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Something Old, Something New
Wasatch Long/Short Alpha
marries fundamental stock-picking

with careful shorting.

UNDISCOVERED MANAGER

Laura Lallos

When Mick Rasmussen joined Wasatch Global
Investors in 2014 as a quantitative analyst,

it was a first for the firm. After all, Wasatch had
built its strong reputation on fundamental
stock-picking.

“For most of our 50-year history, quantitative

was almost like a curse word. It was so
contradictory to how we add value and what we
do," says Rasmussen. But Wasatch research
leaders Jeff Cardon and JB Taylor (both also former
Wasatch CEQs) had been collecting data on

the firm's earnings models, trading behaviors,

and such and wanted to use it to develop
quantitative models to support the research
team's bottom-up due diligence.

After earning his finance degree at the
University of Southern California in Los Angeles,
Rasmussen expected to work someplace

like New York or San Francisco. Returning to
Salt Lake City—where he grew up about a quarter
of a mile from Wasatch's offices—wasn't

in his near-term plans. But when he learned that
Wasatch was hiring for a dedicated quant

role, “I was drooling at it. I'm naturally oriented
to math and statistics and the computer science
side of things."

And while it might not be the big city,
Rasmussen says, there are other attractions:
“It's hard to find a city as big as Salt Lake

with this access to the great outdoors, and all
four seasons!”

Rasmussen says his role initially was to “integrate
new tools and ways of thinking into a very
successful culture that had been doing things

a certain way for a long time." The aim was to
complement, not supplant Wasatch's fundamental
skill set. He developed tools to incorporate
quantitative insights into portfolio construction,
risk management, and trading, allowing Wasatch's
portfolio managers and analysts to “double

down on where we are uniquely set up to win."

It wasn't exactly easy to change the behavior

of star portfolio managers, but Rasmussen says
that today most of them have incorporated

this quantitative assist into their process. The final
decision always rests with the managers; the
quant system’s recommendations are the baseline.

Going Long/Short

Wasatch's quant tools fall into two camps: There
are alpha models that incorporate data predictive
of forward performance and risk models

that evaluate portfolio exposures that could drive
performance, for better or worse. But there

are limits to how much diversification the

risk models can create in the firm's high-quality,
small- and mid-cap portfolios.

“We are living in a very specific carve-out within
equity markets where we have developed a
process where we can add value. In a long-only
strategy, there's only so much you can do to
diversify that away,” Rasmussen says.

So, Wasatch seeded a long-short strategy in 2016:
“It gives us a lever to be intentional about risk by
building a targeted, offsetting short portfolio. If we
find negative alpha signals in a growth name with
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high multiples, we can benefit from those
shorts underperforming.”

That in-house strategy was the precursor of

the Wasatch Long/Short Alpha WALSX mutual fund,
which launched in 2022. The fund is one of the
smaller offerings in the firm's lineup today,

with just under $50 million in assets as of August.

“This was not on anyone's marketing plan,” jokes
Rasmussen. “The sales guys needed convincing.
We are stock-pickers, that is the North Star for our
firm. How do we marry these two worlds?”
Moreover, Wasatch once had a long/short fund run
by an outside team—the result of its acquisition
of another firm in 2008 —that it shuttered for poor
performance. But this strategy is different,
says Rasmussen, because it was built from within.

The research side was on board from the first.

In fact, Taylor is the largest investor in the strategy.
Mike Valentine, co-head of the US small-cap

team, is another champion. Wasatch has also

built out a dedicated quantitative research team,
which today numbers four members.

Of course, shorting, particularly in the volatile
small-cap arena, can itself be risky. To limit

that risk, the team is quick to cover individual
short positions that head south. And since 2016,
the short side of the portfolio has become
“flatter.” Today, the short side is just under 50% and
includes about 65 names, with the average
position around 75 basis points. In contrast, the
average long stake is just under 3%.

Putting the Two Together

The long side, which Rasmussen calls a “best
ideas” portfolio, is the starting point. Across

the platform, Wasatch holds about 200 US stocks,
and this fund homes in on about 50 of them.

“By far the most predictive Wasatch subjective
input is our management rank,” Rasmussen says.
“For 20 years, if all we'd ever done is own top-
quartile management ranks, we would have
around a 17% annualized return.” That's why this
fund focuses on those top-quartile companies.

Rasmussen also uses a model to identify the
kinds of stocks that have historically outperformed
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for Wasatch; it includes factors such as growth
rates, returns on capital, valuation metrics,

and stock momentum. (This model is also integral
to the short side of the portfolio.) Some picks
make it into the portfolio by the “rule by
exception”: If managers of other strategies have
decided to overweight a stock relative to the
quant recommendation, that makes it a good
candidate for this fund. Finally, Rasmussen fills in
industry gaps with the best risk-adjusted names.

Near the top of the portfolio, a 5.6% stake as of
June 30, is Ensign Group ENSG, a company

Mick Rasmussen, lead portfolio manager at
Wasatch Global Investors.
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that Wasatch has owned for many years. Ensign
owns and operates skilled nursing facilities,

a business that Rasmussen describes as “big and
messy,” given labor costs and regulatory issues
that vary by state. Ensign buys underperforming
facilities and turns them around by bringing in
their own people and systems.

