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What’s it like being a value manager in a shop 
focused on investing in high-quality growth companies? 
For Jim Larkins, the Lead Portfolio Manager of the 
Wasatch Small Cap Value strategy, it’s a very natural fit. 
Indeed, he says the strong quality- and growth-oriented 
research capabilities Wasatch has developed since the 
firm’s founding in 1975 provide him with significant 
advantages over many other value managers.

The small-cap research team at Wasatch seeks to 
identify the highest-quality growth companies through-
out the U.S. Jim is a member of that team. So when 
stock prices falter due to the volatility inherent in small 
companies, he’s prepared to purchase these same 
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companies as value stocks, often ahead of other portfo-
lio managers. “There’s an inefficiency that exists when a 
growth stock becomes a value stock, and I try to exploit this 
inefficiency,” says Jim.

Jim has been involved with the Wasatch Small Cap 
Value strategy since before its formal launch in 1997, hav-
ing joined the pre-launch investment-management team 
as a Research Analyst. He became a Portfolio Manager in 
1999 and is now the longest-tenured portfolio manager 
at Wasatch.

As of June 30, 2019, the Wasatch Small Cap Value strat-
egy had almost $1.1 billion in assets invested in approxi-
mately 50 securities. The strategy’s edge over much of its 
competition is its reliance on an investment-research team 
that’s primarily focused on high-quality stocks—including 
growth stocks.

LIFECYCLE OF AN INVESTMENT

Jim seeks to exploit this competitive edge throughout 
what he sees as a three-stage lifecycle of a value stock. In 
the first stage, he seeks to buy a company at a price below 
its intrinsic value, which he considers to be its earnings 

potential. For a company that has experienced a tempo-
rary setback, earnings potential might be defined by the 
level prior to the setback. In the second and third stages, he 
seeks to take advantage of earnings acceleration followed 
by price-to-earnings (P/E) multiple expansion.

Before purchasing a company, Jim looks for metrics that 
indicate whether the stock is inexpensive relative to where 
it’s been historically. Although potential future earnings are 
very important, small-cap value companies that have stum-
bled often have low current earnings. So the current P/E 
ratio may not be meaningful. Therefore, Jim also looks at 
the price-to-book value and the EV (enterprise value)-to- 
sales ratios, which he considers to be more stable mea-
sures of worth — with smaller gyrations than those seen 
in earnings.

While earnings can be volatile, book value doesn’t usu-
ally change rapidly. If a company is selling below a five-year 
average price-to-book value or EV-to-sales ratio, then Jim 
might consider the market price to be below the company’s 
intrinsic value. Moreover, since the EV-to-sales ratio takes 
into account the company’s debt load, this ratio is also very 
helpful because it provides a window into the company’s 
balance sheet and income statement.

THREE-STAGE LIFECYCLE OF A VALUE STOCK

Source: Wasatch Global Investors. This is a hypothetical representation of the three-stage lifecycle of a value stock. To 
value investors, a stock’s intrinsic value is what is believed to be its “actual” value, based on examination of the company’s 
fundamentals. There is no guarantee that a value stock’s price will increase.
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When looking at a potential new company, Jim consid-
ers whether or not other investors will find it attractive in 
the future. That’s why he considers earnings power and the 
company’s income statement. If the company recovers and 
earnings return, growth investors probably won’t be far 
behind, pushing the stock price up.

In many cases, Jim looks at companies that have been 
through the complete Wasatch investment process, includ-
ing initial research, company visits and purchase of the 
stock in the Wasatch growth strategies. If a company falls 
out of favor because it appears that growth prospects 
are diminished, the stock may drop into value territory 
and become an attractive candidate for purchase, as long 
as there’s a likelihood that growth will resume within one 
to two years.

Jim takes full advantage of the investment experience 
and proprietary research at Wasatch to identify value 
prospects. This enables him to buy in the first stage of the 
lifecycle, just after a company stumbles and many investors 
are running out the door. Other value managers, relying on 
routine quantitative screens, may not find these prospects 
until later in the cycle when the stock price has already 
begun to rise.

