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caps overall. The benchmark Russell 2000® Growth Index increased
3.92% while the Russell 2000 Index rose 4.29%. Outperforming its
benchmark, the Wasatch Small Cap Growth Fund—Investor Class
gained 6.32%.

Broadly speaking, many of the stocks that hurt the Fund's perfor-
mance relative to its benchmark during the first quarter helped
performance during the second quarter. Similarly, stocks that helped
during the first quarter largely hurt during the second. We believe the
reason for this pattern was our bottom up, fundamental approach that
results in a balanced portfolio—meaning the Fund was well diversified
across different types of companies in various sectors and industries.
One of the advantages of balance is a generally smoother performance
profile because a greater variety of factors tend to drive the stocks

in the portfolio.

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 1.16% /
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.
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Beyond maintaining good portfolio balance, we
seek two main conditions across almost all of our
companies: high quality and strong growth. High-
quality characteristics include significant returns on
capital, relatively low debt, great management
teams, expanding markets, and innovative prod-
ucts, services and business models. Strong growth
is defined as the potential to roughly double
sales and earnings within the next five years or so.
We're reluctant to compromise on quality and
growth because we believe these conditions give us
the confidence to stick with our holdings during
all market environments—regardless of short-

term trends.

Some of the big challenges being talked about
in the news today are hiring difficulties, supply-
chain problems and inflationary pressures. As
discussed below, high-quality growth companies
are particularly well-positioned to deal with these
and other challenges that periodically arise. If we
own such companies and if we continually monitor
their stock prices for reasonableness, we're rela-
tively unconcerned with cycles in inflation, interest
rates and investing styles. Moreover, when we buy
a bank stock, for example, we do so because we
like the bank based on fundamental factors—not
because we just want to gain exposure to the

"value trade" or the interest-rate cycle.

From a sector perspective, the Fund's second-
quarter outperformance was driven primarily by
favorable stock selection in information technol-
ogy, industrials and consumer discretionary.
Conversely, stock selection in health care was a

minor drag on relative performance.

DETAILS OF THE QUARTER

The top contributor to Fund performance for
the second quarter was Kornit Digital Ltd. (KRNT).
Based in Israel, the company produces digital-
printing equipment for the apparel industry. Kornit
has been benefiting as supply-chain disruptions

tied to the coronavirus pandemic hasten the

shift to e-commerce and on-demand production
solutions. Driven also by the sustainability of
Kornit's eco-friendly technology, the company's
global initiatives have added an expanding number
of high-profile customers to its rapidly growing

installed base.

Boot Barn Holdings, Inc. (BOOT) was also a
large contributor. The company is a specialty
retailer offering increasingly popular Western and
work-related apparel, footwear and accessories.
Boots are somewhat resistant to online competi-
tion because they often require specialized fitting.
The company has benefited from its economies of
scale and multi-channel business model, which kept
revenues flowing during virus-related shutdowns.
Stimulus payments by the federal government to
consumers appear to have helped as well. Boot
Barn's private-label brands, built around well-
known personalities in the music business, have
enabled the company to convert higher portions of

its sales revenues into bottom-line profits.

Another significant contributor was Rapid7, Inc.
(RPD), a cybersecurity company that provides
analytic services including vulnerability manage-
ment and incident detection. The company's future
looks particularly bright to us because the shift to a
subscription-based model produces recurring
revenues and because there's been a realization
among businesses and governmental entities that
a belt-and-suspenders approach is necessary when
it comes to cyberattacks. The stock was down due
to volatile investor preferences in the first quarter
but bounced back strongly in the second quarter.
Again, if our investment thesis remains intact, our
approach is to stay the course through such
volatility. Five9, Inc. (FIVN) is also a software stock
that performed well for the Fund in the second

quarter.

The greatest detractor from Fund performance
for the second quarter was ChemoCentryx, Inc.
(CCXD). The company develops orally administered
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therapeutics for autoimmune diseases, inflam-
matory disorders and cancer. ChemoCentryx saw
its stock price tumble in May after the U.S. Food
and Drug Administration (FDA) published a
briefing document questioning the efficacy and
safety of the company's lead drug candidate,
avacopan, in clinical trials for the treatment of the
autoimmune disease ANCA vasculitis. Although we
could find no factual basis for the FDA's actions,
we liquidated the strategy's position in
ChemoCentryx given the substantial increase in

uncertainty.

