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The Market Surged on Investor 
Speculation and Although  
Our Stocks Benefited Too, 
We’re Staying Grounded in 
Company Fundamentals 
OVERVIEW 

During the first quarter of 2021, the Wasatch Micro Cap Value Fund—
Investor Class rose 14.74% but underperformed the benchmark Russell 
Microcap® Index, which leapt 23.89%. Compared to the Fund, the Index 
was driven to a greater extent by hopes for more widespread economic 
reopening and by social-media-induced speculation. For example, the 
stock of GameStop Corp.—which we’ve never owned—rose about  
908% during the quarter even though the company is mostly a brick-
and-mortar retailer that’s been giving up market share and losing 
money. Additionally, the stocks of many other low-quality companies 
also rose indiscriminately. 

Because we own what we consider to be high-quality companies that 
are generally gaining market share and making money, our companies 
were less affected by the mania to bid up stocks that were previously 
depressed. So while the exuberant market behavior was fascinating, it 

 
Data show past performance and is not indicative of future performance. Current performance may be lower or higher than the 
data quoted. For the most recent month-end performance data, visit wasatchglobal.com. Investment returns and principal value 
will fluctuate and shares, when redeemed, may be worth more or less than their original cost. The Advisor may absorb certain 
expenses, leading to higher total shareholder returns. Wasatch Funds will deduct a 2% redemption fee on Fund shares held 60 
days or less. Performance data does not reflect this redemption fee or taxes. Total Expense Ratio: Investor Class 1.74% / 
Institutional Class—Gross: 1.84%, Net: 1.60%. The Advisor has contractually agreed to limit certain expenses to 1.95% for the 
Investor Class and 1.60% for the Institutional Class through at least 1/31/2022. 
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didn’t affect our investment approach—as we 
don’t focus on near-term performance. Instead, 
our focus is always on company fundamentals, 
which we think will drive stock prices over the  
long term. 

Most of the sectors in which we were invested 
showed double-digit percentage gains during the 
first quarter. But the sector where our stock 
selection lagged by the greatest margin relative to 
the benchmark was consumer discretionary. 
Incidentally, GameStop is classified as a consumer-
discretionary stock. Other sectors where we saw 
lagging relative performance were information 
technology, industrials and financials. Our stock 
selection in health care was a bright spot in terms 
of relative performance. 

DETAILS OF THE QUARTER 
The top contributor to Fund performance 

during the first quarter was Vireo Health 
International, Inc. (VREOF), a pharmaceutical 
company that cultivates medical cannabis and 
manufactures pharmaceutical-grade cannabis 
products. Vireo has licenses for distribution in the 
states of New York and Minnesota. The stock was 
up on news that politicians in both states appeared 
likely to be in favor of allowing expanded use of 
cannabis products. During the quarter, we exited 
our position in Vireo at the higher valuation. 

Skyline Champion Corp. (SKY) was another 
strong contributor. The company designs, manu-
factures and sells affordable homes and modular 
buildings. Skyline, which has a healthy balance 
sheet, focuses on the multi-family, hospitality, 
senior and workforce-housing segments in the 
United States and Canada. After an initial shock 
due to the coronavirus pandemic, the housing 
market has been remarkably strong—supported by 
very low interest rates and financial aid from  
the government. 

We believe Skyline will continue to benefit from 
the housing shortage, the need for affordable 

homes and the migration out of densely populated 
cities and into more rural areas. This migration has 
been accelerated by ramifications of the pandemic. 
Regarding Skyline’s financial condition, margins 
have been high and the company has been able to 
raise home prices when costs for inputs like lumber 
and copper have increased. Part of the reason 
Skyline has been able to raise home prices is that 
the prices start from a relatively low base. And 
although we continue to like the company, we 
trimmed our position as the stock rose. 

