
Introduction
In this article we consider the benefits of including smaller companies equities through a managed 
fund as a longer term, structural position in investors’ portfolios, and as a complement to holding 
direct equities. 

We also consider the benefits of including the Invesco Wholesale Australian Smaller Companies Fund 
as the solution when implementing portfolios in smaller companies.

Why small caps? 
The smaller companies or small cap sector of the Australian sharemarket (ex top 100 stocks) offers 
outstanding long term investment opportunities including: 
—	 potential for strong growth in earnings
—	 an under-researched sector offers plenty of new investment opportunities and the potential for 

sustained high returns with not significantly more risk than the large cap sector
—	 reasonable valuations compared with large caps over the last 10 years
—	 increased portfolio diversification
—	 a sector that traditionally performs well in the earlier stages of economic recovery
—	 investment in emerging technologies and dynamic, nimble companies

The best way to capture these opportunities is to allocate a portion of your equity portfolio exposure 
to small caps on a strategic, long term basis. Successful small cap investing is best rewarded with a 
patient, long term approach.

The early to mid stage of the economic and investment recovery means that now is still an ideal time 
to allocate a portion of your clients’ equity allocation to domestic small caps.

For advisers seeking a suitable small cap investment vehicle, Invesco’s small cap capability is an ideal 
choice. We outline the many reasons for this in the next section.

Why Invesco for small caps?
The Invesco Wholesale Australian Smaller Companies Fund (‘the Fund’) is a ‘best of breed’ portfolio 
and is virtually unique among peer fund managers for a number of reasons:

1.	 An outstanding performance track record across market cycles 
The Fund has the longest continuously managed small cap track record in Australia with proven 
outperformance over more than 20 years. In dollar terms, for an initial investment of $10,000 the 
Fund has delivered $127,996 above its benchmark S&P/ASX Small Ordinaries Accumulation Index, 
since inception, to 31 December 2010 (see Figure 1 below).

Figure 1 - $10,000 invested since inception
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Figure 2 below shows the Fund’s risk-return track record over 10 years. Over this period the Fund 
(blue triangle) has returned 11.8% p.a. after fees with a risk (standard deviation) of 16.5% p.a. This 
compares very favourably against both the Small Ordinaries Index (blue square) return of 6.2% p.a. 
and volatility of 18.5%, and the All Ordinaries Index (red circle) return of 7.4% p.a. and volatility of 
13.8% p.a.

Figure 2 – Fund risk/return vs. benchmark and All Ords
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Mercer data also shows that the Fund is a strong performer in down markets. For example, over a 
10 year period to 31 December 2010, the Fund outperformed on 74% of occasions and by 1.35% per 
quarter on average in down markets (see Figure 3).

Figure 3 – Fund outperformance in varying market conditions
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The Fund’s typically strong performance against benchmark in volatile, adverse market conditions 
is due to our consistent approach to small cap investing. That is, we only invest in stocks that are: 
well run businesses; going concerns; have strengthening balance sheets; have a point of difference 
in their market; and have high quality management.

2.	 An excellent complement to large cap equities
The Fund is an excellent complement to large cap Australian equities, whether investing directly 
or investing via a managed fund.

Investors who obtain their domestic equity exposure via direct equities typically focus on large 
cap stocks because they are more familiar, more established, and more easily researched. 
However, this can limit an investor’s opportunity for a higher risk-return outcome and greater 
diversification through a small cap exposure.

But investing directly in small cap Australian equities is inherently more problematic than large 
caps. Investors would benefit by having a detailed knowledge of the small cap market, and also, 
the companies and issues surrounding those smaller capitalised companies.

By adding an exposure to small caps, via the Invesco Wholesale Australian Smaller Companies 
Fund, investors can improve their portfolio returns without increasing risk, while increasing  their 
portfolio diversification, lowering trading costs, and ensuring maximum peace of mind given 
the Fund has a top independent research rating. Moreover, the Fund has a long track record of 
outperformance driven by a robust, clear and repeatable investment process.