Allegiant Travel Co. (ALGT) was also a large
detractor. Allegiant offers airline flights, hotel
bookings, car rentals, travel management and
other related services. When the stock price
declined in 2020, we performed more research on
the company. Although other travel-related com-
petitors were facing dire circumstances, Allegiant
wasn't forced to raise dilutive equity or take
government money. Since then, Allegiant has
strengthened its relationships with pilots and
crews and has positioned itself to benefit from
leisure travel—which should accelerate sooner than
business travel. Although we didn't purchase the
company as a way to take advantage of the
economic reopening, the stock did get a boost from
economy-related optimism in the first quarter.
During the second quarter, the stock simply gave
back some of its gains but we still like the
company's fundamentals from a risk/reward

perspective.

Another significant detractor was Purple
Innovation, Inc. (PRPL), a direct-to-consumer
retailer of products intended to improve sleep
quality. Purple sells mattresses, bedding items and
cushions. The stock was down because the
company experienced problems getting machinery
back online after a temporary shutdown at one of
its manufacturing facilities, which will reduce
revenues and earnings in the short term. Having

said that, we still like Purple because we believe the

company's three- to five-year growth will be
strong. (Current and future holdings are subject to
risk.)

PORTFOLIO TRANSACTIONS

We're excited about several new portfolio
holdings in the Fund. For example, during the
second quarter, we purchased Focus Financial
Partners, Inc. (FOCS) and ZipRecruiter, Inc. (ZIP).

Focus Financial provides holistic wealth-
management services. The company offers finan-
cial planning, asset allocation, asset management
and tax preparation. What we like most about
Focus Financial is that the company is taking
ownership stakes in independent, ultra-high-net-
worth investment advisory firms around the world.
This is attractive for the advisory firms because
they: (1) get to continue operating with significant
independence; (2) gain access to an expanded
menu of top-notch products and services for
clients; (3) get to maintain their legacy as a high-
quality firm; and (4) receive immediate cash in
exchange for giving up some ownership. Focus
Financial has seen extremely strong revenues and
earnings because it has the infrastructure to
rapidly grow the investment advisory firms that
were started by talented entrepreneurs. Of all
businesses, advisory firms achieve some of the best
economies of scale due to the fact that fixed costs

pale in comparison to asset-based revenues.

We believe ZipRecruiter is an extremely well-
managed company that provides a full range of
employment services—most of which are enabled
by technology. The company offers recruiting,
hiring, job boards, posting, web application, candi-
date screening, applicant tracking and job alerts.
The process of employing workers historically
has been very time-consuming, inefficient and
fraught with mistakes. Therefore, tech-enabled
employment services are clearly going to be in high
demand going forward. But traditional employ-

ment methods still dominate the process of
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attracting workers and finding jobs. That will
change. So there's enormous headroom for
growth. In the employment space, we think
ZipRecruiter is one of the two best-positioned U.S.
companies. And beyond domestic borders, the

international potential is even larger.

Our purchases during the quarter were
balanced with a similar number of sales, including
HubSpot, Inc. (HUBS). The company provides a
cloud-based, integrated marketing and sales
platform that helps in lead generation and
maintaining a presence on social media. Although
we're still extremely impressed with HubSpot, we
sold the stock because its market cap, over $25
billion, became rather large for the Fund. Within
other Wasatch funds with a larger-cap focus, we

still enthusiastically own the company.

OUTLOOK AND POSITIONING

As described above, the conditions that served
us well during the first and second quarters of
2021—not to mention the past several years—were
maintaining good portfolio balance and holding
companies exhibiting high quality and strong
growth. This doesn't mean that balance, quality
and growth will generate a benchmark-beating
return every quarter or every year, but we believe
these have been some of the keys to our success
over the long term. Therefore, our investment

approach remains unchanged.

