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Australian 
Small Companies
A risk-aware approach  
to help deliver consistent, 
absolute returns across 
investment cycles
By favouring companies with sustainable 
competitive advantages, strong financials 
and predictable earnings, we seek to 
deliver superior returns and minimise 
downside risks. Value is discovered through 
a bottom-up investment approach, with an 
emphasis on industry, financials, valuation 
and management. 

Our philosophy and value proposition
We believe that by favouring companies with sustainable 
competitive advantages, strong financials and predictable 
earnings, we can deliver superior returns and protect our 
portfolio from downside risks. Performance over multiple 
investment market cycles has proven the effectiveness of  
our investment process.

Our investment approach
We aim to add value to clients through all market conditions. 
Critical to achieving this has been the development of an 
investment framework that ensures stocks are assessed in a 
consistent manner with respect to both returns and risk. It is our 
approach to risk management and our focus on downside risk at 
the stock level that differentiates our investment approach.
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How we invest
Stage 1:
Universe screening
The first stage of our investment process screens potential 
investments to create a universe of securities that warrant 
further detailed research. A number of quantitative and 
qualitative factors are used to filter securities that are the size 
of companies in the Small Ordinaries Index. 
Stocks with any of the following characteristics are generally 
screened out:
– Forecastable cash flows do not exist by year T+2;
– The market capitalisation of the stock is less than $50 

million;
– The business model is speculative in nature;
– Management quality/reputation is assessed as non-

investment grade.
Following this screen a ‘watch list’ is determined, which 
typically includes around 250 securities.

Stage 2:
Fundamental stock analysis
We believe that all factors affecting company performance 
can be distilled into six key criteria and this provides the 
framework for our internal research effort. Each company is 
evaluated against: management, industry, financials, valuation, 
sustainability and market factors. Our research effort is 
conducted within a framework of reviewing the range of market 
views, as well as current and changing market expectations for 
performance of specific companies. These views are then 
compared to our own assessed expectations for performance.

Stage 3:
Stock selection
For each stock, a tick, dash or cross is applied to each  
of the six key criteria. A tick signifies a positive view by the 
analyst for the criteria being analysed, a dash signifies a 
neutral view and a cross signifies a negative view. Analysts 
then assess the number of ticks, dashes and crosses and 
make a recommendation on the company’s weighting within 
our portfolios. There are five possible recommendations of a 
tier of a stock’s attractiveness that analysts may make for a 
company.

Stage 4:
Portfolio construction and risk management
A commitment to risk management is one of the tenets of our 
investment process. The aim of portfolio construction is to 
align the risk/return profile of a stock and the recommendation 
from an analyst with an appropriate active position in our 
portfolios. The tiering system was developed to deliver this 
alignment in a risk-aware, disciplined manner.

How our tiering approach  
ranks exposure to stocks:

Team tier Permitted active weight range Characteristics Requirements

Tier 1 overweight +3.0% to +5.0%

Highest confidence of return expectations;

Outstanding company; 

High liquidity

At least four ticks, including:-

management        ; financials        ; valuation        ; 
industry      

Tier 2 overweight +1.0% to +3.0%

High confidence of return expectations; 

Key drivers of alpha

(where most Fund positions lie)

At least three ticks, including

management        ; financials       ;

valuation  –  or

Tier 3 -1.0% to +1.0%
Manage risk exposures (including liquidity)

Emerging companies with developing 
conviction

If owned: financials  –  or

Tier 2 underweight -1.0% to -3.0%
Large index positions in which we have 
a negative view

Financials X

Tier 1 underweight -3.0% to -5.0% Not held in long portfolios Financials X 
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Sustainability
Sustainability is one of the six key criteria we use to evaluate 
securities. Analyst assessment of a company includes 
investigation of practice, commitment and disclosure of social 
and environmental issues by management and performance 
relative to peers. 
For example, social assessment considers employee and 
stakeholder policies and human rights, environment considers 
issues of climate change, company efficiency and practices 
relative to industry and acceptable standards, and 
management commitment is measured in terms of disclosure 
policies and practices and the integration of sustainability into 
employee key performance indicators. 
Additionally, we assess how companies are managing ESG 
issues and encourage the entities in which we invest to 
improve their ESG performance and disclosure.

