
S

Alger Small Cap Focus Fund 

Market Environment

After a challenging 2022, bearish investor sentiment reversed course on hopes of the Federal 
Reserve (the Fed) pausing their interest rate hiking cycle, with the S&P 500 Index up 7.03% 
during the first quarter of 2023. Accordingly, outperformance within Information Technology, 
Communication Services and Consumer Discretionary sectors stemmed from disinflation 
momentum, indicating a potential peak in interest rates. On the other hand, 
underperformance within the Financials sector was attributed to heightened concerns 
around banking stability. In February, the Fed slowed the pace of rate hikes to 25 basis points 
(bps), after hiking 50 bps in December, where Fed Chair Jerome Powell acknowledged the 
disinflation trend and did not pushback against the loosening of financial conditions, where 
U.S. Treasury yields across the curve fell during the quarter. However, Powell emphasized 
the need to combat inflationary pressures, notably core services, and reiterated the need to 
stay vigilant given the tight labor market. For instance, U.S. employment data presented a 
mixed picture, with notable payroll gains in January and February, contrasted by an increase 
in the unemployment rate (3.6% from 3.5%), driven in part by rising labor force participation 
(62.5% from 62.3%). The February Consumer Price Index (CPI) reported that both headline 
and core inflation saw a slight year-over-year deceleration compared to the December 
report. While multiple CPI components have improved in the past year, rising shelter costs 
remain persistent. In March, concerns around bank funding and liquidity emerged after two 
regional banks failed, leading to significant deposit outflows at the regional level. While 
uninsured deposits at the two failed banks were protected by a combination of the Fed, U.S. 
Treasury and Federal Deposit Insurance Corporation (FDIC), market concerns were 
contained after the Fed announced an emergency liquidity program, along with some bank 
M&A activity. At the end of the quarter, the Fed raised rates another 25 bps during their 
March meeting, bringing the Fed Funds rate to 5.00%. The Russell 3000 Growth Index rose 
13.85%, outperforming the Russell 3000 Value Index’s return of 0.91% for the quarter.

For the quarter, small cap growth stocks, as measured by the Russell 2000 Growth Index, 
rose 6.07%.

During the quarter, we continued to observe secular themes that we believe are creating 
attractive investment opportunities - corporations are digitizing their operations, cloud 
computing is growing and supporting innovation, and artificial intelligence is at an inflection 
point in our view, potentially enabling significant increases in productivity. In the Health Care 
sector, we believe that advances in surgical technologies and innovations within genomic 
sequencing offer compelling opportunities ahead. 
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• During the first quarter of 2023, the largest portfolio sector weightings were Health Care 
and Information Technology. The largest sector overweight was Health Care and the 
largest sector underweight was Industrials.  

• The Health Care and Energy sectors contributed to relative performance while Information 
Technology and Industrials were among sectors that detracted from results.

Highlights

Portfolio Management

Investment Strategy
Invests in a focused portfolio of approximately 50 
holdings of primarily small cap companies identified 
through our fundamental research as demonstrating 
promising growth potential. Seeks long-term capital 
appreciation.

Amy Zhang, CFA
Executive Vice President
Portfolio Manager
28 Years Investment Experience 

Benchmark

Russell 2000 Growth

Ticker Symbols

Class A AOFAX
Class C AOFCX
Class I AOFIX
Class Y AOFYX
Class Z AGOZX

Portfolio Update

Class A shares of the Alger Small Cap Focus Fund underperformed the Russell 2000 Growth 
Index during the first quarter of 2023. Natera, Inc., Guidewire Software, Inc., and Heska
Corporation were among the top contributors to performance. 

• Heska Corporation sells diagnostic tools and specialty products to the animal health 
market. Specifically, Heska sells blood testing and supplies, digital imaging products, 
software and single-use products primarily for cats and dogs. The company also offers 
private label vaccines and pharmaceutical produces primarily for cattle and other small 
mammals. Shares contributed to performance after the company reported strong fiscal 
fourth quarter results, where better-than-expected revenues were driven mainly by the 
consumables segment, as strong global analyzer placement growth, premium chemistry 
placement growth, and general price strength helped offset inflation. Additionally, 
management initiated a 2023 revenue outlook ahead of consensus. On April 3, 2023, 
Heska announced that private company Mars, Incorporated had agreed to take it private at 
$120 per share.

