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Standing at the helm of the Alger Small Cap Focus strategy is Portfolio Manager Amy 
Zhang, whose long-term success investing in small cap stocks is getting noticed. 
Since taking over in February 2015, her distinctive approach has garnered praise from 
investment consultants and Morningstar. We asked Amy to explain her investment 
process and how the strategy stands apart from its peers.  

How does your investment approach dovetail with Alger’s philosophy? 

The process I honed over my years as a small cap manager is a natural fit with Alger’s 
investment philosophy. At Alger, we believe companies undergoing Positive Dynamic 
Change offer the best investment opportunities. For me, that means focusing on 
sectors and companies where disruptive technologies and life-saving scientific 
innovations drive long-term revenue growth and profitability. For over 12 years, I 
managed a high conviction, benchmark agnostic small cap strategy, and now at Alger 
I’m doing the same with a portfolio of 40 to 50 stocks.    

How are you differentiated from your peers?  

At our core, we identify and invest in what we believe are exceptional small companies 
that have the potential to become successful large companies. To accomplish this, we 
start by defining small in terms of revenue, rather than filtering companies by market 
cap. We generally look to initiate positions in companies with a durable business 
model, and with operating revenues of $500 million or less—in many cases quite a lot 
less, as we look for companies to double their revenue in five years. While we focus on 
revenues, our strategy’s weighted market cap still fits well in the small cap category. 

Another differentiator is that we are benchmark agnostic, with high active share 
and a portfolio of companies that are not household names. We don’t manage the 
portfolio by overweighting or underweighting relative to the benchmark, and do not 
sector rotate. For us, it’s all about fundamental, bottom-up stock selection, where we 
look for companies that can combine sustainable top line growth with high quality 
characteristics that can provide downside protection. By combining growth and quality 
characteristics in a focused portfolio, we look to offer a high conviction strategy that 
aims for lower volatility relative to our benchmark, with a Beta that is less than one and 
a lower standard deviation. 

With our dual focus on growth and quality, you typically see that our companies have 
very strong cash flow generating capabilities, plus a strong balance sheet with little 
or no debt. Having a quality bias also supports our long-term investment horizon of 
three to five years and beyond. From experience, we know that small cap investing 
requires a distinct mind-set of patience, since small companies do not often grow 
in a straight line. By using our fundamental company research to separate out the 
inevitable bumps in the road from a permanent impairment of fundamentals, we look 
to generate attractive risk-adjusted returns over the long term.   
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What investment characteristics do you look for in companies?  

For us, a key indicator that a small company can generate sustainable revenues 
is if they have a differentiated product within a large, growing and yet fragmented 
market that the company can continue to dominate. We like to see companies with 
a defensible competitive edge—a ‘wide moat’—because it gives them more control 
over pricing. Ideally, we want to see a company strengthen its competitive edge 
even further over time, and continue to gain market share. 

One example of a company with a wide moat is Blackbaud, a software firm that 
focuses on serving non-profit organizations and higher education institutions. 
By offering a robust and broad suite of software solutions specifically tailored for 
nonprofit organizations, Blackbaud helps its clients manage everything from donor 
relationships and payment processing to marketing and event management. We 
think Blackbaud can maintain its dominant position in the non-profit industry 
because it’s the only company offering an end-to-end suite of software solutions 
that is truly integrated. 

In addition to moats, we also look for signs of high financial quality and profitability, 
which for us means solid balance sheets with low or no debt and strong cash 
flow generation. Our aversion to debt is partly a byproduct of my time in credit 
structuring and origination at Citigroup. When you look at things from the credit 
side, you are always asking yourself: ‘What could go wrong?’ In that spirit, we are 
sensitive to the downside risks of debt, and it plays a key role in our selection 
process. We pay as much attention to what could go wrong as to what can go right, 
with the aim of delivering strong risk-adjusted returns over time. 

A good example of a company with high financial quality is Veeva Systems, which 
provides software solutions for the life sciences industry. It offers best-in-class 
cloud-based applications for Customer Relationship Management (CRM) and 
regulated content management with a high barrier to entry.  Veeva systems has 
strong cash flow generating capabilities, no debt, and we believe is well positioned 
to sustain high revenue growth while continuing to be one of the most profitable 
Software as a Service (SaaS) companies.    
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Sustainable Growth Firms with proven operating histories (not start-ups) 
that can deliver durable revenue streams. 

Wide Moats Market leaders with defensible competitive positons and 
di�erentiated products or services. 

High Quality Profitable growth backed by a solid balance sheet 
(low debt) and strong cash flows.  

Long-Term Vision Management with a long-term focus, where leaders are 
often founders of their firms.
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What qualities do you look for in company management?    

