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Investing in Australian Small Caps

SMALL CAPS AS AN INVESTMENT THEME

Market capitalisation is a measurement of the size of a
company. It is the current share price times the number of
outstanding shares. Small caps — or small market
capitalisation companies — refer to a sub-set of the investment
universe that has relatively lower market value. There is no
universal definition for “small capitalisation” and it differs from
market to market. For Australian equities, “small caps” usually
refers to stocks in the S&P/ASX Small Ordinaries index which
have a market value between $54M and $2.2B". Small caps
may exhibit the following characteristics:

® new or young companies with shorter operating track
record than their large-cap counterparts,

companies that offer new products or services, using new
business models, distributing through new channels or
owning reserves that can be converted into profitable
projects,

companies with a simple operation and usually within a
single geographical location,

a lack of analyst coverage which can increase the likelihood
of information asymmetry,

securities that are thinly traded and hence investors
demand a higher return to hold these stocks should they
need to liquidate their investment quickly.

One compelling reason for investing in small caps is the
growth potential that small companies offer — most of today’s
large and successful companies started small. Fortescue
Metal Group is a good example. Since formation in 2003 the
company has transformed from a mineral resources explorer
to become the world’s fourth largest producer and exporter of
iron ore today. The company produced and shipped 39 million
tons of iron ore in 2010 financial year and currently is one of
the top 50 companies (in terms of market capitalisation) listed
on the Australian Securities Exchange®. While it's true that a
small cap will not necessarily produce spectacular growth just
because it's small, it's also true that it's easier for a junior
miner to double sales or earnings than a global giant like BHP
or Rio Tinto. Other reasons for investing in small caps include
easy to understand business models and financial reports.
Operating in a single jurisdiction or having only a few products
or services makes it easier for investors to understand
individual companies without the need to have sophisticated
business or financial backgrounds.

Precise in a world that isn‘t.

Due to the associated risks and characteristics, small caps
aren't necessarily an investment choice for every investor, but
they do offer some appealing attributes such as the ability to
grow rapidly. Factors such as high business risks, thinly traded
or lack of analyst coverage can be viewed as a disadvantage,
but for some investors, these factors can actually present an
opportunity.

S&P/ASX SMALL ORDINARIES INDEX

The S&P/ASX Small Ordinaries Index is a key benchmark for
small-cap investment in the Australian equity market. It is a
subset of the S&P/ASX 300 Index comprising shares included
in the S&P/ASX 300 Index but not included in the S&P/ASX 100
Index (See Figure 1). The Index covers approximately 6% of the
Australian equity market by capitalisation. Further information
on the Index, including its past performance, is available on the
S&P website at www.indices.standardandpoors.com. Figure 2
provides a GICS sector breakdown of the index.

FIGURE 1: MAP OF S&P/ASX INDICES
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FIGURE 2: BREAKDOWN OF S&P/ASX SMALL ORDINARIES
INDEX BY GICS SECTOR
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HIGHER EXPOSURETO SMALLER RESOURCE COMPANIES
Unlike the broader market index like the S&P/ASX 200 which
is dominated by the financials sector; the small-cap index is
dominated by small resource and industrial companies with
financials accounting for less than 15% of the market
capitalisation (See Figure 3). As a result, the risk and return
characteristics of the S&P/ASX Small Ordinaries Index is
driven by the small resource and industrial companies.

FIGURE 3: S&P/ASX SMALL ORDINARIES INDEX COMPARED
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FIGURE 4: HISTORICAL PERFORMANCE, DECEMBER 2000 -
DECEMBER 2010
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HISTORICAL PERFORMANCE

Academic research and practitioners both recognise a role
that a small-cap investment can play in an investor’s portfolio.
Due to their different characteristics and risk profiles, one can
expect small caps to perform differently from their large-cap
counterparts. Historical performance of the Australian equity
market supports this argument. There have been periods
where the S&P/ASX Small Ordinaries outperformed the large
caps significantly and there have been periods where large
caps provided superior returns (Figure 4). Historical
performance is not an indication of future performance which
could substantially differ.