In the second stage of the value-stock lifecycle, earnings 
acceleration may not begin for several quarters after the 
initial investment. It often takes that long before the fun-
damentals improve and show up on the income statement. 
Jim believes this inflection point of improving fundamentals 
is when there’s the best risk/reward potential, and he tries 
to maximize the capital deployed. As earnings come back, 
the stock price usually advances.

In the third stage of the lifecycle, a value stock may 
begin to take on the characteristics of a growth stock, 
experiencing P/E multiple expansion. While many traditional 
value investors may exit their positions in the second stage, 
Jim prefers to hold his companies a bit longer, and poten-
tially capture the full earnings acceleration and the upside 
as the stocks trade at premium P/E multiples. He credits 
the entire Wasatch investment team for helping him navi-
gate the second and third stages.

“There are two things I do that most other value man-
agers don’t,” says Jim. “One is that, due to Wasatch’s 
institutional knowledge of many high-quality small-cap 
companies, I tend to participate early in stock-price recov-
eries as previously broken growth names regain their 
footing. This is where the risk/reward tradeoff is particu-
larly attractive. The second is that I’m willing to own the 
companies longer than other value managers. If I’m right, 
I’ll capture all three stages of performance in the lifecycle. 
For clients, it’s incredibly rewarding to buy a stock that’s 

undervalued, capture the earnings acceleration, and then 
sell at a premium P/E multiple. I’m not this savvy every 
time, but the challenge to capture all three stages for our 
clients is what really energizes me.”

Jim places each Small Cap Value holding in one of three 
categories: Fallen Angels, Undiscovered Gems and Quality 
Value Companies.

FALLEN ANGELS

Usually making up a sizable category for new invest-
ments, Fallen Angels consist of companies that are gen-
erally being purchased below intrinsic value. Typically 
these are former growth companies that have stumbled—
companies that have hit a bump in the road, but are not at 
the end of the road. These companies have often suffered 
a sharp stock-price decline that may be an overreaction by 
the market to a negative company event.

Using a process he characterizes as income-statement 
oriented, Jim looks at potential earnings growth as the cat-
alyst that will eventually lead to a recovery. Analyzing the 
company’s income statement, he can determine what the 
company’s earnings have been historically and whether he 
thinks the company can restore those earnings in a reason-
able period of time, and then go on to grow to higher levels.

One example of a Fallen Angel is Ebix, Inc. The company 
operates specialized and highly profitable data exchanges 
for the financial, insurance, health-care and online-learning 
industries and has a strong global presence with cus-
tomers in 69 countries. A central focus for Ebix is build-
ing a complete financial and insurance platform, known 
as a stack, to serve India’s massive market. The stack 
includes travel, insurance, remittance, foreign-exchange 
and wealth-management services. The company is at the 
forefront of India’s digital revolution and has benefited as 
India’s workforce has become more mobile.

Among the company’s initiatives, EbixCash has grown 
since it was established in 2006 to become one of India’s 
largest financial exchanges. Its products can be accessed 
digitally and through thousands of distribution outlets 
across the country. EbixCash offerings include a domestic- 
remittance exchange, prepaid cards, utility-payment ser-
vices and a travel portal. Ebix has also partnered with 
Paytm, India’s largest electronic-payments processor,  
to offer money-exchange services to Paytm’s 350 million 
users. To support its initiatives in India, Ebix manage-
ment has been aggressively acquiring Indian financial 
companies—more than 10 in the past couple of years alone.
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Ebix has been owned successfully a few times in the 
Small Cap Value strategy. After a selloff in 2013, Jim has 
held the stock at different phases of its development. 
More recently, he has come to view Ebix as a Fallen Angel 
because of the amount of debt the company has taken on 
to finance its growth through acquisitions. While he still 
likes the stock, he responded to the increased risk by dra-
matically reducing the strategy’s position in Ebix.

UNDISCOVERED GEMS

Undiscovered Gems currently make up the largest  
category in the Wasatch Small Cap Value strategy. The  
category includes companies with low valuations due to 
lack of coverage and interest by analysts and investors. 
These companies are typically good growth companies that 
have been ignored by the market for any number of rea-
sons. Perhaps the companies are too small for analysts and 
investors to take note. Or the companies may have come 
through long recoveries during which the earnings have 
improved, but not the stock prices.