The Fund is also an excellent complement to a client’s existing exposure in a large cap 
managed fund, creating opportunities for a better risk-return outcome and increasing portfolio 
diversification. By investing in the Fund, your clients can not only achieve this desirable outcome, 
but also gain greater peace of mind knowing that their small cap exposure is through a top 
performing, highly rated and award-winning fund.

The example to the left clearly shows that a structural shift to Australian small caps can 
significantly improve an investor’s long term risk-return outcome.

3.	 An award winning and highly rated product 
The Fund has earned a top five star rating from S&P Research, strong ratings from van Eyk and 
Lonsec, and was a winner in 2008, and a finalist in 2009 and 2010 in S&P’s small cap award:

AUSTRALIA

2008

WINNER

For example
If a client added a 15% exposure 
to small caps, via the Fund, to 
their existing exposure to the S&P/
ASX 50 Index, their returns over 
10 years would have increased by 
almost 1% p.a. with the same level 
of risk 

(Source: Invesco, data at 30/4/10). 



4.	 A top investment management team and asset management approach 
	 The Fund is managed by one of Australia’s most experienced small cap teams, headed by Cynthia 

Jenkins. Our three-strong small cap unit has generated a proven track record of strong returns 
during a period of more than 20 years:
—	 6.3% p.a. of outperformance after fees over the Small Ordinaries benchmark since inception 

(March ’88) to 31 December 2010. 
—	 1.3% p.a. outperformance over seven years to 31 December 2010; and 
—	 1.5% outperformance over 3 years to 31 December 2010.

In delivering such strong returns for clients, our small cap team consistently applies a patient, 
subtle and time-proven investment approach, which could be best described as ‘growth at a 
reasonable price’ or GARP. 

The team looks to buy quality smaller companies where change is taking place, which can enable 
those companies to achieve earnings growth not yet reflected in their current share prices.

There are a number of key implications of our small cap investment approach:
—	 Greater depth and breadth for strong value add opportunities - Our small cap team can go 

both ‘deeper’ and ‘wider’ outside the ASX 100 Leaders Index. The index we use is the S&P/ASX 
Small Ordinaries Index, where we typically invest in companies with a market capitalisation 
outside the top 100 stocks but within the top 300. Most of the value (around 60%) that has 
been added by our small cap Fund has been in this range, though at times we can and do look 
for compelling opportunities outside the ASX 300 (i.e. the ‘micro cap’ end of the market). 

The table below shows the Fund’s market cap exposures versus benchmark:

Weight for period ending 
31 December 2010 

Fund 
%

Benchmark†  

%
Active weight 

%

1-20 0.00 0.00 0.00

21-50 0.00 0.00 0.00

51-100 5.12 0.00 5.12

101-200 57.41 72.18 -14.76

201-300 16.36 27.82 -11.46

301-500 16.64 0.00 16.64

500+ 2.77 0.00 2.77

[Cash] 1.70 0.00 1.70

† S&P/ASX Small Ordinaries Accumulation Index

—	 A focus on long term rather than momentum investing - Our concentration on finding quality, 
well valued small cap Australian equity stocks has been justified over time, with sustained long 
term (i.e. 10 years-plus) added value (alpha) for clients. The small cap part of the domestic equity 
market is often lucrative for value-oriented fund managers because it can be susceptible to a 
high degree of research neglect. This is because potentially large cap analysts focus more so on 
the larger end of the index.

Examples of value adding small cap stocks we’ve unearthed are detailed below:

ARB Corporation (ARB)
ARB supplies after-market equipment to 
the four wheel drive (4WD) market and 
is the dominant player in the growing 
4WD market. ARB has a diverse customer 
base including resource, agriculture, 
construction and leisure customers. It is 
well managed, has no debt and trades at 
an attractive valuation.

Over five years to 4 January 2010, 
ARB has risen 160%. The Fund has 
held this stock during this period.

Mermaid Marine (MRM)
MRM provides services to the offshore 
oil and gas sector in Australia through 
dry and wet vessel charter, supply base 
and slipway services. Its Broome and 
Dampier supply bases are unique, difficult 
to replicate, and provide a comparative 
advantage it can offer to all offshore 
oil and gas operators. The step up in 
exploration and production in the North 
West Shelf over the next three years and 
beyond should support MRM’s growth.