Precise in a world that isn‘t.

Source: SSgA, S&P/ASX

HIGHER RETURN AND HIGHER RISK

Small cap stocks generally represent less established
companies. While this makes them faster growing and
potentially more profitable, it also means they are much more
volatile than well established large cap stocks. Figure 5
shows, while producing a slightly better return over the last
decade, small caps had also experienced higher volatility than
the broader market. As a measure of risk, standard deviation
(or variation of returns) was significantly higher for small caps
than the broader market index for the 10 years ended
December 2010 (Figure 6). For small caps over this period
higher return has in fact meant higher risk.

FIGURE 5: HISTORICAL ANNUAL PERFORMANCE, DECEMBER
2000 - DECEMBER 2010
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FIGURE 6: RISK AND RETURN FOR 10-YEAR ENDED DECEMBER 2010
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SPDR S&P/ASX SMALL ORDINARIES FUND

Exchange Traded Funds (ETFs) have become increasingly
popular among both institutional and retail investors as a
means of gaining passive exposure to a market segment or
index. An ETF contains a basket of shares that tracks a
specific index, providing instant diversification compared to a
single share. ETFs can be bought and sold on listed stock
exchanges through brokers just like normal shares, giving
investors full control and flexibility over their investment.

Benefits of investing in a passive ETF include trading flexibility,
diversification, low management costs and transparency.
Given they are passively managed, ETFs tend to have lower
turnover than actively managed funds, which can reduce
overall transaction costs. Another major advantage of an ETF
strategy is its transparency. Transparency levels are high;
investors usually have access to the underlying index
methodology, with performance and regular reporting also
required by the Australian Securities Exchange.

The SPDR® S&P/ASX Small Ordinaries Fund tracks the S&P/ASX
Small Ordinaries Index and has been launched with a particular
view to investors seeking exposure to the small-cap segment
of the Australian equity market. Investors should consult

the PDS which is available from http://www.spdrs.com.au
before investing.
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POTENTIAL INVESTORS:

e INVESTORS SEEKING AN ECONOMICAL, PRECISE, WELL-
DIVERSIFIED EXPOSURETO SMALL CAP SEGMENT OF THE
AUSTRALIAN EQUITY MARKET: The ETF provides exposure
to a diverse set of stocks and sectors in the S&P/ASX Small
Ordinaries Index, a small cap benchmark for Australian
equity market.

INVESTORS SEEKING LONG-TERM GROWTH looking for
exposure to the high growth potential offered by smaller
size companies — most large and successful companies
started as a small company.

INVESTORS WITH ATOLERANCE FOR VOLATILITY: while
providing the potential for higher returns over time,
historically small caps have experienced higher volatility and
aren't necessarily suitable for every portfolio, especially for
investors with a shorter investment horizon.

ABOUT SPDR® EXCHANGE TRADED FUNDS

Offered by State Street Global Advisors, SPDR ETFs are a
family of ETFs that provide investors with the flexibility to
select investments that are precisely aligned to their
investment strategy. Recognised as an industry pioneer, State
Street Global Advisors created the first ever ETF in 1993 - the
SPDR S&P 500°, which is currently the world's largest ETF In
2001, SSgA introduced ETFs in Australia when it launched the
SPDR S&P/ASX 200 Fund and the SPDR S&P/ASX 50 Fund.
Currently, State Street Global Advisors manages
approximately US$255 billion of ETF assets worldwide.*

For more information about our ETFs or how to invest,
please call +612 9240 7600 or email info@spdrs.com.au.