Magnachip Semiconductor Corp. (MX) also 
contributed to Fund performance. The company 
designs, develops and manufactures mixed-signal 
and digital multimedia semiconductors. We think 
Magnachip is a classic “growth at a reasonable 
price” (GARP) company. The stock was a laggard in 
2020, but our belief was that Wall Street under-
appreciated the company’s earnings and that  
the P/E ratio would exceed expectations going 
forward. In the first quarter, we think Magnachip 
benefited from the realization that the company is 
a steady—if not spectacular—grower as there was 
a rotation in preference away from higher-priced 
growth stocks and toward lower-priced growth 
stocks. The stock also benefited from news that 
the company has agreed to be acquired. 

The largest detractor from Fund performance 
in the first quarter was Nautilus, Inc. (NLS). The 
company develops, manufactures and markets 
health and fitness products—including cardio and 
strength-training equipment and related acces-
sories. The stock fell on news of higher freight 
costs due to a shortage of shipping containers. The 
shortage is disrupting the international transport 
of raw materials, parts and finished goods. While 
the stock decline was disappointing, we still have a 
positive view on the company. 

Nautilus offers exercise bikes that rival Peloton 
bikes. From an investment standpoint, the most 
attractive characteristic of these bikes is that they 
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typically incorporate subscriptions for online fitness 
instruction. And subscriptions create recurring 
revenues that are relatively predictable. Nautilus’s 
stock trades at a valuation that’s about four times 
the company’s estimated 2021 EBITDA (earnings 
before interest, taxes, depreciation and amortiza-
tion). We think this is a very attractive valuation, 
and we added to our position in the company 
because we believe the transport disruptions will 
be resolved within several months. 

Another detractor was Aspen Group, Inc. 
(ASPU), a Colorado-based operator of certificate 
programs and associate’s, bachelor’s, master’s and 
doctor’s degree programs. The stock was down  
on investor fears regarding net losses associated 
with increased expenses for marketing, teachers 
and admissions staff ahead of new enrollments. 
Nevertheless, the company has been able to grow 
revenues at over 30% per year. And Aspen is  
an example of a business we like for a changing 
investment environment. We’re especially 
impressed with the company’s nursing programs, 
which we consider reasonably priced with excellent 
job-placement track records. Moreover, we don’t 
think Aspen’s success is overly dependent on the 
economy, Federal Reserve policies or government 
spending. (Current and future holdings are subject 
to risk.) 

OUTLOOK 
We’ve described how stock-market participants 

have shown a high degree of exuberance. The 
question, then, is: Has this exuberance become 
irrational? We think the answer is a qualified yes. 
We say “qualified” because beyond the irrational 
pricing of some companies, there are many 
companies in which the pricing seems justified by 
management expertise, competitive advantages, 
headroom for growth, profit margins and returns 
on capital. Additionally, we believe these favorable 
characteristics are especially prevalent among 
small- and micro-cap companies—where we also 
see some more attractive valuations relative to 
large caps. 

Going forward, we don’t have a view on 
whether or not the social-media-induced specu-
lation will reaccelerate. As for monetary easing and 
fiscal stimulus, we think these policies will continue 
for a while. But when they end—or even when an 
end is signaled by policy makers—we believe 
market volatility will increase. As always, we intend 
to use such short-term volatility to buy what we 
think are attractively valued companies that meet 
our criteria as great investments for the long run. 

Although we generally prefer companies that 
are less sensitive to economic cycles, we’d like to 
mention two of our economically sensitive holdings 
that we believe will benefit from infrastructure 
spending.  

The first is Sterling Construction Co., Inc. 
(STRL), which specializes in higher-margin work on 
highways, bridges, airports, water and sewer 
facilities, light-rail projects, flat concrete for sub-
divisions and foundations for data centers. For 
companies such as Sterling, we like to look at a 
metric known as EV (enterprise value) to EBITDA. 
Sterling’s EV to EBITDA ratio is about 7, which we 
think is inexpensive compared to competitors. 
Moreover, we believe the stock could benefit not 
only from increased construction business but also 
from investors’ willingness to accept a much higher 
EV to EBITDA ratio. 