Over five years to 4 January 2010, 
MRM has risen 650%. The Fund has 
held this stock during this period.

“Our patient, long term 
and value-oriented 
approach to small cap 
investing has delivered 
consistent added 
value for our clients 
over more than 20 
years”  

Cynthia Jenkins



—	 Low turnover approach is cost and tax-effective - Because we are patient, long term investors 
in small cap stocks, our portfolio turnover is typically low at 20-30% per annum. This means that 
‘frictional’ costs such as taxes and broker commissions are typically lower compared to higher 
turnover funds. It also enables us to deliver a very tax-efficient result. For example, over each of 
the last eight years, the Fund has not returned any short term capital gains, i.e. they have always 
been discounted capital gains.

—	 A highly competitive fee structure - Unlike many other small cap funds in the Australian 
marketplace, the Invesco Wholesale Australian Smaller Companies Fund does not attract a 
performance fee. The management fee (MER) for this Fund is a flat 1.25% p.a. 

Our Fund’s MER is flat-fee and is backed up by a strong, long term performance track record driven 
by a stable, highly experienced and proven small cap team.

Outlook and summary
Cynthia Jenkins offers a few comments about the current environment for small cap stocks:

“The pace of corporate activity remains strong, with around 10% of 
portfolio holdings having been approached for takeover in the past year.”

“There remain several standout examples of stocks which started small 
then increased their market capitalisation, e.g. Iluka, Sims, Incitec Pivot, 
Ramsay Healthcare.”

“Overall, the smaller companies sector remains fertile ground for 
incubating niche businesses attractive for potential acquisition.”

As ever, investing in the small cap sector contains risks. However, we believe those risks, when 
managed effectively by seasoned small cap investment professionals, are more than outweighed by 
a host of investment opportunities, including: 
—	 investing in dynamic companies with strong growth prospects
—	 investing in an under-researched sector with plenty of ‘alpha’ opportunities
—	 greater portfolio diversification
—	 potential to invest in leading edge technologies and the sectors and stocks of tomorrow
—	 investing in a sector that traditionally performs well in the earlier stages of economic recovery.

The Invesco Wholesale Australian Smaller Companies Fund captures all the above benefits and 
delivers yet more, including:
—	 the longest continuously managed small cap track record in Australia
—	 an award-winning team of small cap investment experts
—	 the confidence of investing in a highly rated Fund 
—	 a Fund with plenty of spare capacity
—	 a tax-effective, low cost and risk-aware investment approach
—	 a Fund that is available across a range of platforms.

Critically, the longevity and consistency of our small cap investment approach and performance 
track record (20 years-plus) means that, unlike some peer managers, we have experienced many, 
varied investment cycles – e.g. the early 90’s recession and recovery, the ‘TMT boom’ in ‘99/2000, 
the market bubble of 2004-2007, and the Global Financial Crisis of 2008-09. 

Our time-tested, proven small cap approach works throughout all cycles, delivering particularly 
strong performance in times of volatility. Our team and process is carefully configured to add wealth 
for investors over the long term, rather than being susceptible to shorter term market gyrations and 
emotion.



This document has been prepared by Invesco Australia Ltd (Invesco) ABN 48 001 693 232, Australian financial services licence 
number 239916, RSE licence number L0002530, who can be contacted on freecall 1800 813 500 or by writing to GPO Box 231, 
Melbourne, Victoria, 3001. 

This document contains general information only and does not take into account your individual objectives, taxation position, 
financial situation or needs. You should assess whether the information is appropriate for you and consider obtaining independent 
taxation, legal, financial or other professional advice before making an investment decision. A Product Disclosure Statement 
(PDS) for Invesco’s range of Funds referred to in this document is available from Invesco. The PDS should be considered before 
making a decision to invest. 

Invesco is authorised under its licence to provide financial product advice, deal in financial products and operate 
registered managed investment schemes. If you invest in an Invesco Fund, Invesco may receive fees in relation 
to that investment. Details are in the PDS. Invesco’s employees and directors do not receive commissions 
but are remunerated on a salary basis. Neither Invesco nor any related corporation has any relationship 
with other product issuers that could influence us in providing the information contained in this document.  