“And the headroom in an industry like this is almost
unlimited,” Rasmussen adds. Ensign has around
350 facilities, and there are over 15,000 in the
US. “We know management well, and there's no
reason they can't double, and double again.”
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Freshpet FRPT, which sells natural dog food,

is a smaller stake, 1.8% as of June. The company
owns its refrigerators in grocery stores, and that
dedicated real estate is a competitive advantage.
And after building out its manufacturing
capabilities at significant expense, it now has
lower costs than competitors. But after growing for
years, demand has been softening, a consequence
of a broader slowdown in consumer spending.

Rasmussen notes that Freshpet is still taking
share in its category, though. “They'll come
out of this with the best product at the lowest cost
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that no one else is going to be able to replicate,’
he asserts. “But we're definitely more in the
contrarian view on that right now. We tend to keep
names like this smaller”

On the short side, Rasmussen says that he only
takes as much exposure as needed to achieve
the aggregate risk he seeks at the portfolio level.
And if there are some particularly exciting

ideas on the long side that warrant extra capital,
he can offset that by taking on more short
exposure. That said, he explains, “We're not trying
to diversify away every risk. We want a structural
bias toward high-quality names, for example.
That's where the alpha is. But we don't want
unintended bets to be what hurts us or helps us."

Today, software and consumer cyclicals are

the two biggest industry exposures on the long
side that call for an offset on the short side:
Artificial intelligence could be very disruptive to
software, and it's hard to get a handle on the
strength of the US consumer. The strategy is
invested long in the team’s favorite picks, while
shorting a broad collection of names that don't
meet their investment criteria. On the consumer

side, the fund is shorting a basket of restaurants
with lofty valuations. One example: Sweetgreen SG
is growing quickly, but its gross margins are

quite thin—"those salads are costing them a ton to
make," says Rasmussen. The software shorts
include Asana ASAN and Domo DOMO, companies
whose growth prospects don't justify their prices.

Looking Sharpe

The overall portfolio isn't designed to outperform
long-only strategies. Its beta relative to the
Russell 2000 Growth Index has ranged between
0.4 and 0.6, and it is currently targeting just
under 50% market exposure. The goal is to
maximize risk-adjusted return. Rasmussen says
prospective investors might put the fund

in the alternatives bucket: “It fits really cleanly
there as an absolute return vehicle with

a very idiosyncratic source of alpha.”

For those considering the fund as part of a small-
cap allocation, Rasmussen suggests the

Sharpe ratio as a good measure of success relative
to Wasatch's long-only US strategies. The fund's
investor share class had a three-year Sharpe

ratio of 0.46 as of Sept. 30, comparing favorably
with the firm’s flagship funds, Wasatch Core
Growth WGROX (0.49) and Wasatch Small

Cap Growth WAAEX (0.32), both of which earn
Morningstar Medalist Ratings of Silver.

The young fund doesn't rank as well within

the long-short equity Morningstar Category: It
earns a 2-star Morningstar Rating. But most funds
in the category have a decidedly large-cap tilt,
putting this small-growth portfolio at a significant
disadvantage since it launched. Since its October
2021 inception, the fund has outperformed the
Russell 2000 Growth.

Long term, Rasmussen aims to achieve 80%

of that benchmark's upside, with half the
downside. That downside protection came
through in 2022: This fund lost 8.4% compared
with the index's 26.4% drop. But this year's
market has been a trying one: Russell 2000
Growth was up 11.7% through September, while
this fund was down by nearly as much.

“There's a lot of speculative, thematic, crazy stuff
that's working well off the [April] bottom,"
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he says. Some of these are fodder for meme stock
hype, which can decimate a short stake:
“You get the Reddit mob behind it ... That's what
keeps me up at night. [But] it's exciting
to think that we can capitalize on some of this
thematic froth that's happening right now.
This is about as much opportunity as we've seen
on the short side.”

Moreover, “the long list of junky companies” in the
small-cap market is always an opportunity for
patient stock-pickers to add value. “A lot of people
have given up on small caps,” he says, “but we're
set up to think really long-term.”

A Lifer

Rasmussen attributes that fortitude to an
employee-owned culture: There is no outside
owner demanding short-term results. He

notes that when partners leave, they must sell
their shares back. Even though leaders such

as Taylor and President Eric Bergeson are retiring,
Wasatch continues to earn an Above Average
Parent rating from Morningstar's analysts.
“Institutional knowledge runs deep at Wasatch,”
says Morningstar associate director Tony Thomas.

Rasmussen intends to continue to contribute to
that institutional knowledge: “| feel incredibly
spoiled about this company and this opportunity.
I'm very hopeful that | can be a lifer here."

After all, Salt Lake City is home, particularly

since the birth of his daughter this year: “I've got
some serious roots here. Both of her grandmothers
are close by." And Wasatch is something of

an extended family. Some of the partners were
family friends when Rasmussen was growing up,
and he met his wife through Cardon’s son.

And Rasmussen has built friendships at the firm
playing basketball and golf.

There's been less of that these days as he and

his wife raise their baby daughter: “It's just

fun to watch a new human grow and learn,”
Rasmussen says. “That and work is about all | have
time for these days, and | wouldn't have it any
other way." O

Laura Lallos is managing editor of Morningstar magazine.

Photography by Kim Raff.

MORNINGSTAR

©2025 Morningstar, Inc. All Rights Reserved. Morningstar, the Morningstar logo, and Morningstar Advisor are either trademarks or service marks of Morningstar, Inc.