The second company is Construction Partners, 
Inc. (ROAD), which does work on public and private 
infrastructure projects including highways, roads, 
bridges, airports, and commercial and residential 
sites. Both Sterling Construction and Construction 
Partners avoid Department of Transportation 
projects, which tend to have low margins. On a 
comparative basis, we believe Sterling is less richly 
valued than Construction Partners, but we 
continue to like both companies as attractive 
investments. 

While the Fund typically has light exposure to 
cyclical companies in financials, energy and 
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  materials, we’re watching for interesting oppor-

tunities in these sectors. For example, we recently 
purchased CrossFirst Bankshares, Inc. (CFB), a 
well-managed holding company that offers per-
sonal banking, wealth management, loans, savings 
accounts, leasing services, retirement plans, invest-
ment management and insurance to customers 
mainly in Kansas, Oklahoma and Texas. Due to the 
company’s exposure to the energy business, the 
stock was beaten down during the Covid-related 
economic slowdown. Now that energy prices have 
firmed, we think the prospects for CrossFirst have 
improved. But the stock price hasn’t yet fully 
reflected the better conditions in our view. 

As mentioned above, we think valuations are 
generally more attractive among small- and micro-
cap companies than among large caps. In fact, 
during the past several months, we’ve been moving 
our holdings somewhat lower on the ranges for 

expensiveness and market capitalization. So far, 
our moves in this regard have mostly played  
out well. 

Another factor favoring small caps and micro 
caps is that we’re starting to see inflation creep 
higher. This is evident in the costs of real estate, 
lumber, copper, nickel and transport services, for 
example. Over time, we’ve found that smaller 
companies are often better-positioned to cope 
with inflation because they frequently offer niche 
products and services in which customers will 
tolerate price increases. 

Thank you for the opportunity to manage your 
assets. 

Sincerely, 

Brian Bythrow 
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  AVERAGE ANNUAL TOTAL RETURNS 

FOR PERIODS ENDED MARCH 31, 2021 

 Quarter* 1 Year 3 Years 5 Years 10 Years 

Micro Cap Value Fund—Investor 14.74% 125.84% 24.96% 22.75% 15.83% 

Micro Cap Value Fund—Institutional 14.95% 126.74% 25.12% 22.85% 15.88% 

Russell Microcap® Index** 23.89% 120.33% 16.57% 18.10% 12.20% 

 

A fund’s performance for very short time periods 
may not be indicative of future performance.  

*Returns less than one year are not annualized. 

Data show past performance, which is not indicative 
of future performance. Current performance may be 
lower or higher than the data quoted. To obtain the 
most recent month-end performance data available, 
please visit wasatchglobal.com. The Advisor may 
absorb certain Fund expenses, without which total 
return would have been lower. Investment returns 
and principal value will fluctuate and shares, when 
redeemed, may be worth more or less than their 
original cost. Total Expense Ratio: Investor Class—
1.74% / Institutional Class—Gross: 1.84%, Net: 
1.60% 

Total Annual Fund Operating Expenses include 
operating expenses, including the management fee, 
before any expense reimbursements by the Advisor. 
The Advisor has contractually agreed to limit 
certain expenses to 1.95% for the Investor Class 
and 1.60% for the Institutional Class through at 
least 1/31/2021. See the prospectus for additional 
information regarding Fund expenses. 

Wasatch Funds will deduct a 2.00% redemption fee 
on Fund shares held 60 days or less. Performance 
data does not reflect the deduction of fees or taxes, 
which if reflected, would reduce the performance 
quoted. For more complete information including 
charges, risks and expenses, read the prospectus 
carefully. 

Performance for the Institutional Class prior to 
1/31/2020 is based on the performance of the 
Investor Class. Performance of the Fund’s 
Institutional Class prior to 1/31/2020 uses the 
actual expenses of the Fund’s Investor Class 
without any adjustments. For any such period of 
time, the performance of the Fund’s Institutional 
Class would have been substantially similar to, yet 
higher than, the performance of the Fund’s Investor 
Class, because the shares of both classes are 
invested in the same portfolio of securities, but the 
classes bear different expenses. 