Standardized performance is available on 
page 3.
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• Guidewire Software, Inc., offers on-premises and cloud-based 
solutions for property and casualty (P&C) insurance companies, 
automating processes such as premium billings, claims 
management, and policy fulfillment. Under the InsuranceSuite
brand, the company provides three core systems: BillingsCenter, 
ClaimsCenter, and PolicyCenter. During the period, shares 
contributed to performance after the company reported strong 
fiscal second quarter results, where revenues and operating 
profits exceeded analyst estimates. Moreover, strong 
performance was attributable to ongoing cloud traction as the 
company continued to see large cloud momentum across tier-1 
and tier-2 carriers. Management also raised gross margin 
guidance by another 200 basis points for the full year, 
approximately 500 basis points ahead of what management 
projected in October 2022. We believe the company appears well 
positioned to capitalize on cloud transitions over the long-term.  

• Natera, Inc. is a specialty lab providing genetic testing services in 
the reproductive health, oncology and transplant markets. 
Natera's test portfolio falls under three categories: (1) 
reproductive health; (2) oncology; and (3) transplant. 
Reproductive health tests are run to screen for common genetic 
disorders such as trisomy 13, 18, and 21 in pregnant women -
these tests are also known as non-invasive prenatal testing 
(NIPT). The company's oncology franchise is led by Signatera, a 
test used to detect minimal residual disease (MRD) - the 
applications of this test are primarily to monitor therapy 
response and detect cancer recurrence. Lastly, Natera's
transplant franchise is led by Prospera, a test used to monitor 
transplant organ rejection. Natera's tests are all based on the 
company's proprietary liquid biopsy platform to detect cell-free 
DNA. During the period, shares contributed to performance 
primarily driven by strong fiscal fourth quarter results, solid 2023 
financial guidance and positive reimbursement coverage 
decisions. Specifically on reimbursement, Natera announced in 
February that Centers for Medicare & Medicaid Services (CMS) 
would be covering the company's Signatera Breast test for 
eligible breast cancer patients. This is an important update as the 
company is already running a significant volume of Signatera
Breast tests with limited reimbursement. Consequently, we 
believe CMS coverage should contribute to additional revenue, 
margin, and cash flow. Natera also announced the first two 
positive commercial payer coverage decisions for Signatera in 
March 2023.

Xometry, Inc., Clearwater Analytics Holdings, Inc. and Gitlab, Inc. 
were among the top detractors from performance.

• Xometry is a leading two-sided marketplace for on-demand 
manufacturing services. The company provides real-time access 
to global manufacturing demand and capacity, with sourcing and 
pricing available across a network of buyers and sellers. This 
marketplace enables buyers (e.g., engineers and product 
designers) to efficiently source manufacturing processes and 
sellers of manufacturing services to grow their businesses. 
Xometry’s AI-enabled technology platform is powered by 
proprietary machine learning algorithms, resulting in a 
sophisticated marketplace for manufacturing. During the period, 
the company reported weaker-than-expected fiscal fourth 
quarter revenues and guided fiscal first quarter and full-year 
2023 below consensus. Management noted that suppliers 
accepted orders more quickly than usual on the Xometry
platform due to a challenging macroeconomic environment, 
causing the proprietary algorithm to reduce market pricing, 
resulting in weaker revenue growth and gross margin 
compression. The company adjusted their proprietary algorithm 
in January and expects gross margins to improve throughout the 
year.

• Clearwater Analytics Holdings, Inc. offers investment accounting, 
reporting, performance measurement, compliance monitoring, 
and risk analytics solutions for asset managers, insurance 
companies, and large corporations. Founded in 2004 and 
headquartered in Boise, Idaho, the company's platform 
aggregates and normalizes data on over $5.6 trillion of global 
invested assets for over 1,000 clients. Clearwater's cloud-native 
solution modernizes an industry long dominated by high-cost, 
difficult-to-use legacy technologies and processes that lack data 
integrity, traceability, and require substantial manual 
intervention. We believe Clearwater's core end markets are in the 
early stages of a multi-year technology upgrade cycle, driven by 
investments in diverse financial instruments for yield and cost 
optimization efforts. Recently, the company transitioned its 
pricing model from a fee-based to a subscription-based model, 
enhancing revenue predictability and mitigating risk during 
economic downturns. Clearwater's 98% gross retention and 
rapid pricing model transition underscore the solution's mission-
critical nature, in our view. While shares detracted from 
performance due to concerns around end market exposure to 
financial institutions (e.g., regional banks), we have confirmed 
that Clearwater has minimal exposure to distressed financial 
institutions such as SVB Financial Group, indicating that 
company fundamentals remain intact, in our view.

