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The gap between small and large-cap valuations is prompting a closer 
look at the value of small caps in a portfolio. Small-cap equities are 
a ‘land of opportunity’ for a risk-aware active investment strategy. 
Ausbil’s Portfolio Managers, Arden Jennings and Andrew Peros, share 
Ausbil’s unique approach to generating outperformance in these small 
but growing companies.

 
Key points

• Ausbil’s approach leverages the existing long-term track record of the Ausbil Microcap Fund 
established in 2010  and Ausbil’s 25+ years of experience.

• The Ausbil Australian SmallCap Fund adopts a high conviction, concentrated, actively 
managed small-cap strategy.

• At mid-2023, the market was offering a compelling opportunity for small-cap investors, with 
small caps trading at a 21% discount to large caps and a whole standard deviation from 
their long-term average.

• Differentiating factors include macroeconomic expertise, capability to invest in resources, 
ESG Integration, and a focus on liquid and profitable companies.

• We focus strongly on the sustainability of a company’s business model and the appropriateness 
of its capital structure in our process.

• The Fund benefits from our coverage of both micro-cap and small-cap strategies.

• The application of macroeconomic analysis as a tool to guide and direct our research efforts, 
together with ESG integration in our investment decisions further reduces risk.

 
Q: What are the key attributes you look for in a small cap company?

We seek to invest in outstanding ASX listed businesses that are liquid and profitable whilst they 
are undiscovered, under-researched and under-owned. Identifying these companies early is 
key to capitalising on their growth prospects.  The sustainability of the business model and the 
appropriateness of its capital structure are of particular importance to us. We focus on quality 
companies that have strong balance sheets, a high return on invested capital, affordable 
valuations, and with a board and management we can back. In addition to this approach, 
we incorporate ESG considerations into our investment decisions, helping to further reduce 
quantifiable and unquantifiable investment risks.
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About Ausbil Investment 
Management  
Ausbil is a leading Australian 
based investment manager. 
Established in April 1997,  Ausbil’s 
core business is the management 
of Australian and global equities 
for major superannuation funds, 
institutional investors, master trust 
and retail clients. Ausbil is owned 
by its employees and New York 
Life Investment Management a 
wholly- owned subsidiary of New 
York Life Insurance Company. As 
at 30 April 2023, Ausbil manage 
over $15.8 billion in funds under 
management.

Q: What differentiates the Ausbil SmallCap Fund?

We believe combining a macro understanding with our fundamental focus on return 
on invested capital, with the added risk mitigation that comes through the application 
of ESG in our process, differentiates our approach. Since the strategy’s inception, 
our small-cap strategy has successfully applied macro guidance to setting portfolios 
that have been able to negotiate the recent rapid rise in inflation, the energy shock 
precipitated by Russia’s invasion of Ukraine, and the rise in interest rates. This macro 
intelligence helped us shift our portfolio from growth towards value in order to negotiate 
this volatility, and then reduce our exposure to small resources companies with the 
slowing global economy.

Our small-cap investment process begins with intensive company meetings. These 
meetings also help us assess management and their strategic intention, as well as 
understand the key earnings drivers structure, strategy and potential growth. We lean 
on the sectoral expertise of Ausbil’s Equity Research Team and the ESG Team whose 
analysts maintain sector coverage with in-depth proprietary company models that offer 
peer review over and above the top-down bottom-up assessment our team undertakes 
for each company. Our in-house natural resources expertise positions us to leverage 
major opportunities across this segment of market that other ex-100 strategies miss. 
We apply Ausbil’s research team recommendations for the S&P/ASX 100-S&P/ASX 200 
sector which are fully covered with active recommendations (representing approximately 
75% of the Small Ords benchmark), and stock research and ideas from Ausbil’s S&P/
ASX ex-200 analysts. 

