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OVERVIEW 

Small-cap value stocks performed very well in the first quarter, as  
the anticipated reopening of the global economy fueled positive market 
sentiment. The improving economic outlook led to outperformance  
for small caps versus large caps and for the value style over the growth 
style, creating a positive backdrop for the small-cap value asset class. 
The Wasatch Small Cap Value Fund—Investor Class gained 15.42% in the 
first quarter of 2021. Meanwhile, the benchmark Russell 2000® Value 
Index rose 21.17%, building on its 33.36% return in the fourth quarter of 
2020. 

While the Fund participated in the rally and delivered a strong 
absolute return, it did not keep pace with the benchmark in the first 
quarter. These results are generally within our expectations given the 
nature of our approach. Historically, we have tended to lag when value 
stocks are experiencing outsized rallies due to our emphasis on Quality 
Value stocks, Undiscovered Gems and Fallen Angels. Over time, this 
process has helped the Fund hold up relatively well both in down markets 
and at times when the value style is out of favor. We believe this was a 

 
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 1.21% / 
Institutional Class—Gross: 1.08%, Net: 1.05%. The Advisor has contractually agreed to limit certain expenses to 1.50% for the 
Investor Class and 1.05% for the Institutional Class through at least 1/31/2022. 



 

wasatchglobal.com 

  
  

key factor in our outperformance relative to the 
Russell 2000 Value Index in the one-, three-, five- 
and 10-year periods ended March 31, 2021, as well 
as in the time since the Fund’s inception.  

PERFORMANCE REVIEW 
The Fund’s below-benchmark weightings in 

energy, banks and real estate accounted for much 
of its first-quarter underperformance. We hold 
underweights in these areas for specific reasons, 
namely their dependence on external factors such 
as oil prices and interest rates, respectively. As a 
result, we find fewer companies in these sectors 
with the ability to control their own destinies and 
execute their business plans throughout a broad 
range of economic conditions. 

The underperformance of our holdings in the 
consumer-discretionary sector also played a role in 
the shortfall. Our positions in this area performed 
well in 2020, and we continue to see potential 
upside on a longer-term basis. In the first quarter, 
however, investors bid up the stocks of lower-
quality retailers that were hurt by Covid-19 and 
thus are more leveraged to the economy reopen-
ing. In addition, shares of GameStop moved 
sharply higher due in part to trading anomalies 
caused by short sellers (those who had bet against 
the stock) being forced to close their positions. 
GameStop was up over 900% in the quarter and 
was a significant contributor to the Index’s return. 
Since we were not invested in GameStop, which we 
consider to be low quality, we did not participate in 
the rally. 

With this said, we are pleased with the Fund’s 
robust first-quarter return. The vast majority of 
our holdings finished in positive territory, including 
many that posted double-digit gains. An energy 
stock, Magnolia Oil & Gas Corp. (MGY), was one of 
our top contributors. Our approach to the energy 
sector isn’t to try to predict the direction of oil 
prices, since this is an extremely difficult task. 

Instead, we focus on owning well-positioned 
companies with sound balance sheets and man-
agement teams that are capable of navigating 
times of both positive and negative oil-price 
movements. Viewing Magnolia as one such com-
pany, we took advantage of last year’s selloff to 
add a position. That decision paid off in the first 
quarter, as the stock gained more than 60%. 

Ligand Pharmaceuticals, Inc. (LGND) was 
another top contributor. The company, which 
produces an input used in the production of a 
Covid-19 treatment, saw its stock surge as part of 
the short-covering phenomenon that occurred in 
January. We chose to sell the position to zero.  

The Fund also benefited from the strength in 
Kadant, Inc. (KAI), a maker of engineered systems 
used in process industries, and Skyline Champion 
Corp. (SKY), a producer of pre-manufactured 
housing. Both stocks were propelled higher by their 
improving business fundamentals and the 
anticipated effects of accelerating economic 
growth.  

The Fund’s leading detractors were largely 
information-technology companies, which wasn’t 
particularly surprising given the broader rotation 
out of tech and into other segments of the value 
space. Shares of Ebix, Inc. (EBIX) declined after the 
company’s auditor resigned due to control issues 
surrounding a new line of gift cards. We don’t think 
the misstep was intentional, but rather a case of 
management erring by not focusing more closely 
on the audit process. We’ve known Ebix for more 
than 10 years, and we believe the investigation will 
lead to improved oversight in the future. Still, we 
are monitoring the situation closely. Payment 
processor Repay Holdings Corp. (RPAY) and 
software-as-a-service provider Medallia, Inc. 
(MDLA) also detracted from results. Like Ebix, we 
continue to hold both Repay and Medallia. (Current 
and future holdings are subject to risk.) 
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OUTLOOK AND POSITIONING 
We continued to rotate the Fund’s holdings in 

an effort to capture value, a shift we’ve been 
working on since the third quarter of 2020. We sold 
a number of positions, including long-time portfolio 
holding Knight-Swift Transportation Holdings, Inc. 
(KNX), and initiated new investments in several 
companies in which we identified longer-term 
opportunities. Grand Canyon Education, Inc. 
(LOPE)—a Fallen Angel that we have followed for a 
decade but had not owned until now—was among 
our notable purchases in the quarter. We believe 
Grand Canyon is the best-positioned publicly 
traded for-profit education company due to its 
strong brand, unique on-campus and online 
educational environments, and long runway of 
opportunity. 