• GitLab, Inc. is a “DevOps” platform that enables organizations to 
develop (Dev) software quickly and efficiently while streamlining 
IT operations (Ops) with clear security and compliance. Its single, 
unified application simplifies use and ensures visibility and 
control over the entire DevOps lifecycle. As technology 
requirements change rapidly, GitLab's robust, easy-to-install and 
updateable application helps organizations stay current with 
codes, security and compliance. While the company reported 
solid fiscal fourth quarter results driven by better-than-expected 
revenues, shares detracted from performance after 
management lowered their 2023 calendar year revenue guidance 
that was well below consensus. Management attributed the 
downward revision to deteriorating macroeconomic conditions, 
citing material signs of increased budget scrutiny, potential 
pipeline delays and a lower net dollar retention rate. However, the 
company emphasized that the downward revision was not 
because of product issues or intensifying competition. While 
operating headwinds may persist throughout the year, as per 
management’s conservative guidance, we believe shares reflect 
these headwinds. Further, we believe company fundamentals 
remain intact, given key performance indicators such as annual 
recurring revenue and pending customer contracts appear 
strong. 
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Average Annual Total Returns (%) (as of 3/31/23)

QTR YTD 1Year 3Years 5Years 10 Years Since Inception

Class A (Incepted 3/3/08)
Without Sales Charge 3.38 3.38 -22.20 -1.49 2.20 7.85 7.30
With Sales Charge -2.05 -2.05 -26.29 -3.24 1.11 7.27 6.92

Russell 2000 Growth Index 6.07 6.07 -10.60 13.36 4.26 8.49 (Since 3/03/08)   8.60

Total Annual Operating Expenses by Class
(Prospectus Dated 3/1/23)

A: 1.32%    

Performance shown is net of fees and expenses.
Only periods greater than 12 months are annualized.
Prior to August 7, 2015, the Fund followed different investment strategies under the name “Alger Growth Opportunities Fund” and prior to February 12, 2015 was managed by a different 
portfolio manager. Effective August 7, 2015, the Fund's primary benchmark is the Russell 2000 Growth Index.
The performance data quoted represents past performance, which is not an indication or a guarantee of future results. Investmentreturn and principal value of an investment will 
fluctuate so that an investor’s shares, when redeemed, may be worth more or less than their original cost. Current performance may be lower or higher than the performance 
quoted. Performance figures assume all distributions are reinvested. Returns with sales charges reflect a maximum front-end sales charge on Class A Shares of 5.25%.  For 
performance current to the most recent month end, visit www.alger.com or call 800.992.3863.

04.11.23 SCFFC 1Q23Fred Alger & Company, LLC 100 Pearl Street, New York, NY 10004 /  800.223.3810  / www.alger.com

The views expressed are the views of Fred Alger Management, LLC (“FAM”) and its affiliates as of March 31, 2023. These views are subject to change at any time and may not 
represent the views of all portfolio management teams. These views should not be interpreted as a guarantee of the future performance of the markets, any security or any 
funds managed by FAM. These views are not meant to provide investment advice and should not be considered a recommendation to purchase or sell securities. Holdings and 
sector allocations are subject to change.

Risk Disclosures: Investing in the stock market involves risks, including the potential loss of principal. Growth stocks may be more volatile than other stocks as their prices 
tend to be higher in relation to their companies’ earnings and may be more sensitive to market, political, and economic developments. Local, regional or global events such as 
environmental or natural disasters, war, terrorism, pandemics, outbreaks of infectious diseases and similar public health threats, recessions, or other events could have a 
significant impact on investments. A significant portion of assets may be invested in securities of companies in related sectors or industries, and may be similarly affected by 
economic, political, or market events and conditions and may be more vulnerable to unfavorable sector or industry developments. Investing in companies of small 
capitalizations involves the risk that such issuers may have limited product lines or financial resources, lack management depth, or have limited liquidity. Assets may be 
focused in a small number of holdings, making them susceptible to risks associated with a single economic, political or regulatory event than a more diversified portfolio. 
Foreign securities involve special risks including currency fluctuations, inefficient trading, political and economic instability, and increased volatility. At times, the Portfolio 
may hold a large cash position, which may underperform relative to equity securities. 