A good example of an Undiscovered Gem is Monro, Inc., 
an acquisitive, vertically integrated operator of auto-repair 
shops that service tires, wheels, brakes, suspensions, 
drivetrains, and exhaust and steering systems. Jim is a 
fan of Monro’s accretive growth model of acquiring local 
mom-and-pop repair businesses that are already gener-
ating solid revenue. Monro then improves the acquired 
businesses’ bottom line by stocking them with proprietary 
low-cost, high-quality parts sourced from Asia. Because 
in many cases Monro acquires businesses in geographies 
where it’s already operating, the incremental cost of adding 
a new outlet in terms of advertising spending and regional 
management overhead is minimal.

Having invested in the stock three different times over 
the last two decades, Jim knows the company well. When 
he most recently invested in Monro a few years ago, he 
viewed the company as a Fallen Angel because Monro’s 
share price had been punished—along with those of many 
auto-service industry peers—due to reverberations from 
the global financial crisis (GFC).

Cars tend to start experiencing additional breakdowns 
around the time of their sixth birthday. There was a sig-
nificant dropoff in new-car sales during the 2009 to 2010 
period right after the GFC, which in turn had a measurable 
negative effect on repair businesses like Monro roughly 
six years later. But auto sales came roaring back in the 
years after 2010. And, predictably, cars of the 2011 to 2013 
vintages are now experiencing systems failures. As a 

result, what had been a cyclical headwind for Monro has 
become a tailwind contributing significantly to same-store 
sales growth.

A second factor that had weighed down Monro’s share 
price was a shakeup in management, with the appointment 
of a new CEO and the elevation of a sitting board member 
to chairman. Although Jim had been a supporter of the out-
going leadership, he and other members of the small-cap 
research team met with the new CEO, Brett Ponton, and 
were impressed by Mr. Ponton’s industry expertise and focus 
on upgrading Monro’s technology platform.

In addition to bringing efficiencies to the existing busi-
ness, tech-focused leadership helped Monro become a 
tire-installation partner for Amazon.com. Monro is also an 
approved installer for Tire Rack, which sells tires to consum-
ers online and then ships them directly to repair shops for 
installation. While Monro might prefer to sell its own inven-
tory of tires, such arrangements with Amazon and Tire Rack 
mean even more on-site customers to whom additional 
services can be sold.

In its most-recent fiscal year, Monro reported record 
sales of $1.2 billion and had 1,249 company-operated stores. 
Monro has continued to make acquisitions, adding over 250 
locations in the past five years. Having successfully turned 
around its business but not yet getting the investor attention 
it deserves, Monro graduated from Fallen Angel to Undiscov-
ered Gem in the Small Cap Value strategy.

Together, Fallen Angels and Undiscovered Gems usu-
ally account for about 70% to 80% of the holdings in the 
Wasatch Small Cap Value strategy. 

QUALITY VALUE COMPANIES

Quality Value Companies, which are Jim’s version of 
“traditional” value names, generally comprise the remaining 
20% to 30% of the strategy’s holdings. These companies 
usually have been through a sustained turnaround, are 
experiencing modest growth, or have exposure to deep 
cyclical or commodity swings.

As with Fallen Angels and Undiscovered Gems, Quality 
Value Companies must have (1) a strong balance sheet or 
(2) a robust business model. Jim is adamant that compa-
nies must possess at least one of these two characteristics. 
He tries to avoid companies that have both balance-sheet 
and business-model stresses, a condition he calls “double 
trouble.” Quality Value Companies must, he says, have some 
redeeming characteristics in these areas.

An important feature of many of the stocks in the 
Quality Value category is the extent to which they can add 
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stability to the strategy, acting as ballast to the Fallen 
Angels, which tend to be more volatile. Not surprisingly, this 
ballast often comes from income-producing stocks such as 
Arbor Realty Trust, MFA Financial, Monmouth Real Estate 
and Summit Hotel Properties.

Innospec is another great example of a Quality Value 
Company. A global specialty chemicals company, Inno-
spec has a wide range of products—from fuel additives to 
oil-well drilling fluids to surfactants used in consumer prod-
ucts such as shampoos and shower gels.

