
Investment Philosophy and Process

AIM Basic Value Fund 

Investment philosophy
Our objective is to create wealth by maintaining a long-term investment horizon and 
investing in companies that we believe are signifi cantly undervalued on an absolute 
basis. The fund’s philosophy is based on two elements that have extensive theoretical 
and empirical support: 
• Companies have a measurable estimated intrinsic value1 that is based on the future 

cash fl ows generated by the business. Importantly, this value is independent of the 
stock market. 

• Market prices are more volatile than business values, and investors regularly 
overreact to negative news. 

We believe that the common stocks of companies trading below their estimated intrinsic 
value because of excessive short-term investor pessimism offer attractive investment 
potential. We further believe a diversifi ed portfolio of such stocks provides the best 
opportunity for superior long-term investment results. 

 Universe defi nition
Our investment universe includes the largest 1,000 U.S. companies but is generally 
focused on those companies with market capitalizations in excess of $5 billion (about 
500 companies). 

We maintain a proprietary database of intrinsic value estimates independent of the 
market for these 500 companies. We use consistent valuation assumptions across the 
universe and review the assumptions at least annually. 

The primary drivers in our calculation of estimated intrinsic value are:
• Free cash fl ow
• Incremental return on invested capital
• Growth
• Capital structure

As a result, the database puts every company on a level playing fi eld and enables us 
to rank stocks based on appreciation potential across the universe. We believe this 
is a signifi cant competitive advantage. We also use a variety of simple screens and 
quantitative models to identify potential investments that may not be included in our 
estimated intrinsic value database.

Stock selection
To purchase a stock, we require a minimum of 50% upside potential to our estimate of 
intrinsic value over our two- to three-year investment horizon. Additionally, purchase 
candidates with the requisite upside potential are subject to exhaustive fundamental 
analysis and an assessment of portfolio suitability, including:
• Historic economic fi nancial statements that correct for distortions permitted by 

generally accepted accounting principles (GAAP).
• A discounted cash fl ow model with 10 years of projected income statements, balance 

sheets and cash fl ow statements driven by growth and marginal return assumptions.
• A detailed analysis of normalized earnings power. 
• An estimate of sustainable growth and marginal return on invested capital.
• Traditional competitive analysis of the company and its industry.
• Assessment of fi nancial strength and capital adequacy.
• Intangible considerations such as management performance.

Investment Process 

Universe Defi nition
Intrinsic value database comprising:
• 1,000 largest U.S. companies 
• Consistent valuation assumptions 
•  Absolute valuations independent 

of market

50% Upside Potential
▼

Fundamental Analysis
• Competitive position 
• Management execution 
• Economic fi nancial statements 
• Estimated intrinsic value inputs

Portfolio Candidates
▼

Portfolio Construction 
40-60 Stocks

• Improve portfolio upside
•  Maintain or reduce portfolio risk
• Limit industry concentration
•  Diversify common business drivers
•  Minimize common macro-dependence
•  Control capital market dependency
• Measure transient risk factors 

Portfolio 
rebalance

•  New
information 

•  Maintenance 
research

▼

Sell Discipline

▼
▼

▼
▼

1  Managers believe intrinsic value represents the inherent business value of portfolio holdings during a 
two- to three-year investment horizon based on their estimates of future cash fl ow. Intrinsic value estimates 
are independent of market price and as a result market price may never refl ect intrinsic value estimates, 
especially for an entire portfolio.



Consider the investment objectives, risks, and charges and expenses carefully. For this and other information about AIM funds, 
obtain a prospectus from your fi nancial advisor and read it carefully before investing.

Note: Not all products, materials or services available at all fi rms. Advisors, please contact your home offi ce.
 Diversifi cation does not guarantee a profi t or eliminate the risk of loss. 

Discounted cash fl ow is an investment valuation method that considers the time value of money to estimate future cash fl ow.
Commonality measures the similarity of holdings between two portfolios using the lowest common percentage method. This method looks at the percentage of total 

net assets each security represents within its respective portfolio and aggregates the lower of the two percentages. Commonality is a determinant of portfolio correlation.
 Invesco AimSM is a service mark of Invesco Aim Management Group, Inc. Invesco Aim Advisors, Inc., Invesco Aim Capital Management, Inc., Invesco Aim Private 
Asset Management, Inc. and Invesco PowerShares Capital Management LLC are the investment advisors for the products and services represented by Invesco Aim; 
they each provide investment advisory services to individual and institutional clients and do not sell securities. Please refer to each fund’s prospectus for information 
on the fund’s subadvisors. Invesco Aim Distributors, Inc. is the U.S. distributor for the retail mutual funds, exchange-traded funds and institutional money market funds 
represented by Invesco Aim. All entities are indirect, wholly owned subsidiaries of Invesco Ltd.
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Portfolio construction
We construct a portfolio of 40 to 60 stocks that is diversifi ed across economic sectors 
and other risk factors. Portfolio construction is largely a function of our bottom-up 
process of identifying value opportunities with careful attention to the diversifi cation 
of risk. We do not mimic a static benchmark in an attempt to neutralize short-term 
performance risk. We believe that popular risk management tools based on short-term 
volatility relative to a market index more accurately capture benchmark risk rather than 
the more complex nature of investment risk. 