Now let's return to some of today's business
challenges: hiring difficulties, supply-chain
problems and inflationary pressures. What type of
company is best-positioned to deal with these
challenges? It's certainly possible that a "value
company” such as an undifferentiated energy
business could periodically benefit from tight
supplies and inflating prices. But we don't invest
based on such conditions because they have

nothing to do with great management teams,

large headroom for growth, and innovative

products and services.

For our part, we prefer to rely on high quality
and long-term growth as defenses against hiring
difficulties, supply-chain problems and inflationary
pressures. After all, workers will probably be
most attracted to dynamic companies that are
gaining market share. And amid difficulties in
sourcing supplies, experienced managers backed by
industry-leading businesses should have more
power than weaker rivals. Finally, if inflation heats
up, customers will likely be more willing to pay
higher prices for differentiated products and
services that are mission-critical or that improve

efficiency.

In fact, we think that pricing power is one of
the best inflation hedges in the world of investing
because it helps companies maintain strong free
cash flows. Another inflation hedge is owning
companies that aren't overly capital-intensive
because rising inflation will generally have less of

an impact on businesses with low fixed costs.

We'd also like to reiterate that when there
appears to be a broad theme in our investments,
it's not because we identified the theme first
and then went looking for companies to match.
Instead, we study fundamentals from the bottom
up to determine whether or not a company is a
good investment. That's why we recently bought
some financial companies that historically hadn't
been of much interest to us—and also why we sold
some of our favorite information-technology

companies that had gotten too expensive.

Thank you for the opportunity to manage your

assets.
Sincerely,

JB Taylor, Ken Korngiebel and Ryan Snow
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AVERAGE ANNUAL TOTAL RETURNS
FOR PERIODS ENDED JUNE 30, 2021

Quarter* 1Year 3 Years 5 Years 10 Years
Small Cap Growth Fund—Investor 6.32% 59.19% 29.05% 26.67% 16.47%
Small Cap Growth Fund—Institutional 6.34% 59.33% 29.18% 26.85% 16.56%
Russell 2000° Growth Index** 3.92% 51.36% 15.94% 18.76% 13.52%
Russell 2000° Index’ 4.29% 62.03% 13.52% 16.47% 12.34%

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—
1.16% / 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
2/1/2016 is based on the performance of the
Investor Class. Performance of the Fund's
Institutional Class prior to 2/1/2016 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.
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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**The Russell 2000 Growth Index measures the performance of
Russell 2000 Index companies with higher price-to-book ratios and
higher 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 2000 is widely used in the
industry to measure the performance of small company stocks.

You cannot invest directly in these indexes.

The Wasatch Small Cap Growth Fund has been developed solely by
Wasatch Global Investors. The Wasatch Small Cap Growth 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 indexes vest in the relevant LSE Group
company, which owns these indexes. Russell® is a trademark of the
relevant LSE Group company and is used by any other LSE Group
company under license.

These indexes are 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 these indexes or (b) investment in
or operation of the Wasatch Small Cap Growth Fund or the
suitability of these indexes for the purpose to which they are being
put by Wasatch Global Investors.

CFA® s a trademark owned by the CFA Institute.

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

Diversification does not eliminate the risk of experiencing
investment losses.

The “cloud” is the internet. Cloud-computing is a model for
delivering information-technology services in which resources are
retrieved from the internet through web-based tools and
applications, rather than from a direct connection to a server.

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

SMALL CAP GROWTH FUND — TOP 10 HOLDINGS

AS OF MARCH 31, 2021

Percent of

Security Name Net Assets
Kornit Digital Ltd. (Israel) 3.6%
Ensign Group, Inc. (The) 3.4%
Medpace Holdings, Inc. 3.3%
Freshpet, Inc. 3.3%
LGl Homes, Inc. 3.2%
Five?, Inc. 2.9%
Pinnacle Financial Partners, Inc. 2.7%
Floor & Decor Holdings, Inc., Class A 2.6%
Monolithic Power Systems, Inc. 2.6%
Neogen Corp. 2.6%
Total 30.1%

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.

Wasatch Funds are distributed by ALPS Distributors, Inc.
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