Neither Invesco nor any other member of the Invesco Ltd group guarantee the return of capital, distribution of income, or the 
performance of any of the Funds. Any investments in the Funds do not represent deposits in, or other liabilities of, any other 
member of the Invesco Ltd group. Investments in the Funds are subject to investment risks including possible delays in repayment 
and loss of income and principal invested. Invesco has taken all due care in the preparation of this document. To the maximum 
extent permitted by law, Invesco, its related bodies corporate, directors or employees are not liable and take no responsibility for 
the accuracy or completeness of this document and disclaim all liability for any loss or damage of any kind (whether foreseeable 
or not) that may arise from any person acting on any statements contained in this document. 

© Copyright of this document is owned by Invesco. You may only reproduce, circulate and use this document (or any part of it) 
with the consent of Invesco.

van Eyk Research Limited (ABN: 99 010 664 632, AFSL: 237 917) (van Eyk) has conducted a review of, the processes undertaken 
by Adviser Edge Investment Research (ABN 95 094 329 110, AFSL 236 783) (Adviser Edge) in preparing their research reports 
on the property sector. van Eyk, in marking this report ‘endorsed’, generally speaking confirms the investment recommendation 
outlined in the report on this product having regard to the contents of the report only. Adviser Edge’s rating and van Eyk’s 
endorsement could change or cease at anytime and should not be relied upon without referring to the meaning of the rating 
as well as the full report available to subscribers at www.iRate.vaneyk.com.au. van Eyk has not reviewed the accuracy of this 
research information nor whether the report may have material or misstatements. This review and van Eyk’s recommendation 
does not take account an individual’s financial situation, needs or objectives. The recommendation is intended for professional 
financial advisers only and should not, and is not intended to be relied upon by investors in making an investment decision. van 
Eyk may from time to time receive fees from Adviser Edge for distributing its reports, however, no fee has been paid by Adviser 
Edge to van Eyk for it to endorse this report.

The views contained in this statement are based on information known to us at the time of publication. That information may 
change. You should not rely on this statement to make an investment decision about any security but should make your own 
independent enquiries.

To the extent that any ratings, opinions or other 
information of Standard & Poor’s Information 
Services (Australia) Pty Ltd (ABN: 17 096 167 556, 
Australian Financial Services Licence Number: 
258896) (“Standard & Poor’s) constitutes 
general advice, this advice has been prepared by 
Standard & Poor’s without taking into account 
any particular person’s financial or investment 
objectives, financial situation or needs. Before 
acting on any advice, any person using the advice 
should consider its appropriateness having regard 
to their own or their clients’ objectives, financial 
situation and needs. You should obtain a Product 
Disclosure Statement relating to the product and 
consider the statement before making any decision 
or recommendation about whether to acquire the 
product. Past performance is not a reliable indicator 
of future performance. Ratings can change or 
cease at any time and should not be relied upon 
without referring to the meaning of the rating. For 
more information regarding ratings please call S&P 
Customer Service on 1300 792 553 and also refer to 
Standard & Poor’s Financial Services Guide at www.
assirt.com.au. Each analytic product or service of 
Standard & Poor’s is based on information received 
by the analytic group responsible for such product 
or service. “S&P” and “Standard & Poor’s” are 
trademarks of The McGraw-Hill Companies, Inc. 

2007 Standard & Poor’s Information Services 
(Australia) Pty Limited

The Lonsec Limited (“Lonsec”) ABN 56 061 751 102 
rating (February 2010) presented in this document 
is limited to “General Advice” and based solely 
on consideration of the investment merits of the 
financial product(s). It is not a recommendation 
to purchase, sell or hold the relevant product(s), 
and you should seek independent financial advice 
before investing in this product(s). The rating 
is subject to change without notice and Lonsec 
assumes no obligation to update this document 
following publication. Lonsec receives a fee from 
the fund manager for rating the product(s) using 
comprehensive and objective criteria.