The Consumer Price Index (CPI) measures the monthly change in prices paid by U.S. consumers. The Bureau of Labor Statistics (BLS) calculates the CPI as a weighted 
average of prices for a basket of goods and services representative of aggregate U.S. consumer spending.

The S&P 500 Index is an index of large company stocks considered to be representative of the U.S. stock market. The Russell 2000® Growth Index measures the performance 
of the small cap growth segment of the U.S. equity universe. It includes those Russell 2000 companies with higher growth earning potential as defined by Russell's leading 
style methodology. The Russell 2000 Growth Index is constructed to provide a comprehensive and unbiased barometer of the small to mid-cap growth market. The Russell 
3000® Growth Index combines the large-cap Russell 1000® Growth, the small-cap Russell 2000® Growth and the Russell Microcap® Growth Index. It includes companies that 
are considered more growth oriented relative to the overall market as defined by Russell's leading style methodology. The Russell 3000 Growth Index is constructed to provide 
a comprehensive, unbiased, and stable barometer of the growth opportunities within the broad market. The Russell 3000® Growth Index performance does not reflect 
deductions for fees or expenses. The Russell 3000 Value index is an unmanaged index considered representative of U.S. value stocks. Index performance does not reflect 
deduction for fees, expenses, or taxes. Investors cannot invest directly in an index.

The indices presented are provided for illustrative purposes, reflect the reinvestment of dividends and do not assess fees and expenses that would have the effect of reducing 
returns. Investors cannot invest directly in any index.  The index performance does not represent the returns of any portfolio advised by Fred Alger Management, LLC and 
actual client results might differ materially than the indices shown.  Note that past performance is no guarantee of future results.  Comparison to a different index might have 
materially different results than those shown. 

Frank Russell Company (“Russell”) is the source and owner of the trademarks, service marks and copyrights related to the Russell Indexes. Russell® is a trademark of Frank 
Russell Company. Neither Russell nor its licensors accept any liability for any errors or omissions in the Russell Indexes and / or Russell ratings or underlying data and no party 
may rely on any Russell Indexes and / or Russell ratings and / or underlying data contained in this communication. No further distribution of Russell Data is permitted without 
Russell’s express written consent. Russell does not promote, sponsor or endorse the content of this communication.

The S&P indexes are a product of S&P Dow Jones Indices LLC and/or its affiliates and has been licensed for use by Fred Alger Management, LLC and its affiliates. Copyright 
2023 S&P Dow Jones Indices LLC, a subsidiary of S&P Global Inc. and/or its affiliates. All rights reserved. Redistribution or reproduction in whole or in part are prohibited 
without written permission of S&P Dow Jones Indices LLC. For more information on any of S&P Dow Jones Indices LLC’s indices please visitwww.spdji.com. S&P® is a 
registered trademark of Standard & Poor’s Financial Services LLC and Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC. Neither S&P Dow Jones 
Indices LLC, Dow Jones Trademark Holdings LLC, their affiliates nor their third party licensors make any representation or warranty, express or implied, as to the ability of any 
index to accurately represent the asset class or market sector that it purports to represent and neither S&P Dow Jones Indices LLC, Dow Jones Trademark Holdings LLC, their 
affiliates nor their third party licensors shall have any liability for any errors, omissions, or interruptions of any index or the data included therein.

Alger pays compensation to third party marketers to sell various strategies to prospective investors.

The following positions represented the noted percentages of portfolio assets as of March 31, 2023: Natera, Inc., 4.3%; Heska Corporation, 3.16%; Guidewire Software, Inc., 
3.19%; Xometry, Inc. Class A, 0.82%; Clearwater Analytics Holdings, Inc. Class A, 2.73%; and Gitlab, Inc. Class A, 0.69%; 

Before investing, carefully consider the Fund’s investment objective, risks, charges, and expenses. For a prospectus and a 
summary prospectus containing this and other information about the Fund, call (800) 992-3863, visit www.alger.com, or 
consult your financial advisor. Read it carefully before investing. Distributor: Fred Alger & Company, LLC. NOT FDIC INSURED. 
NOT BANK GUARANTEED. MAY LOSE VALUE.
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