All of this intelligence is filtered through our proprietary BOSS (Business Operations 
Sustainability Score) model, which augments the success we have achieved with 
the Ausbil Microcap Strategy. The BOSS model for the Australian SmallCap strategy 
incorporates analyst conviction scores across a range of fundamental analysis data 
points to provide an additional tool for idea generation and stock selection in a systematic 
way based ultimately on expected return on capital. To this, we add a strict liquidity 
focus that ensures we can enter, exit and position size our holdings to minimise market 
impact and further mitigate liquidity risk for unitholders.

Ausbil has active alpha generating strategies across the market-cap spectrum. This 
gives us early and intimate knowledge of companies as they graduate through the 
indexes with growth. Our ex-100 strategy benefits this way as the best companies that 
graduate from our MicroCap strategy are ready, in many cases, for a fully informed 
investment by our ex-100 strategy when they shift up indexes. Recent successes for 
Ausbil in this regard include Afterpay, IDP Education, Lynas Rare Earths and Allkem.

Q: Is ESG important to you?

Yes, Ausbil has integrated ESG across our investment strategies including in our ex-100 
strategy. We believe the inclusion of ESG in the investment process, supported by well-
founded ESG research and engagement, can improve our ability to identify mispriced 
stocks, better assess a company’s earnings sustainability and, ultimately, lead to better-
informed investment decisions. A focus on ESG issues has supported our engagement 
activity for positions in companies like Afterpay, Uniti Group and Johns Lyng Group. 

Q: How important is it to you that the companies you invest in are 
founder led?

In our experience, founder-led businesses generally outperform. When we look at the 
15 founder-led businesses which we currently hold in our small-cap strategy over the 
last 4-years (capture pre and post COVID), as illustrated in Chart 1, these founder-led 
businesses have outperformed those whose leaders are not founders. 
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Chart 1: Smaller companies have many more founder-led businesses

Source: Bloomberg. Total returns calculated from 31/03/2019 to 31/05/2023. Ausbil Founder Led Businesses 
index calculated as equally weighted average of portfolio holdings as at 31/05/2023.

In founder-led business, there is a clear alignment of interest, or ‘skin in the game’, that 
is critical in that incentives tend to drive behaviours. Founders generally have significant 
shareholdings so they benefit along with other shareholders as the business succeeds 
for equity investors, not just management. Founders also tend to have a long-term 
mindset, even if this is at the expense of short-term profits, so long as they believe 
that these decisions will add positively to shareholder returns. Finally, culture matters 
to performance. Organisations that are founder-led typically have a stable, consistent 
yet evolving culture over the long term, and generally one that evolves for the better. 
You cannot necessarily put a dollar value on the benefit of culture, however a strong 
company ethos, or reason for being, can drive shareholder value through the value of 
many working on a common cause.

Q: There has been a large valuation gap between small caps and large 
caps over the last year. Why is this, and what does the opportunity look 
like?

The vagaries of 2022, and the impact of rapid rate rises was especially hard on small 
caps, punishing them harder than large caps for no apparent reason. The impact has 
been that at mid-2023, the small-cap industrials have been trading at a 21% discount to 
large cap industrials, well below their long-term average, as illustrated in Chart 2. In fact, 
small caps are trading a full standard deviation below their 20-year valuation average.
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Source: Goldman Sachs data based on the S&P/ASX Small Ordinaries Index to April 2023, data is forward 12-month P/E.

As investors who focus on earnings and earnings growth as a strong indicator of a 
stock’s worth, we think this discount to large-cap valuations is not sustainable when you 
compare consensus earnings growth expectations for FY24, as illustrated in Chart 3.

Chart 3: The disparity in EPS growth outlook for small companies compared 
to large

Chart 2: Small vs large industrials: a 21% discount, below long-term average

Source: CLSA calculated as an average of Bloomberg, IBES and FactSet estimates. Industrials exclude Financials, Property & 
Resources as at 31 May 2023.

Small-cap industrials still offer significant EPS growth of 21% based on consensus outlook, 
and superior to that being offered by large-cap industrials at 11%. This is offering compelling 
value to small-cap investors relative to large. The key questions is, where is this EPS growth 
expected to be in the marketplace? Chart 4 illustrates the consensus view as to where EPS 
growth is expected in FY24.
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Q: How were you able to successfully navigate a challenging 2022 in 
Small Caps?

