bargain. And already, the
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GROWTH IS AT WARP SPEED. MONTHLY 

SALES PER CUSTOMER WERE UP 60 PERCENT. 

REVENUE AT GLOBIX WILL CONTINUE TO GROW 30

PERCENT QUARTERLY THROUGH NEXT YEAR.
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company has sophisticated fans. The top-
rated Firsthand Technology Value fund
has a $42 million stake.

MEDICIS PHARMACEUTICAL
(MRX, $36.81)

T H E R E I S N O T H I N G pleasant about 
acne and psoriasis—unless you are selling
drugs to treat these and other dermato-
logical disorders. For starters, there are all
those aging baby boomers, increasingly
concerned about appearance. In contrast
to many internal medicines, products for
the skin are easy to produce, and have pre-
dictable margins and strong patent posi-
tions. And there aren’t many dermatolo-
gists, which means 60 sales representatives
can provide nationwide coverage.

Jonah Shacknai, a lawyer who ad-
vised giant drug companies such as Pfiz-
er and Sandoz, realized all this back in
1988 when he started Medicis. First, he
contracted out manufacturing and much

of the lab work—freeing up capital.
Then Shacknai built his product line
with a combination of acquisitions, li-
censing and internal research. Soon
Medicis was selling a number of nation-
al over-the-counter and prescription
brands, including Dynacin, a $30-mil-
lion-a-year acne antibiotic.

Shacknai had an ambitious goal—
$100 million in revenue by 2000—which
he easily met. Medicis sales last year were
$117 million; profits, $41 million. Now
he wants revenue of $600 million by
2010, which seems achievable given
Shacknai’s record and the opportunities

in the $5 billion dermatology market.
How will Medicis get there? Shacknai

intends to roll out at least one new prod-
uct every year, and he has a $275 million
nest egg to make sure he meets that goal.
Thanks to the company’s crack sales
force, which is amply rewarded with un-
capped commissions and paid above in-
dustry standards, new offerings go out
the door with a strong push. “Medicis’s
selling organization is one of the compa-
ny’s most important assets,” says David
Steinberg, an analyst with Deutsche Banc
Alex. Brown. 

At today’s prices, Medicis is particu-
larly attractive. “It’s a cheap stock for its
growth rate,” says Kurt von Emster,
manager of the Franklin Biotechnology
Discovery fund. Analysts expect profits to
increase by 24 percent a year, and
Medicis shares sell for 23 times next
year’s earnings. Other drug companies
with similar growth rates trade at up to
28 times 2001 earnings.

ALLAIRE
(ALLR, $30.25)

IT ’ S H A R D K E E P I N G up with the
techies—and their toys. First there was
Yahoo!, the search engine that became a
Wall Street icon. Then Linux, the free
software that threatened to swamp Mi-
crosoft. Now there’s ColdFusion, a set of
programming tools that are must-haves
for doing business on the Web.

Allaire Corp., the Cambridge, Mass.,
company that developed ColdFusion, bid
for 55 new clients in the fourth quarter
for its expanded Spectra software pack-
age. Allaire won 50 of the accounts, beat-

ing out competitors such as BroadVision
and Vignette. Allaire’s easy-to-use prod-
ucts help with everything from page de-
sign to online billing, and customers that
have settled on ColdFusion as a corpo-
rate standard include AT&T, Boeing,
Citibank, MCI and Visa. “These guys
have a very good solution to get you up
and running quickly,” explains Christo-
pher McHugh, manager of the five-star
Turner Midcap Growth fund.

J.J. Allaire, 31, a programmer who
founded the company five years ago and
is now chairman, doesn’t intend to stop
there. He sees his 10,000 corporate ac-
counts as the tip of an iceberg. “Within
those companies there are 450,000 de-
velopers,” says Allaire’s brother, Jeremy,
who is chief technology officer. The com-
pany also targets “Web integrators,”
consultants that help launch Web busi-
nesses. Big names using its products: IXL,
Proxicom and Razorfish.

The idea is to become an industry
standard, the Web software equivalent of
Microsoft or SAP. The potential is vast—
if Allaire can keep the growth (200 em-
ployees last year, 400 now) on track. “At
first, Microsoft sold cheap programming
languages, but they’ve made fantastic
transformations,” Allaire says. “Our fo-
cus is the core technology for building an
Internet business. We want to have as
broad a stack of software as possible.”

Sure, Allaire has big-name competi-
tors. But it is growing faster and—for the
moment—its shares are cheaper. Even
though Allaire is one of the more expen-
sive of our picks based on value yard-
sticks, its price/sales ratio is well below
that of larger rivals. And unlike many
fast-growers, Allaire is making money. In
the fourth quarter, it had 1.4 percent net
margins and an operating income of 4
cents per share, beating Wall Street’s con-
sensus of 2 cents. AB
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THE GAINS ARE JUST BEGINNING FOR ZORAN. 

BY 2002 THE MARKET FOR DIGITAL CAMERAS WILL BE

$5.4 BILLION. AND THE COMPANY HAS

DEVELOPEDAN ALL-IN-ONE CAMERA ON A CHIP.
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To check the long-term growth estimate 
for any company, click on Stocks, then
Snapshot. Enter the ticker symbol.
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