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Stocks in the mid-capitalization space 
are kind of like the overlooked mid-
dle child in a family with three chil-

dren. Established large-cap stocks often 
receive the most attention, while small-cap 
stocks may offer the scintillating promise 
of future growth. Mid-cap stocks? Eh, 
they’re just kind of there.

Of course, that’s an exaggeration. 
Then again, maybe not entirely. “People 
seem to overlook the mid-cap space. It’s 
a part of the market that I think is high-
ly underinvested but which has amazing 
opportunities,” says Jon Christensen, 
co-portfolio manager at the Virtus KAR 
Mid-Cap Core Fund.

Companies in this space typically sit 
between $2 billion and $10 billion in cap-
italization, though that’s not an absolute 
rule. Christensen’s definition of mid-caps 
includes companies north of $10 billion. 
He also notes that some investors view 
mid-cap companies as being already ma-
ture. He disagrees with that assessment.

“I have this phrase, ‘Old enough to 
know, young enough to grow,’” he says. 
“These companies have graduated from 
small caps into mid-caps, so they’re 
more stable and profitable, but they’re 
still early in their business cycle and 
have room for much more growth.”

That’s why he thinks that mid-caps 
deserve more investor attention. “These 
are businesses just getting their mojo in 
terms of growth and penetrating mar-
kets,” he says.

Christensen and co-manager Craig 
Stone have been at the helm of the Vir-
tus KAR Mid-Cap Core Fund since it 
launched in 2009. And they’ve earned 
their keep by producing returns that 
have placed the fund in the top quartile 
of Morningstar’s mid-cap growth cate-
gory during the past one-, three-, five- 
and 10-year periods. During those times 
it has ranked anywhere from fourth to 

seventh place among the best-perform-
ing funds in its category.

So why is a mid-cap core fund placed 
in the mid-cap growth category?

As Christensen explains it, Morning-
star ratings are focused on a company’s 
price-to-book ratio, and a high price-
to-book usually equates with higher 
growth. He says that because his fund 
invests in high-quality businesses that 
are less capital intensive, the “book” in 
its price-to-book ratio is lower, and the 
higher resulting ratio lands the port-
folio in the growth category despite its 
otherwise “core-ish” characteristics. 
Christensen defines “core” as the middle 
ground between value and growth.

The Quality Factor
The “KAR” in the fund’s name stands 

for Kayne Anderson Rudnick, a Los 
Angeles-based asset management and 
wealth management firm that’s among 

the nation’s largest RIAs. Its parent 
company is Virtus Investment Partners, 
a publicly traded holding company of 
boutique investment managers.

“[The wealth advisory business] is 
right down the hall from me,” says Chris-
tensen, who’s on the asset management 
side. “We are part of the same firm, and 
we have a relationship with them, but in 
general we try to keep things separate.”

Kayne Anderson Rudnick investment 
management’s philosophy focuses on 
three basic tenets—high-quality busi-
nesses, a lower-volatility approach and 
a high-conviction portfolio. “Quality is 
a business characteristic,” Christensen 
says. “We want to find companies that 
can grow, protect and nurture a market 
over long and multiple economic cycles. 
The ability of companies to hold up well 
in down markets and lower that down-
side capture will let us enhance com-
pounded returns.”
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PORTFOLIO STATISTICS
Number Of Stocks   30
Weighted Avg. Mkt. Cap  $17.96 billion
P/E Ratio  28.4x
Std. Dev Fund/Benchmark  18.65/19.24
Turnover Ratio  21%
Net Expense Ratio  0.95%

Industrials  35.66%
Information Technology  19.93%
Financials  15.49%
Healthcare  12.16%
Consumer Discretionary 11.22%
Consumer Staples  4.13%
Real Estate  1.40%

TOP SECTORS  (As a % of portfolio)  



With those traits in mind, he and Stone 
look for business models with wide 
defensible moats. “It could be a strong 
brand, a network effect, high switching 
costs or scale advantage,” he says.

Other attributes of quality include 
business models with less capital re-
quirements, solid balance sheets and 
strong cash flow. “They shouldn’t need 
the debt or equity markets to grow their 
business, so our companies typically 
have less debt on their balance sheet,” 
he says.

He adds that good management is part 
of the quality equation—which means 
managers should demonstrate a good 
deal of inside ownership, boast a track re-
cord of being good capital allocators, and 
make sure their compensation is aligned 
with that of the company’s shareholders. 
“Management is key because they can 
take a good business and make it great,” 
he says, whereas questionable manage-
ment “can run it into the ground.”

All this ties into Christensen and 
Stone’s emphasis on finding low-vol-
atility companies with lower earnings 
variability, consistent growth and high 
returns on capital, along with the ample 
free cash flow and less need for exter-
nal financing. “If you retain profitability 
during difficult times, your stock price 
should remain buoyant as well,” Chris-
tensen says.

This is reflected in the fund’s risk/re-
ward profile. According to Morningstar, 
the Virtus KAR Mid-Cap Core Fund of-
fers below-average risk and high-return 
potential for its category. Its upside cap-
ture ratio comfortably exceeds the cate-
gory average, while its downside capture 
ratio is significantly lower than the cate-
gory average.