2022 was another volatile year. In short, rising inflation following a reopening of economies 
post COVID was accelerated by Russia’s invasion of Ukraine that triggered an energy 
shock still impacting markets into 2023. Record low interest rates also meant capital was 
invested in more speculative assets classes and sectors in a search for growth. With our 
disciplined approach to valuations, exposure to sectors such as information technology 
or high growth and interest rate sensitive sectors was minimal leading into 2022. Given 
that markets were pricing in a scenario of near zero interest rates for a significant period 
of time, this had unintended consequences on valuations and risk taking. With the 
rebound in rates and tighter monetary conditions, we have seen the tide go out on many 
speculative parts of the market and aggressive downward repricing for these assets. 
We believe this more speculative part of the market still has some volatility to play out. 
In ex-100 stocks, Ausbil was able to negotiate these challenges with our internal macro 
guidance towards stocks that benefit from inflation and rising rates, and in our resources 
and energy exposures given the sharp rise in energy prices and the growing demands 
for the commodities needed for decarbonisation. In the volatility, we were able to ‘higher 
grade’ the portfolio into more favoured positions for better prices, and we added stocks 
that were less cyclically dependent and possess an element of demand-inelastic pricing 
power such that they can grow earnings across the cycle. As illustrated in Table 1, the 
outperformance for the year has reflected this positive positioning and our process focus 
on quality, liquid and profitable companies. 

Chart 4: Where the market thinks EPS growth will come in FY24

Sources: Ausbil, Visible Alpha for S&P/ASX Small Ordinaries Index consensus as at end March 2023.

After a tough 2022, there is a wide divergence in growth expectations across sectors. 
This is an opportunity-rich environment for small-cap investors, with quality names in all 
these sectors, and significant opportunity as small companies begin to rerate on value 
compared to large caps.
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Q: How has your Fund performed?

Based on the expression of our macro top-down view, combined with our bottom-up 
fundamental approach to investing in small caps, our returns can be viewed in Table 1. 

Table 1: Fund performance (after fees)

Source: Ausbil, net of fees as at 31 May 2023. Mercer Survey pre fees to 30 April 2023. 

Q: What are your preferred stocks right now and why?

Two stocks have captured our interest lately, Imdex and Lifestyle Communities. While this is 
not financial advice, it helps illustrate the types of companies we think fit the characteristics 
of our investment approach.

Imdex (IMD) is a leading global Mining-Tech company enabling contractors and resource 
companies to find and define ore bodies with precision and speed through a range of their 
products. These include drilling optimisation products, rock knowledge sensors and real 
time data and analytics. There has been a significant capex underinvestment by resources 
companies, as they focus on value not volume, therefore depleting their reserves and 
resources globally. We are attracted to the sustainability of the Imdex businesses model, 
with its rental/SaaS revenue, dominant market share in core orientation tooling, high return 
on invested capital and free cash flow generation. The recent acquisition of Devico is 
highly strategic given it is a leader in directional drilling and the #2 player in many sensor 
technologies behind Imdex as #1. Headquartered in Europe, the acquisition expands IMD’s 
global footprint and further diversifies the business into higher-quality, and higher margin 
tools and technologies portfolio. The Fund recently participated in the capital raising to 
fund the acquisition, adding to our existing position having followed the company for over 
a decade.

Lifestyle Communities (LIC) is a founder-led organisation, providing affordable, resort style 
communities in Victoria via a land lease model selling homes at 70-80% of the median 
house price. LIC is supported by strong industry fundamentals with an ageing population. 
We liked the sustainability of the business model, supported by capital recycling of 
development sites, and the sustainable recurring income from rental revenue and DMF 
revenue. DMF revenue is becoming more predictable and significant as the business 
grows (and is higher margin). LIC has a strong pipeline of growth with 24 sites owned 
or currently under development, with sites growing by two per annum, with the ability to 
expand to three or four new sites per year as need. LIC was initially unearthed as a micro 
cap that has now graduated into the Ausbil Australian SmallCap Fund.
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Q: What about the energy transition and decarbonisation?