While Wasatch typically hasn’t invested in many 
materials companies, Jim was attracted to Innospec 
initially by the quality of its management team and then  
by the diverse and innovative nature of its product line.  
This diversity differentiates Innospec from many other 
materials companies, which may focus on only one area 
such as producing carbon steel or aluminum, for example. 
Innospec has a high-performance culture and invests  
significantly in research and development.

Several new Innospec products have exciting potential. 
Drag-reducing agents (DRAs) are cutting-edge additives 
for oil pipelines. DRAs lessen frictional pressure, allow oil 
to flow more efficiently and reduce the amount of energy 
needed for pumping. Innospec recently opened a new 
facility in Texas specifically designed to produce DRAs. 
The company has also developed a new gasoline additive 

designed to improve the operation of gasoline direct injec-
tion (GDI) engines.

In the area of marine fuels, new legislation encourages 
the shipping industry to reduce emissions and move to 
lower-sulfur fuels. Innospec is a leader in the marine fuel 
additives category with a range of products that help 
meet stricter emission standards, provide faster and more 
efficient fuel combustion, keep damaging deposits from 
building up in engines and tanks, and enhance fuel stability 
and quality.

With quality management and a diverse and innovative 
product line, Jim believes Innospec is a Quality Value hold-
ing with long-term potential.

SUMMARIZING THE SMALL CAP VALUE 
STRATEGY’S THREE INVESTMENT CATEGORIES

Of the three categories, Undiscovered Gems generally 
comprise the core, the one that typically generates the 
best performance because they provide growth at an inex-
pensive price. In many cases, such as Monro (mentioned 
earlier), Fallen Angels “graduate” to the Undiscovered 
Gems category if they’ve been held in the strategy for a 
year or two and have recovered. Regardless of where they 
start out, Undiscovered Gems usually experience the most 

WASATCH SMALL CAP VALUE STRATEGY TOP 10 HOLDINGS
AS OF JUNE 30, 2019

Holding Sector % of Net Assets

Euronet Worldwide, Inc. Information Technology 3.5%

Kadant, Inc. Industrials 3.3%

Monro, Inc. Consumer Discretionary 3.3%

Innospec, Inc. Materials 3.3%

Fabrinet Information Technology 2.9%

Altra Industrial Motion Corp. Industrials 2.9%

Dorman Products, Inc. Consumer Discretionary 2.8%

Knight-Swift Transportation 
Holdings, Inc. Industrials 2.7%

Summit Hotel Properties, Inc. Real Estate 2.6%

Ensign Group, Inc. (The) Health Care 2.6%

Total  29.7%

Source: Wasatch Global Investors. Portfolio holdings shown are for a representative account and are subject to 
change at any time. References to specific securities should not be construed as recommendations to buy or sell 
shares in those companies. Current and future holdings are subject to risk.
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improvement in fundamentals, earnings growth and, even-
tually, P/E multiple expansion.

Performance aside, Jim generally considers Fallen Angels 
and Undiscovered Gems to comprise a single large cate-
gory, and he tries to maintain the combination at 70% to 
80% of the Small Cap Value strategy. If that percentage 
trends down toward 70%, he views it as a sign that the 
economy is entering into a more mature phase. Fallen 
Angels and Undiscovered Gems are the companies that 

Wasatch’s growth managers are most likely to find attrac-
tive at some point in the companies’ lifecycles. These are 
companies that have the most in common with those in 
other Wasatch strategies, although the timing of purchases 
and sales may be quite different.

Regardless of the phase of economic development, Jim 
views the volatility inherent in small-cap investing as a 
“perpetual-motion machine” with good companies continu-
ally stumbling and falling into one of his three categories.

DEVELOPMENT OF THE PHILOSOPHY  
AND PROCESS

The investment philosophy and process of the Wasatch 
Small Cap Value strategy grew out of a challenge inherent 
in growth-stock investing. The Wasatch growth manag-
ers have a captured-earnings philosophy, meaning that 
they are typically trying to capture 15% or better earnings 
growth at most times in the companies’ lifecycles.