Concentrated Portfolio
Because these are high-conviction 

names, the fund is concentrated and 
generally invests in only 25 to 35 stocks. 
The portfolio has a low turnover rate of 
about 20%, and the fund’s active share of 
nearly 90 means it has little correlation 
with its benchmark. (An active share 
score of 100 indicates that a fund’s eq-
uity portion and its benchmark have no 
common holdings.) “We hold fewer po-

sitions and have higher weight in those 
positions, so that’s why we have a high 
active share versus the benchmark,” 
Christensen says.

“We’re hired to be an active manag-
er,” he adds. “We want to pick from the 
index, but we don’t want to be the index. 
Given our emphasis on quality, there 
may be certain sectors or areas of the 
market where we won’t invest.”

For example, the fund typically doesn’t 
own a lot of energy names because that’s 
a capital-intensive industry, one that’s 
highly levered and tied to volatile com-
modities. And the managers don’t invest 
in a lot of biotechs because many of those 
companies don’t have earnings.

“So certain sectors might be com-
pletely empty and we’ll be overweight 
other sectors as a result,” Christensen 
says. “We used to have more restrictions 
on our overweights and underweights, 
but we’ve gotten more liberal on that, 
and it has helped us in the end.”

The fund recently had nearly double 
the exposure to the industrials sector 
than its benchmark, the Russell Mid-
cap Index. One reason for that is Chris-
tensen’s expansive definition of what the 
sector comprises.

Consider that one of the industrial sec-
tor stocks is Allegion, a maker of com-
mercial and consumer security systems, 
while another is Equifax, the credit score 
company that Christensen acknowledg-
es could be a fit in the financials sec-
tor as well. Other companies classified 
under industrials within the portfolio 
are Heico, an aerospace and electron-
ics company; Lennox, which makes air 
conditioning units; freight company Old 
Dominion; water treatment company 
Pentair; and Verisk, a data analytics pro-
vider to the financial industry.

“They’re all very different end mar-
kets and business models, but they all 
have the same type of characteristics 
we look for in a high-quality business,” 
Christensen says. “It’s a more liberal 
characterization for industrials than the 
traditional GICS industrial category,” 
he adds, referring to the Global Indus-
try Classification Standard widely used 
to categorize companies by sectors and 
industry groups.

Consistency
Christensen and Stone have known 

each other since they both worked at 
Doheny Asset Management in L.A. Stone 
came over to Kayne Anderson Rudnick 
in 2000, and Christensen followed the 
next year. As co-managers, they need to 
agree on all buy and sell decisions.

“He and I have worked together for 
many years and have a great relation-
ship,” Christensen says. “The other im-
portant thing is how we work with our 
analysts. We have a good number of an-
alysts helping us.”

He and Stone are analysts as well—
Christensen covers healthcare and in-
dustrials while Stone covers real estate 
and consumer discretionary names. The 
portfolio’s concentrated holdings and 
low turnover aside, Christensen says the 
two managers keep busy by constantly 
monitoring their companies to spot any 
erosion in their competitive advantage.

“The biggest reason that prompts us 
to sell a stock is something that changes 
with the business,” he explains. “That 
means our initial investment thesis was 
incorrect or, more likely, the company’s 
advantage starts eroding. That’s why we 
have to keep monitoring our companies.”

He posits that M&A activity is the 
main reason companies fall off the rail. 
“When companies start doing M&A, 
it can indicate that its core business is 
slowing and they are looking for growth. 
The risk is that the deal could be outside 
of their core competency and that inte-
gration risks are high.”

When one of the fund’s companies 
makes an acquisition, Christensen says, 
the team makes sure it will be accretive 
and can be integrated without disrupting 
the core business. “Many companies can 
pull it off, but a lot of them can’t.”

In the final analysis, he credits the 
Virtus KAR Mid-Cap Core Fund’s 
long-term success to its disciplined in-
vestment approach. “We know that over 
the long term high quality will win out 
over low quality,” Christensen says. “We 
won’t pivot to buy low-quality business-
es when low quality is in favor just to 
chase performance. The discipline we 
stick with accounts for our consistent 
performance.”
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To learn more about the Virtus KAR Mid-Cap Core Fund, 

please contact us at 800-243-4361 or visit Virtus.com. 

Current fund performance and data can be found on virtus.com or by clicking on the linked fund name: 
Virtus KAR Mid-Cap Core Fund (VIMCX).  

Performance data quoted represents past results. Past performance is no guarantee of future results 
and current performance may be higher or lower than the performance shown. Investment return and 
principal value will fluctuate, so your shares, when redeemed, may be worth more or less than their 
original cost. 

The commentary is the opinion of Kayne Anderson Rudnick (KAR). This material has been prepared using 
sources of informa�on generally believed to be reliable; however, its accuracy is not guaranteed. 
Opinions represented are subject to change and should not be considered investment advice or an offer 
of securi�es.  

All investments carry a certain degree of risk, including possible loss of principal. Applicable sales 
charges, if included, would reduce performance shown. Holdings are subject to change. 

Please consider a Fund’s investment objec�ves, risks, charges, and expenses carefully before inves�ng. 
For this and other informa�on about any Virtus Fund, contact your financial professional, call 800-243-
4361, or visit virtus.com for a prospectus or summary prospectus. Read it carefully before inves�ng. 

Virtus Mutual Funds distributed by VP Distributors, LLC, member FINRA and subsidiary of Virtus 
Investment Partners, Inc.   
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https://www.virtus.com/assets/files/1pk/kar_mid_cap_core_fund_factsheet_1061_i.pdf
https://www.virtus.com/products/kar-mid-cap-core#shareclass.I/period.quarterly