Renewable energy and the key commodities that benefit from the electrification-of-things are 
looking towards years of demand that outstrips supply. Ausbil remains positive on the outlook in 
key metals given low levels of inventory, support from ongoing economic growth in China, and 
from the long structural themes of decarbonisation, renewable energy and energy security, and 
technology-driven changes in how we live, such as the electrification-of-things, and the shift to 
electric vehicles.

The ex-100 space is replete with small companies that are positioned to capture the drive to 
decarbonisation. With Ausbil’s Global Resources Team, we benefit from specialised knowledge 
that many ex-100 strategies cannot access. This adds significant alpha potential to the strategy 
given the size of Australia’s listed resources market. We do, however, note that with the rapid rise 
in rates we have been trimming some of the winners in many of these names and have exited 
Core Lithium (CXO) in recent months on valuation grounds. We had already exited Allkem and 
IGO due to their ascension into the ASX 100 (which is a good problem to have given that we had 
to sell as they became too large for our strategy).

Q: What is the outlook for small companies moving into FY24?

We believe calendar 2023 will be a tale of two halves. The first half, many Australian mortgage 
holders have faced significant increases in their mortgage repayments as fixed mortgages roll-
off into higher cost variable rates. These are expected to place strain on household budgets 
and discretionary spend as the consumer repositions for these higher debt costs. This impact 
however may still take some time to flow through as excess savings are drawn down. 

Risk remains high across a number of fronts, including monetary policy, economic slowdown, 
and a weakening consumer. Inflation remains elevated. In a tighter economic environment, the 
geopolitical risks are pronounced. Escalating tensions in the war between Ukraine and Russia, 
and Russia’s growing distance from the rest of the world remains concerning. 

Although the Australian economy is slowing on contractionary monetary policy, we believe 
Australia’s resource economy is well-placed to outperform other developed markets with below-
trend growth, but no recession.

While Ausbil’s house view is that earnings growth will be hard to come by in FY24, key sectors 
and individual companies will still offer strong EPS growth opportunities well above consensus. 
With this in mind, we see ongoing support for earnings growth in quality industrials that exhibit 
defensive earnings that are less cyclical, and with some relative pricing power. Other sectors 
include Resources, and in Energy given the shock we have experienced from the invasion of 
Ukraine. In Resources, we have been invested extensively across the decarbonisation thematic, 
in copper, nickel, lithium and rare earths. We are avoiding sectors that are cyclical, over-exposed 
to slowing economic growth, and whose earnings are adversely impacted by inflationary 
pressures. This includes construction, retailing, some consumer discretionary and housing. 
We think inflation has peaked. As we see it slow, we will need to consider the post-inflation 
positioning for our portfolios. In the ex-100 space, there are many names that we expect will 
experience an element of re-rating in 2023 as rate rises end, and the market stabilises with 
falling inflation. 

In terms of preparing our thinking, today is when we need to be considering what sectors will 
benefit as inflation falls back, when central banks have ceased raising rates, and looking for the 
seeds of the next expansion. The complex issue is, when does this occur? Regardless, while 
we believe earnings growth in 2023 will undershoot the last two years, there are companies 
with earnings upside that are yet to be appreciated by consensus. There are also quality leaders 
whose earnings are immune to the vagaries of the cycle. This is where we are seeing the potential 
for outperformance in FY23 and FY24.
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Phone 0431 340 553
Email  marko.matosevic@ausbil.com.au

Dimitri Giannaras
Business Development Manager, NSW & ACT, Wholesale Clients
Phone 0431 576 815
Email  dimitri.giannaras@ausbil.com.au

Andrea McGarry
Business Development Manager, QLD & NT, Wholesale Clients
Phone 0411 465 426
Email  andrea.mcgarry@ausbil.com.au

Mark Knight 
Chief Executive Officer 
Phone 0438 307 841
Email  mark.knight@ausbil.com.au

Christine Leonard
Senior Manager, Institutional Business
Phone  0414 372 495
Email  christine.leonard@ausbil.com.au

William Orr
Business Development Manager NSW, Wholesale Clients
Phone 0402 620 188 
Email  william.orr@ausbil.com.au
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DISCLAIMER

General 

Research provided to a client may vary depending upon various factors 
such as a client’s individual preferences as to the frequency and manner of 
receiving communications, a client’s risk profile and investment focus and 
perspective (e.g., market wide, sector specific, long-term, short-term, etc.), 
the size and legal and regulatory constraints.