Particularly with small companies, which are inherently 
volatile, this quest for consistent growth can sometimes be 
elusive. Small companies are often younger. They could have 
less stable revenue bases, and their product lines might be 
narrower. All of these characteristics set small companies 
up for periods in which earnings will be volatile.

For a growth portfolio manager trying to maintain a 
high overall earnings-growth rate, it can be a problem when 
a company stumbles. If the portfolio holds too many com-
panies with declining earnings, the portfolio won’t meet 
its growth target. A value portfolio, however, might be 

the ideal place for some of the companies that no longer 
meet the qualifications for a growth portfolio. In 1997, the 
Wasatch team decided to exploit this opportunity in the 
market and create the firm’s first value strategy.

Of his own involvement in the Small Cap Value strate-
gy’s launch, Jim says, “Honestly, Wasatch had been having 
a hard time fitting me into a growth team. I was more 
attracted to contrarian ideas.” At the time, Jim had been 
researching a semiconductor company, which was owned in 
several Wasatch strategies. One day in early 1997, he recalls, 
the company had a big blowup. But rather than dump the 
stock, a longtime Wasatch portfolio manager bought more. 
“And I thought, yes, that’s how you’re supposed to respond,” 
says Jim, who adds that the stock eventually went on to 
rise by many times the manager’s purchase price.

Later in 1997, Jim was tapped to work on the new 
Wasatch Small Cap Value strategy as a Research Analyst. 
He became a Portfolio Manager two years later, worked 
with co-managers for several years, and became the sole 
Portfolio Manager in 2008.

PORTFOLIO METRICS
WASATCH SMALL CAP VALUE STRATEGY VERSUS 

RUSSELL 2000 VALUE INDEX (R2000 VALUE) AND RUSSELL 2000 INDEX (R2000)

Trailing Price-to-Earnings (P/E) Ratio 

Operating Margin 

ROE 

ROA 

Long-Term Debt/Capital

Sources: FactSet, Russell and Wasatch Global Investors, as of June 30, 2019 for a representative account. Past performance is not 
indicative of future results. Portfolio metrics are subject to change. 

33.3%
33.2%

28.9%

15.2x
18.1x

15.2x

15.0%
11.4%

20.0%

6.9%
7.8%

14.8%

3.0%
2.9%

6.4%

0 5 10 15 20 25 30 35 40

STRATEGY

R2000 VALUE

 R2000



wasatchglobal.com 7

The Small Cap Value strategy was created so Wasatch 
could own high-quality companies that had temporary 
earnings issues. These were companies that might not 
fit in Wasatch’s growth strategies. In addition, Jim found 
there were companies whose stocks were unjustly oversold 
because momentum investors were fleeing. In hot growth 
areas, it isn’t unusual to see momentum investors pile in, 
push stock prices up, and then rapidly head for the exit on a 
small or short-term disappointment.

“My Wasatch colleagues and I have been researching 
high-quality small-cap companies for decades,” Jim says. 
“We’ve already done the work. We’ve even visited many of 
them, or had their management teams in our office. But 
most value managers probably haven’t found these compa-
nies yet. The companies haven’t hit the quantitative value 
screens. And the value managers haven’t been doing the 
work to understand these companies. So I believe I have an 
informational edge versus the traditional value managers.”

A notable stock in the Small Cap Value strategy that 
falls somewhere between the Fallen Angels and Undiscov-
ered Gems categories is Sleep Number Corp. (formerly 
known as Select Comfort). The company sells its brand 
of adjustable, air-filled mattresses through its own stores 
as well as online. While Jim is wary of retailers operat-
ing in crowded markets, particularly apparel retailers, he 
says Sleep Number offers differentiated mattresses and 
employs a skilled sales force that’s trained to explain the 
benefits of unique products.

While a standard foam mattress is “bought”—a con-
sumer who needs a new mattress visits a store, lies down 
on a few and makes a choice—a Sleep Number mattress, 
which is air-filled and adjustable, must be “sold.” The com-
bination of a unique product and a specialized sales force, 
as well as proprietary technologies such as its trademarked 
SleepIQ® system that provides feedback to users on how 
well they slept, represents another moat protecting Sleep 
Number in a crowded field.