More often than not, having a high-quality balance sheet is the mark of strong 
management. We look for managers with a long-term, strategic vision for growth 
that transcends quarterly results. For us that frequently means chief executive 
officers who are also founders of the firms they run. In our experience, founders 
tend to take a more active role in shaping and maintaining a company’s long-term 
future. That’s the case with Veeva Co-founder and CEO Peter Gassner, who has a 
long tenure in the software industry, including experience at IBM, PeopleSoft, and 
Salesforce.com. Veeva Co-founder and President Matt Wallach has equally deep 
experience at competitors, including Siebel and several healthcare technology 
companies. That’s not to say we don’t invest in companies whose CEOs are not 
founders, but we definitely like the CEO/Founder relationship. 

How does the portfolio’s characteristics generally compare with its 
benchmark and peers? 

Compared to the Russell 2000 Growth benchmark, you’ll see our overall holdings 
generally have higher quality characteristics, and can provide a lower risk profile 
than some investors might expect from a focused portfolio. Since taking over in 
2015, the strategy has had a lower Beta than its benchmark and a higher Sharpe 
Ratio than its category peer average. While some investors point to our high 
price-to-earnings (P/E) ratio, we think focusing on P/E alone can be misleading 
for small high-growth companies, as their earnings power can grow exponentially 
over time. We focus our analysis on measuring a company’s intrinsic value to 
determine if it’s selling at an attractive price and then stress test our valuations 
across bull, bear and base case investment scenarios. When it comes to sector 
diversification, when you dig deeper into our holdings, you see that many are 
diversified by their ‘end markets’. Most of our technology companies, for example, 
focus on customers in completely separate industries, so there’s limited overlap.  

What is your typical investment horizon for stocks? 

We are long-term investors, and our investment theses are generally realized over 
years, not quarters. Our investment horizon is generally three to five years and 
sometimes longer. Like Ben Graham, we understand the market often behaves like 
a voting machine in the short run—tallying up which companies are popular and 
unpopular according to shifting market sentiments. But in the long run, we think 
the market behaves like a weighing machine—assessing the real substance of a 
company. We don’t overreact to short-term events.  

Where are you finding opportunities in today’s market?  
We think there’s long-term upside in owning companies that are at the forefront 
of transformation and innovation. Many of our portfolio holdings are in sectors of 
the U.S. economy that champion and embrace dynamic change, like information 
technology and healthcare. Also, given our current size, we are still nimble enough 
to take advantage of market volatility, when there is a disconnect between 
fundamentals and stock prices.
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Risk Disclosures: Investing in the stock market involves gains and losses and 
may not be suitable for all investors. Growth stocks tend to be more volatile 
than other stocks, as the prices of growth stocks tend to be higher in relation 
to their companies’ earnings and may be more sensitive to market, political 
and economic development. There are additional risks when investing in an 
active investment strategy, such as increased short-term trading, additional 
transaction costs and potentially increased taxes that a shareholder may pay, 
which can lower the actual return on an investment. Investing in companies of all 
capitalizations involves the risk that smaller, newer issuers in which Alger invests 
may have limited product lines or financial resources or lack of management 
depth. Stocks of small- and mid-sized companies are subject to greater risk than 
stocks of larger, more established companies owing to such factors as limited 
liquidity, inexperienced management, and limited financial resources. The Fund 
can use derivatives. A small investment in derivatives could have a potentially 
large impact on a fund’s performance. 

The discussion of the Fund’s investments and investment strategy (including 
current investment themes, the portfolio managers’ research and investment 
process, and portfolio characteristics) represents the Fund’s investments and 
the views of the portfolio managers at the time of this letter, and are subject to 
change without notice. Holdings and sector allocations are subject to change; do 
not constitute recommendations by Fred Alger Management, Inc. 

As of December  31, 2016, the securities mentioned represented the following 
percentages of Alger’s assets under management: Blackbaud 3.96%; Veeva 
3.80%. 

The Small Cap Focus Fund may have a more concentrated portfolio than other 
funds so it may be more vulnerable to changes in the market value of a single 
issuer and may be more susceptible to risks associated with a single economic, 
political, or regulatory occurrence than a fund that has a more diversified 
portfolio. Prior to August 7, 2015, the Small Cap Focus 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.

 Not all funds, strategies, or share classes are available at all firms. 
Please check with your financial advisor for details.

Before investing, carefully consider the Fund’s investment 
objective, risks, charges, and expenses. For a prospectus and 
summary prospectus containing this and other information or 
for the Fund’s most recent month-end performance data, visit 
www.alger.com, call (800) 992-3863 or consult your financial 
advisor. Read the prospectus and summary prospectus 
carefully before investing. Distributor: Fred Alger & Company, 
Incorporated. Member NYSE Euronext, SIPC. NOT FDIC 
INSURED. NOT BANK GUARANTEED. MAY LOSE VALUE.
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