This information is for distribution only as may be permitted by law. It is not 
directed to, or intended for distribution to or use by, any person or entity who 
is a citizen or resident of, or located, in any locality, state, country or other 
jurisdiction where such distribution, publication, availability or use would be 
contrary to law or regulation or would subject Ausbil to any registration or 
licensing requirement within such jurisdiction.

This information is a general communication and is educational in nature; it is 
not an advertisement nor is it a solicitation or an offer to buy or sell any financial 
instruments or to participate in any particular trading strategy. Nothing in 
this document constitutes a representation that any investment strategy 
or recommendation is suitable or appropriate to an investor’s individual 
circumstances or otherwise constitutes a personal recommendation. 
By providing this document, none of Ausbil or its representatives has 
any responsibility or authority to provide or have provided investment 
advice in a fiduciary capacity or otherwise. Investments involve risks, and 
investors should exercise prudence and their own judgment in making their 
investment decisions. None of Ausbil or its representatives is suggesting 
that the recipient or any other person take a specific course of action or any 
action at all. By receiving this document, the recipient acknowledges and 
agrees with the intended purpose described above and further disclaims 
any expectation or belief that the information constitutes investment advice 
to the recipient or otherwise purports to meet the investment objectives of 
the recipient. The financial instruments described in the document may not 
be eligible for sale in all jurisdictions or to certain categories of investors.

The value of any investment or income may go down as well as up, 
and investors may not get back the full (or any) amount invested. Past 
performance is not necessarily a guide to future performance. Neither Ausbil 
nor any of its directors, employees or agents accepts any liability for any loss 
(including investment loss) or damage arising out of the use of all or any of 
the Information.

Prior to making any investment or financial decisions, any recipient of this 
document or the information should take steps to understand the risk and 
return of the investment and seek individualised advice from his or her 
personal financial, legal, tax and other professional advisors that takes into 
account all the particular facts and circumstances of his or her investment 
objectives.

Any prices stated in this document are for information purposes only 
and do not represent valuations for individual securities or other financial 
instruments. There is no representation that any transaction can or could 
have been effected at those prices, and any prices do not necessarily reflect 
Ausbil’s internal books and records or theoretical model-based valuations 
and may be based on certain assumptions. Different assumptions by Ausbil 
or any other source may yield substantially different results.

No representation or warranty, either expressed or implied, is provided 
in relation to the accuracy, completeness or reliability of the information 
contained in any materials to which this document relates (the “Information”), 
except with respect to Information concerning Ausbil. The Information is not 
intended to be a complete statement or summary of the securities, markets 
or developments referred to in the document. Ausbil does not undertake 
to update or keep current the Information. Any opinions expressed in this 
document may change without notice and may differ or be contrary to 
opinions expressed by other business areas or groups, personnel or other 
representative of Ausbil. Any statements contained in this Report attributed 
to a third party represent Ausbil’s interpretation of the data, 

Information and/or opinions provided by that third party either publicly or 
through a subscription service, and such use and interpretation have not 
been reviewed by the third party. In no circumstances may this document 
or any of the Information (including any forecast, value, index or other 
calculated amount (“Values”)) be used for any of the following purposes:

(i) valuation or accounting purposes;

(ii) to determine the amounts due or payable, the price or the value of any 
financial instrument or financial contract; or

(iii) to measure the performance of any financial instrument including, 
without limitation, for the purpose of tracking the return or performance of 
any Values or of defining the asset allocation of portfolio or of computing 
performance fees.