Jim says the company is especially well-positioned to 
take advantage of the wellness trend and the growing 
recognition by millennials—who’ve shown an appetite to 
spend money on innovative technologies—that sleep is an 
important aspect of health. He adds that the company is 
well-managed and has done everything he expected includ-
ing investing in the business through enterprise-resource 
planning, completely refreshing all its beds and flushing 
out the inventory of old beds. The new Sleep Number 360® 
Smart Bed is designed to automatically adjust firmness, 
comfort and support and is integrated with an adjustable 
base and built-in foot warmers. Jim has been gradually 
increasing the strategy’s position in Sleep Number.

Over the past decade or so, as growth stocks have out-
performed, Jim—relative to his value peers—has benefited 
from managing a “growthier” value portfolio. But with 
the growth rally getting somewhat long in the tooth, he’s 
been focusing more attention on traditional value ideas—
including names in industrials and financials.

BUY / SELL DISCIPLINE

When William Faulkner said, “In writing, you must kill 
all your darlings,” he might as well have been talking about 
portfolio management, where studies have shown that 
investors—even professionals—tend to hold a losing stock 
for too long as they look for validation of their decision to 
buy the stock in the first place.

Jim spends a lot of time focusing on his sell discipline, 
which was shaped by reading about the research of Andrea 
Frazzini. “That research gave me intellectual permission to 
sell when I’m wrong,” Jim explains. “I’m faster to sell than 
I was in the past. If it turns out I’m wrong, I want to be 
wrong quickly and move on.”

To understand the case for “growthy” value investing, 
consider the example of an investor who says to himself 
that if a stock goes up and he thus owns a larger position 
at a worse price, then surely if the stock goes down he 
should like it even more at a better price. “That’s not always 
the case in value investing,” Jim says, explaining that smart 
investors should always try to be wrong quickly, recognizing 
when their original thesis is no longer valid.

Conversely, when buying a stock, it’s not always nec-
essary to call the bottom. Jim says a stock that’s already 
fundamentally improving can often provide a better 
risk-adjusted return because there’s evidence of success: 
“While you might originally have had hope or a story, later—
even at a higher price—you may have a proven thesis in play 
that the overall market might not fully appreciate for sev-
eral months, or perhaps longer.”

Another point of differentiation the Wasatch Small 
Cap Value strategy has versus its peers is that the strat-
egy appears to have more growth-like characteristics. The 
first reason is that many of the companies in the strategy 
were growth stocks historically. But the strategy had the 
opportunity to buy them at value prices. Second, because 
the Wasatch Small Cap Value strategy tends to hold 
positions longer than other value strategies, a company 
often will have retaken its growth characteristics by the 
time Jim exits the position. And third, Jim generally seeks 
higher-quality stocks with better balance sheets and busi-
ness models than those held in many other value strategies. 
These three factors combined give the Wasatch Small Cap 
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Value strategy a somewhat “growthier” feel than its com-
petitors. But the quality orientation of the strategy appears 
to have helped temper the downside volatility that the 
broader market has periodically experienced over the past 
several years.

SECTOR AND INDUSTRY WEIGHTINGS

The strategy is often overweighted in industrials such as 
niche machinery, equipment and transportation companies, 
where Jim has identified management teams that can exe-
cute well in competitive industries. Health care is another 
sector in which the strategy typically has been over-
weighted, based on the proprietary research and invest-
ment experience of Wasatch overall. Many of the strategy’s 
Fallen Angels are found in the business-services industry, 
which is also overweighted.

The Wasatch Small Cap Value strategy usually has little 
or no exposure to utilities, which do not lend themselves to 

the Fallen Angel or Undiscovered Gem approach. Similarly, 
the strategy is underweighted in heavily cyclical companies.

Within the materials sector, the strategy is over-
weighted in the chemicals industry, owing in part to its 
investment in Innospec, and it has no holdings in other 
materials industries such as metals and mining and paper 
and forest products.

Historically, the strategy also had been underweighted in 
financials, including banks. Financials comprise almost 30% 
of the Russell 2000 Value Index, a reflection of the frag-
mented U.S. banking system, which includes an enormous 
number of small banks. Jim finds banking to be a very com-
petitive industry with few barriers to entry and low overall 
growth. However, given the lower valuations for banks 
recently, he has uncovered some above-average banking 
companies at attractive prices.