Investing in micro cap funds will be more volatile 
and loss of principal could be greater than 
investing in large cap or more diversified funds. 
Investments in value stocks can perform 
differently from other types of stocks and from the 
market as a whole and can continue to be 
undervalued by the market for long periods of 
time. Investing in foreign securities, especially in 
emerging markets, entails special risks, such as 
currency fluctuations and political uncertainties, 
which are described in more detail in the 
prospectus. 

An investor should consider investment objectives, 
risks, charges and expenses carefully before 
investing. To obtain a prospectus, containing this 
and other information, visit wasatchglobal.com or 
call 800.551.1700. Please read the prospectus 
carefully before investing. 
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MICRO CAP VALUE FUND — TOP 10 HOLDINGS 
AS OF DECEMBER 31, 2020 

 Percent of 
Security Name Net Assets 

Skyline Champion Corp.  2.3% 

Green Thumb Industries, Inc. 2.0% 

Open Lending Corp., Class A 1.8% 

Napco Security Technologies, Inc. 1.6% 

JDC Group AG (Germany)  1.5% 

Kornit Digital Ltd. (Israel)  1.5% 

Inmode Ltd. (Israel) 1.5% 

TPI Composites, Inc. 1.5% 

SiTime Corp. 1.5% 

va-Q-tec AG (Germany) 1.5% 

Total 16.7% 

Portfolio holdings are subject to change at any time. References to specific securities should not be construed as 
recommendations by the Fund or its Advisor. Current and future holdings are subject to risk. 

**The Russell Microcap Index is an unmanaged total return index of 
the smallest 1,000 securities in the small-cap Russell 2000 Index 
along with the next smallest 1,000 companies, based on a ranking 
of all U.S. equities by market capitalization. The Russell 2000 Index 
is an unmanaged total return index of the smallest 2,000 
companies in the Russell 3000 Index. The Russell 2000 is widely 
used in the industry to measure the performance of small company 
stocks. 

You cannot invest directly in these or any indexes.  

The Wasatch Micro Cap Value Fund has been developed solely by 
Wasatch Global Investors. The Wasatch Micro Cap Value Fund is 
not in any way connected to or sponsored, endorsed, sold or 
promoted by the London Stock Exchange Group plc and its group 
undertakings (collectively, the “LSE Group”). FTSE Russell is a 
trading name of certain of the LSE Group companies. 

All rights in the Russell Microcap Index vest in the relevant LSE 
Group company, which owns the Index. Russell ® is a trademark of 
the relevant LSE Group company and is used by any other LSE 
Group company under license.  

The Index is calculated by or on behalf of FTSE International 
Limited or its affiliate, agent or partner. The LSE Group does not 
accept any liability whatsoever to any person arising out of (a) the 
use of, reliance on or any error in the Index or (b) investment in or 

operation of the Wasatch Micro Cap Value Fund or the suitability 
of the Index for the purpose to which it is being put by Wasatch 
Global Investors. 

CFA® is a trademark owned by the CFA Institute. 

The Wasatch Micro Cap Value Fund’s investment objective is long-
term growth of capital.  

Return on capital is a measure of how effectively a company uses 
the money, owned or borrowed, that has been invested in its 
operations. 

Enterprise value (EV) is a measure of a company’s value calculated 
as market capitalization plus debt, minority interest and preferred 
shares, minus total cash and cash equivalents. The EV (enterprise 
value)-to-EBITDA (earnings before interest, taxes, depreciation and 
amortization) Ratio is enterprise value, as defined above, divided by 
annual EBITDA.  The EV (enterprise value)-to-Sales Ratio is 
enterprise value, as defined above, divided by annual sales.  Each 
ratio is a measure of a company’s expensiveness.  

The price/earnings (P/E) ratio, also known as the P/E multiple, is 
the price of a stock divided by its earnings per share. 

Valuation is the process of determining the current worth of an 
asset or company. 

 

Wasatch Funds are distributed by ALPS Distributors, Inc. 
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