Although the small-cap value category moved 
significantly higher in the first three months of the 
year, we retain a generally positive outlook. It’s true 
that valuations have risen appreciably, but we also 
see several catalysts for corporate earnings to 
accelerate. Among these are the return to normal 

business conditions, the significant degree of 
monetary and fiscal stimulus that continues to 
flow into the economy, and the possibility that 
there could be additional stimulus in the form of an 
infrastructure bill later in the year. On the other 
hand, the continuation of a “risk-on” environment 
could act as a headwind for the Fund’s perfor-
mance relative to its benchmark. Our response to 
circumstances such as these is to stay focused on 
maintaining a balanced portfolio with cyclical 
exposure from the Fund’s Quality Value holdings, 
as well as ballast from our positions in steady 
growers in the Undiscovered Gems category. We 
believe this approach provides exposure to 
potential market upside, while also helping to 
manage downside risk. 

Thank you for the opportunity to manage your 
assets. 

 
Sincerely, 

Jim Larkins and Austin Bone 
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  AVERAGE ANNUAL TOTAL RETURNS 

FOR PERIODS ENDED MARCH 31, 2021 

 Quarter* 1 Year 3 Years 5 Years 10 Years 

Small Cap Value Fund—Investor 15.42% 105.89% 14.15% 16.36% 12.23% 

Small Cap Value Fund—Institutional 15.52% 106.04% 14.31% 16.53% 12.37% 

Russell 2000® Value Index** 21.17% 97.05% 11.57% 13.56% 10.06% 

Russell 2000® Index† 12.70% 94.85% 14.76% 16.35% 11.68% 

 
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—
1.21% / Institutional Class—Gross: 1.08%, Net: 
1.05% 

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 1.50% for the Investor Class 
and 1.05% for the Institutional Class through at 
least 1/31/2022. 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 
1/31/2012 is based on the performance of the 
Investor Class. Performance of the Fund’s 
Institutional Class prior to 1/31/2012 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 small 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 the market as a whole and from 
other types of stocks 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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SMALL CAP VALUE FUND — TOP 10 HOLDINGS 
AS OF DECEMBER 31, 2020 

 Percent of 
Security Name Net Assets 

Kadant, Inc. 4.1% 

Altra Industrial Motion Corp. 3.9% 

Fabrinet  3.6% 

Construction Partners, Inc., Class A 3.1% 

Valvoline, Inc. 3.0% 

Euronet Worldwide, Inc. 3.0% 

Ensign Group, Inc. (The) 2.9% 

Moelis & Co., Class A 2.6% 

Axos Financial, Inc. 2.4% 

Webster Financial Corp. 2.3% 

Total 30.7% 

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 2000 Value Index measures the performance of 
Russell 2000 Index companies with lower price-to-book ratios and 
lower forecasted growth values.  

†The Russell 2000 Index is an unmanaged total return index of the 
smallest 2,000 companies in the Russell 3000 Index, as ranked by 
total market capitalization. The Russell 3000 Index is an 
unmanaged total return index of the largest 3,000 U.S. companies 
based on total market capitalization. The Russell 2000 Index 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 Small Cap Value Fund has been developed solely by 
Wasatch Global Investors. The Wasatch Small 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 2000 Value 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 Small Cap Value Fund or the suitability 
of the Index for the purpose to which it is being put by Wasatch 
Global Investors. 

The Wasatch Small Cap Value Fund’s investment objective is long-
term growth of capital. Income is a secondary objective, but only 
when consistent with long-term growth of capital.  

“Fallen Angel” is a Wasatch term for a company with a solid long-
term growth history and outlook whose current earnings have 
gotten off track.  

“Quality Value” companies, as defined by Wasatch, have usually 
been through a sustained turnaround, are experiencing modest 
growth, or have exposure to deep cyclical or commodity swings. 

“Risk-on” is when investors are seeking the potentially higher 
returns of riskier assets and put money back in the market willing 
to risk the money, thus risk on. 

“Undiscovered Gems” is a Wasatch term for companies that have 
little or no coverage by Wall Street analysts. 

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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