The strategy is underweighted versus the Index in the 
real-estate sector, where the strategy’s holdings consist 
entirely of equity real estate investment trusts.
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ON THE LOOKOUT FOR  
OPPORTUNITIES AND PITFALLS

One of the key questions confronting Jim as a value 
manager is how, when looking for attractive prospects 
among stocks that have stumbled, to avoid investing in 
companies that have declined because, in fact, they have 
truly poor prospects. To begin, he seeks to buy stocks at 
historically low valuations. He generally feels comfortable 
buying a stock at a five-year low valuation based on the 
price-to-book value or EV-to-sales ratios.

Conversely, when those same ratios are at historical 
highs, Jim will consider selling. Additionally, as noted earlier, 
he avoids companies that have both balance-sheet and 
business-model stresses to overcome.

Another consideration that Jim takes into account is 
competition. If a company is confronted with exceptionally 
strong competition, what he calls “hyper-competition,” he 
will avoid the company. When a stock is down because of 
hyper-competition, he says, that’s something even the best 
management team may not be able to overcome. He cites 
for-profit education as an example of an industry that has 
been too competitive to be of interest.

Although he owns retailing companies, including Monro 
and Sleep Number, Jim is more cautious today versus sev-
eral years ago when he generally would have been investing 
more aggressively in apparel retailers, for example. Because 
of the internet and the decline of mall traffic, he believes 
apparel retailing has become a very difficult area for 
value investors.

When buying a new company with both quality and 
value characteristics, Jim typically starts with a 1% to 1.5% 
position and usually attempts to get to 2% to 3% as he sees 
fundamentals improve, hopefully before the price moves 
up. As the stock price appreciates further, he may trim the 
position to keep it below a typical 4% to 6% maximum. 
When selling, he generally works the same process  
in reverse, scaling back to about 1% before exiting the  
position entirely.

As for being a value manager in a growth shop, Jim says 
it gives him the freedom to buy great high-quality growth 
companies when they’re down and the freedom to own them 
long enough to more fully harvest the potential gains. “The 
type of portfolio I manage should have wide appeal,” he says. 
“Many people want to own growth stocks, they just don’t 
want to overpay for them. And that’s what I try to offer.”

ABOUT THE PORTFOLIO MANAGER

	 Jim Larkins
	 Lead Portfolio Manager
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Mr. Larkins is the Portfolio Manager of the U.S. small cap value 
strategy. He joined Wasatch Global Investors as an Analyst in 1995.

Prior to joining Wasatch, Mr. Larkins worked as a systems con-
sultant for what is now Accenture. He also worked for a start-up 
company in the technology industry.

Mr. Larkins graduated cum laude with a Bachelor of Arts in 
Economics from Brigham Young University. He later earned a 
Master of Business Administration from the Marriott School of 
Management at BYU. While in the Master’s program, he served as 
president of the MBA Student Association.

Jim is a Utah native. He speaks Spanish and has lived in Argen-
tina and the Middle East. He enjoys water skiing, trail running and 
reading presidential biographies.

ABOUT WASATCH GLOBAL INVESTORS

Wasatch Global Investors pursues a disciplined 
approach to investing, focused on bottom-up, fundamental 
analysis to develop a deep understanding of the investment 
potential of individual companies. In making investment 
decisions, the portfolio managers employ a uniquely collab-
orative process to leverage the knowledge and skill of the 
entire Wasatch research team.

Wasatch Global Investors is an employee-owned 
investment advisor founded in 1975 and headquartered in 
Salt Lake City, Utah. The firm had $18.5 billion in assets 
under management as of June 30, 2019. Wasatch Global 
Investors is registered with the Securities and Exchange 
Commission under the Investment Advisers Act of 1940.

RISKS AND DISCLOSURES

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 per-
form 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 secu-
rities, especially in emerging markets, entails special risks, 
such as currency fluctuations and political uncertainties, 
which are described in more detail in the prospectus. There 
is no assurance that the investment process will consis-
tently lead to successful investing.
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An investor should consider investment objectives, risks, 
charges, and expenses carefully before investing. To obtain  
a prospectus, containing this and other information, visit 
www.WasatchGlobal.com or call 800.551.1700. Please read  
it carefully before investing.