*This AUM includes the assets of the SPDR Gold Trust (approx. US$58
billion as of December 31, 2010), for which State Street Global Markets,
LLC, an affiliate of State Street Global Advisors serves as the marketing
agent.
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" Source: S&P/ASX as at 31 January 2011

? Source: http://www.fmgl.com.au and FMG's 2010 Annual Report

The issuer of units in SPDR S&P/ASX 50 Fund (ARSN 097 712 420), SPDR S&P/ASX 200 Fund (ARSN 097 712 377) and SPDR S&P/ASX 200 Listed Property
Fund (ARSN 099 389 821), SPDR MSCI Australia Select High Dividend Yield Fund (ARSN 145 353 591), SPDR S&P/ASX Small Ordinaries Fund (ARSN 149 869
992), SPDR S&P/ASX 200 Financials EX A-REIT Fund (ARSN 149 870 020) and SPDR S&P/ASX 200 Resources Fund (ARSN 149 870 002) is State Street Global
Advisors, Australia Services Limited (ABN 16 108 671 441, Australian financial services licence number 274900). A product disclosure statement for units in
each of these funds is available at www.spdrs.com.au. Investors should consider the product disclosure statement in deciding whether to acquire, or continue
to hold, units in an ETF. An investment in a Fund does not represent a deposit with or a liability of any company in the State Street Corporation group of
companies including State Street Bank and Trust Company (ABN 70 062 819 630) (AFSL 238276) and is subject to investment risk including possible delays in
repayment and loss of income and principal invested.

No company in the State Street Corporation group of companies, including SSgA, State Street Bank and Trust Company, SSgA, ASL and State Street Australia
Ltd (ABN 21 002 965 200) guarantees the performance of the Funds or the repayment of capital or any particular rate of return, or makes any representation
with respect to income or other taxation consequences of any investment in a Fund.

“SPDR" is a trademark of Standard & Poor’s Financial Services LLC (“S&P") and has been licensed for use by State Street Corporation. STANDARD & POOR'S,
S&P, SPDR, S&P 500 have been registered in many countries as trademarks of Standard & Poor’s Financial Services LLC and have been licensed for use by
State Street Corporation. No financial product offered by State Street Corporation or its affiliates is sponsored, endorsed, sold or promoted by S&P or its
affiliates, and S&P and its affiliates make no representation, warranty or condition regarding the advisability of buying, selling or holding units/shares in such
products. Further limitations and important information that could affect investors’ rights are described in the PDS for the applicable product.

Standard & Poor's S&P Indices are trademarks of Standard & Poor’s Financial Services LLC.

“S&P" and “"ASX", as used in the terms S&P/ASX 50, S&P/ASX 200, S&P/ASX 200 Listed Property, S&P/ASX 200 Resources, S&P/ASX 200 Financials ex
A-REIT and S&P/ASX Small Ordinaries, are trademarks of the Australian Securities Exchange (“ASX") and Standard & Poor’s Financial Services LLC (“S&P")
respectively, and has been licensed for use by State Street Global Advisors Australia Limited. SPDR products are not sponsored, endorsed, sold or promoted
by S&P or ASX, and neither S&P nor ASX make any representation regarding the advisability of investing in SPDR products. You should consider the Product
Disclosure Statement in deciding whether to acquire, or to continue to hold such products.

MSCI Australia Select High Dividend Yield Index is an index of MSCI, Inc. (“MSCI”) and has been licensed for use for certain purposes by State Street Global
Advisors, Australia, Limited. The SPDR® MSCI Australia Select High Dividend Yield ETF (“the ETF") is based on a custom MSCI Index and is not sponsored,
endorsed, sold or promated by MSCI, any of its affiliates, any of its information providers or any other third party involved in, or related to, compiling,
computing or creating any MSCI Index. MSCI makes no warranties and bears no liability with respect to the ETF. MSCI has no responsibility for and does not
participate in the management of the ETF assets or sale of the ETF shares. The Product Disclosure Statement contains a more detailed description of the
limited relationship MSCI has with State Street Global Advisors, Australia, Limited.

ETFs trade like stocks, are subject to investment risk, fluctuate in market value and may trade at prices above or below the ETFs net asset value. Brokerage
commissions and ETF expenses will reduce returns.

These investments may have difficulty in liquidating an investment position without taking a significant discount from current market value, which can be a
significant problem with certain lightly traded securities. Diversification does not ensure a profit or guarantee against loss.

Passive management and the creation/redemption process can help minimise capital gains distributions. Frequent trading of ETFs could significantly increase
commissions and other costs such that they may offset any savings from low fees or costs.

Precise in a world that isn‘t.