The team
The Small Companies team is experienced and well-
resourced, having worked together unchanged for more than 
10 years. All team members have a thorough understanding of 
portfolio construction and risk management. The team covers 
a large and dynamic universe of stocks and has a 
complementary and diverse skill set.

Dawn Kanelleas
Senior Portfolio Manager

“ We remove emotion and 
ensure discipline in the 
stock selection and 
portfolio construction 
process through portfolio 
tierings. The tiering 
process also provides 
effective control of both 
stock-specific risk and 
overall portfolio risk.”

Dawn Kanelleas
Senior Portfolio Manager

Disclaimer

This material has been prepared and issued by Colonial First State Asset Management (Australia) Limited (ABN 89 114 194 311, AFSL 289017) (Author). The Author forms part of First Sentier Investors, a global asset 
management business. First Sentier Investors is ultimately owned by Mitsubishi UFJ Financial Group, Inc (MUFG), a global financial group. 

This material is directed at persons who are professional, sophisticated or ‘wholesale clients’ (as defined under the Corporations Act 2001 (Cth) (Corporations Act)) and has not been prepared for and is not intended for 
persons who are ‘retail clients’ (as defined under the Corporations Act). This material contains general information only. It is not intended to provide you with financial product advice and does not take into account your 
objectives, financial situation or needs. Before making an investment decision you should consider, with a financial advisor, whether this information is appropriate in light of your investment needs, objectives and financial 
situation. Any opinions expressed in this material are the opinions of the Author only and are subject to change without notice. Such opinions are not a recommendation to hold, purchase or sell a particular financial product 
and may not include all of the information needed to make an investment decision in relation to such a financial product.

The product disclosure statement (PDS) or Information Memorandum (IM) (as applicable) for the Wholesale Australian Small Companies Fund, ARSN 089 460 891 Fund(s)), issued by Colonial First State Investments Limited 
(ABN 98 002 348 352, AFSL 232468) (CFSIL), should be considered before deciding whether to acquire or hold units in the Fund(s). The PDS or IM are available from First Sentier Investors. 

CFSIL is a subsidiary of the Commonwealth Bank of Australia (Bank). First Sentier Investors was acquired by MUFG on 2 August 2019 and is now financially and legally independent from the Bank. The Author, MUFG, the Bank 
and their respective affiliates do not guarantee the performance of the Fund(s) or the repayment of capital by the Fund(s). Investments in the Fund(s) are not deposits or other liabilities of MUFG, the Bank nor their respective 
affiliates and investment-type products are subject to investment risk including loss of income and capital invested. 

To the extent permitted by law, no liability is accepted by MUFG, the Author, the Bank nor their affiliates for any loss or damage as a result of any reliance on this material. This material contains, or is based upon, information 
that the Author believes to be accurate and reliable, however neither the Author, MUFG, the Bank nor their respective affiliates offer any warranty that it contains no factual errors. No part of this material may be reproduced or 
transmitted in any form or by any means without the prior written consent of the Author.

In Australia, ‘Colonial’, ‘CFS’ and ‘Colonial First State’ are trade marks of Colonial Holding Company Limited and ‘Colonial First State Investments’ is a trade mark of the Bank and all of these trade marks are used by First 
Sentier Investors under licence

Copyright © First Sentier Investors (Australia) Services Pty Limited 2019

All rights reserved.

Weights according to risk,
return and confidence.

Portfolio Construction
Screen out stocks:
– Forecastable cash flows
   do not exist by year T+2;
– Market Cap <$50 million;
– Speculative business model;
– Management quality is
   non-investment grade.

Universe Screening

Identify companies with:
– Strong management;
– Solid finiancial track
   record; and
– Compelling valuations.

Stock Selection

We typically complete
more than 1,000 company
contacts per year.

Company Visits

Our process

Michael Joukhador
Portfolio Manager

Pavlos Totsis
Portfolio Manager