Information in this document regarding market or economic 
trends or the factors influencing historical or future performance 
reflects the opinions of management as of the date of this docu-
ment. These statements should not be relied upon for any other pur-
pose. Past performance is no guarantee of future results, and there 
is no guarantee that the market forecasts discussed will be realized.

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.

Portfolio holdings are subject to change at any time. References 
to specific securities should not be construed as recommendations 
by the Funds or their Advisor. Current and future holdings are sub-
ject to risk.

As of June 30, 2019, the percentage of net assets the Wasatch 
Small Cap Value strategy had invested in Arbor Realty Trust, Inc. was 
2.4%, Ebix, Inc. was 1.3%, MFA Financial, Inc. was 2.2%, Monmouth 
Real Estate Investment Corp. was 1.4%, Monro, Inc. was 3.3%, Inno-
spec, Inc. was 3.3%, Sleep Number Corp. was 1.6% and Summit 
Hotel Properties, Inc. was 2.6%.

As of June 30, 2019, the Wasatch Small Cap Value strategy was 
not invested in Amazon.com, Inc. or Paytm Mobile Solutions plc.  
Tire Rack, Inc. is a privately held company. 

ALPS Distributors, Inc. is not affiliated with Wasatch 
Global Investors.

DEFINITIONS

Earnings growth is a measure of growth in a company’s net 
income over a specific period, often one year.

Earnings per share or EPS is the portion of a company’s profit 
allocated to each outstanding share of common stock. EPS growth 
rates help investors identify companies that are increasing or 
decreasing in profitability.

Enterprise value (EV) is a measure of a company’s value cal-
culated as market capitalization plus debt, minority interest and 
preferred shares, minus total cash and cash equivalents. The EV 
(enterprise value)-to-sales ratio is enterprise value, as defined 
above, divided by annual sales. Each ratio is a measure of a compa-
ny’s expensiveness.

The financial crisis of 2007-08, also known as the Global Finan-
cial Crisis (GFC) and 2008 financial crisis, is considered by many 
economists to have been the worst financial crisis since the Great 
Depression of the 1930s.

Intrinsic value or intrinsic worth is the actual value of a com-
pany or an asset based on an underlying perception of its true value 
including all aspects of the business, taking into account tangible 
and intangible factors. This value may or may not be the same as 
the current market value. Value investors use a variety of analytical 
techniques in order to estimate the intrinsic value of securities in 
hopes of finding investments where the true value of the investment 
exceeds its current market value.

Long-term debt to capital is a company’s debt as a percentage 
of its total capital. Debt includes all short-term and long-term obli-
gations. Total capital includes the company’s debt and shareholders’ 
equity, which includes common stock, preferred stock, minority inter-
est and net debt.

Operating margin equals operating income divided by revenues, 
expressed as a percentage.

The price-to-book value ratio is used to compare a company’s 
book value to its current market price.

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

Return on assets (ROA) measures a company’s profitability by 
showing how many dollars of earnings a company derives from each 
dollar of assets it controls.

Return on equity (ROE) measures a company’s efficiency at gen-
erating profits from shareholders’ equity.

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

The Russell 2000 Value Index measures the performance of Rus-
sell 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 perfor-
mance of small company stocks.

You cannot invest directly in these or any indexes.
The Wasatch Small Cap Value strategy has been developed 

solely by Wasatch Global Investors. The Wasatch Small Cap Value 
strategy 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 trad-
ing 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 Lim-
ited 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, reli-
ance on or any error in the Index or (b) investment in or operation of 
the Wasatch Small Cap Value strategy or the suitability of the Index 
for the purpose to which it is being put by Wasatch Global Investors.

Wasatch Global Investors
505 Wakara Way, 3rd Floor
Salt Lake City, UT 84108

Institutional Investors
p: 800.381.1065
institutionalinfo@wasatchglobal.com

Financial Advisors
p: 800.381.1065
advisorservices@wasatchglobal.com

Individual Investors
p: 800.551.1700
shareholderservice@wasatchfunds.com
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