We interpret investment risk as: 
• A permanent loss of investment capital.
• A lower-than-expected return over our investment horizon.
• Poor diversifi cation or limitation of portfolio commonality.

In an attempt to manage these risks, we strive to limit portfolio concentrations across 
multiple dimensions of potential risk, including industry exposure, common macro-
business drivers, capital market dependency and other factors that may create 
correlation among holdings.

Sell discipline
We strongly believe the key to successful execution of our strategy is a well-honed buy 
decision. However, a strong sell discipline is an important element of optimizing risk and 
reward. We review a stock for sale for any of the following reasons:  
•  We seek to capitalize on a more attractive investment opportunity.
•  A stock is trading signifi cantly above our estimate of intrinsic value.
•  Permanent, fundamental deterioration results in a reduction in estimated intrinsic 

value with inadequate upside potential or unexpected deterioration in fi nancial 
strength. 

About risk
Prices of equity securities change in response to many factors, including the historical and prospective earnings of the issuer, the 
value of its assets, general economic conditions, interest rates, investor perceptions and market liquidity.
 Foreign securities have additional risks, including exchange rate changes, political and economic upheaval, relative lack of 
information, relatively low market liquidity, and the potential lack of strict fi nancial and accounting controls and standards.

The fund may use enhanced investment techniques such as derivatives. The principal risk of derivatives is that the fl uctuations in 
their values may not correlate perfectly with the overall securities markets. Derivatives are subject to counterparty risk — the risk that 
the other party will not complete the transaction with the fund. 

Leveraging entails risks such as magnifying changes in the value of the portfolio’s securities. 
 There is no guarantee that the investment techniques and risk analysis used by the fund’s portfolio managers will produce the 
desired results.
 The prices of securities held by the fund may decline in response to market risks.
 The fund invests in “value” stocks, which can continue to be inexpensive for long periods of time and may never realize their full value.
 Although the fund’s returns during certain periods were positively affected by its investments in initial public offerings (IPOs), there 
can be no assurance that the fund will have favorable IPO investment opportunities in the future. 

Because a large percentage of the fund’s assets may be invested in securities of a limited number of companies, each investment 
has a greater effect on the fund’s overall performance and any change in the value of those securities could signifi cantly affect the 
value of an investment in the fund.



Supplemental Information

As of Sept. 30, 2009, Invesco Aim’s assets under management were approximately $157 billion and Invesco Ltd.’s assets under 
management were approximately $417 billion.
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Consider the investment objectives, risks, and charges and expenses carefully. For this and other information 
about AIM funds, obtain a prospectus from your fi nancial adviser and read it carefully before investing.

Note: Not all products, materials or services available at all fi rms. Advisers, please contact your home offi ce.
Invesco AimSM is a service mark of Invesco Aim Management Group, Inc. Invesco Aim Advisors, Inc., Invesco Aim Capital Management, Inc., 

Invesco Aim Private Asset Management, Inc. and Invesco PowerShares Capital Management LLC are the investment advisers for the products 
and services represented by Invesco Aim; they each provide investment advisory services to individual and institutional clients and do not 
sell securities. Please refer to each fund’s prospectus for information on the fund’s subadvisers. Invesco Aim Distributors, Inc. is the U.S. 
distributor for the retail mutual funds, exchange-traded funds and institutional money market funds represented by Invesco Aim. All entities 
are indirect, wholly owned subsidiaries of Invesco Ltd.

It is anticipated that on or about the end of the fourth quarter of 2009, Invesco Aim Advisors, Inc., Invesco Aim Capital Management, Inc., 
Invesco Aim Private Asset Management, Inc. and Invesco Global Asset Management (N.A.), Inc. will be merged into Invesco Institutional 
(N.A.), Inc., and the consolidated adviser fi rm will be renamed Invesco Advisers, Inc. Additional information will be posted at invescoaim.com 
on or about the end of the fourth quarter of 2009.
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