By receiving this document and the Information you will be deemed to 
represent and warrant to Ausbil that you will not use this document or any 
of the Information for any of the above purposes or otherwise rely upon 
this document or any of the Information. Except as otherwise specified 
herein, these materials are distributed by Ausbil, to persons who are 
eligible counterparties or professional clients and are only available to such 
persons. The Information does not apply to, and should not be relied upon 
by, retail clients.

The information contained in this document is given by Ausbil Investment 
Management Limited (ABN 2676316473) (AFSL 229722) (Ausbil) and has 
been prepared for informational and discussion purposes only and does 
not constitute an offer to sell or solicitation of an offer to purchase any 
security or financial product or service. Any such offer or solicitation shall 
be made only pursuant to an Australian Product Disclosure Statement or 
other offer document (collectively Offer Document) relating to an Ausbil 
financial product or service. A copy of the relevant Offer Document 
may be obtained by calling Ausbil on +612 9259 0200 or by 
visiting www.ausbil.com.au and the target market determination 
which is available at  https://www.ausbil.com.au/invest-with-us/
design-and-distribution-obligations/fund-tmds before acquiring or 
investing in the fund. This document is for general use only and does not 
take into account your personal investment objectives, financial situation 
and particular needs. Ausbil strongly recommends that you consider 
the appropriateness of the information and obtain independent financial, 
legal and taxation advice before deciding whether to invest in an Ausbil 
financial product or service. The information provided by Ausbil has been 
done so in good faith and has been derived from sources believed to be 
accurate at the time of completion. While every care has been taken in 
preparing this information. Ausbil make no representation or warranty as 
to the accuracy or completeness of the information provided in this video, 
except as required by law, or takes any responsibility for any loss or damage 
suffered as a result or any omission, inadequacy or inaccuracy. Changes in 
circumstances after the date of publication may impact on the accuracy of 
the information. Ausbil accepts no responsibility for investment decisions 
or any other actions taken by any person on the basis of the information 
included. Past performance is not a reliable indicator of future performance. 
Ausbil does not guarantee the performance of any strategy or fund or the 
securities of any other entity, the repayment of capital or any particular 
rate of return. The performance of any strategy or fund depends on the 
performance of its underlying investments which can fall as well as rise and 
can result in both capital gains and losses.

Australia The information contained in this Report has been prepared for 
general use only and does not take into account your personal investment 
objectives, financial situation or particular needs.  Ausbil is the issuer of the 
Ausbil Australian Active Equity Fund (ARSN 089 996 127), Ausbil Australian 
Geared Equity Fund (ARSN 124 196 407), Ausbil Australian Emerging 
Leaders Fund (ARSN 089 995 442), Ausbil MicroCap Fund (ARSN 130 664 
872), Ausbil Australian SmallCap Fund (ARSN 630 022 909), Ausbil Balanced 
Fund (ARSN 089 996 949), Ausbil Active Dividend Income Fund (ARSN 621 
670 120), Ausbil Australian Concentrated Equity Fund (ARSN 622 627 696), 
Ausbil Active Sustainable Equity Fund (ARSN 623 141 784), Ausbil Global 
SmallCap Fund (ARSN 623 619 625), Candriam Sustainable Global Equity 
Fund (ARSN 111 733 898), Ausbil 130/30 Focus Fund (ARSN 124 196 621), 
Ausbil Long Short Focus Fund (ARSN 642 635 498), Ausbil Global Essential 
Infrastructure Fund (ARSN 628 816 151) and Ausbil Global Resources Fund 
(ARSN 623 619 590)  (collectively known as ‘the Funds’). The information 
provided is factual only and does not constitute financial product advice. 
It does not take account of your individual objectives, financial situation or 
needs. Before you make any decision about whether to invest in a financial 
product, you should obtain and consider the Product Disclosure Statement 
of the financial product and the target market determination which is 
available at https://www.ausbil.com.au/invest-with-us/design-and-
distribution-obligations/fund-tmds before acquiring or investing in the 
fund. 
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