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Q4 2020 Performance Update & Commentary
2020 marked the best year in the KL Allocation Fund’s history for total return. The fund gained 
20.94% for the year, besting the average fund in the World Allocation category (5.22%), the 
fund’s all-equity benchmark (15.74%) and the fund’s blended stock and bond benchmark 
(13.68%). This performance put the fund’s total return in the top 3 percentile in the category 
for the 1-year period (of 481 peers). More importantly for long-term investors, the fund 
continues to rank in the 1st percentile for alpha–a measure of risk adjusted returns–for the 1, 
5, 10-year and since inception periods–data above, GAVIX, as of 12/31/20. (Continued, pg. 2)

Past performance is no guarantee of future 
results. Ratings may reflect fee waivers in effect; 
in their absence, ratings may have been lower. 
Ratings for other share classes may vary. As of 
12/31/20, the KL Allocation Fund was rated 
against 402 U.S.-domiciled World Allocation 
funds in the last three years, 350 in the last five 
years and 402 overall, receiving a Morningstar 
Rating of 4 stars for the 3-year period and 3 stars 
for the 5-year and overall periods. The 
Morningstar percentile ranking is based on the 
fund’s total return relative to all funds in the same 
category for the same period. The KL Allocation 
Fund was in the 31st percentile for the 3 year
period among 444 peers in the Morningstar World 
Allocation Category, 51st percentile in the 5 year
period among 416 peers, and 5th percentile in the 
10 year period among 301 peers and 9th

percentile in the since inception period among 
295 peers. The highest (or most favorable) 
percentile rank is 1%, and the lowest (or least 
favorable) percentile rank is 100%. Rankings as of 
12/31/20. Ratings for other share classes may 
differ due to different performance 
characteristics. The Fund’s ratings reflect fee 
waivers in effect; in their absence, ratings may 
have been lower. Multiple share classes of a fund 
have a common portfolio but impose different 
expense structures. Short-term performance is 
not an indicator of future performance or returns. 
Short-term performance should not be relied upon 
as the sole basis in deciding to invest in the KL 
Allocation Fund or any investment product. 

Please consider the Fund’s investment objectives, risks, charges and expenses carefully before 
investing. The prospectus or summary prospectus that contains this and other information about the 
Fund, is available by calling 888.998.9890 and should be read carefully. 
The performance data quoted here represents past performance. Past performance is no guarantee 
of future results. Investment return and principal value 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 information quoted. To obtain performance information 
current to the most recent month-end please call 888.998.9890 or visit our website at 
www.KnowledgeLeadersFunds.com. The total annual operating expenses of the Fund are 1.54% 
and 1.29% for the Advisor and Institutional Classes, respectively. The inception date for the KL 
Allocation Fund is 9/30/10.  The Advisor has contractually agreed to waive its fees and/or pay for operating 
expenses of the Fund to ensure that the total annual fund operating expenses (excluding any taxes, leverage 
interest, brokerage commissions, dividend and interest expenses on short sales, acquired fund fees and 
expenses (as determined in accordance with Form N-1A), expenses incurred in connection with any merger or 
reorganization, and extraordinary expenses such as litigation expenses) do not exceed 1.50% and 1.25% of the 
average daily net assets of Advisory Class and Institutional Class shares of the Fund, respectively. This 
agreement is in effect until December 31, 2021, and it may be terminated before that date only by the Trust’s 
Board of Trustees. The blended benchmark is comprised 60% of the Morningstar Developed Markets Large-Mid 
Cap Index and 40% of the Bloomberg Barclays US Treasury Bond Index.

Performance (%)

Key Facts (as of 12/31/20)
Tickers: GAVIX/GAVAX
GAVIX NAV: $14.77
GAVAX NAV: $14.46
Morningstar Category:  World Allocation
Inception: 09/30/2010
AUM:                                $204,105,986
Total operating expenses:  1.29%/1.54%
Distribution Frequency:              Annually
Benchmark:                         Morningstar 

Developed Markets
Large-Mid Cap Index

I-Share CUSIP:                      461418659
A-Share CUSIP:                    461418667
Portfolio managers: Steven Vannelli, CFA

Bryce Coward, CFA

As of 12/31/20 GAVIX GAVAX

Morningstar 
World Allocation 

Category

Morningstar 
DM Large-Mid 

Cap Index
Blended 

Benchmark

3 Months 4.91% 4.87% 10.10% 13.99% 8.02%
YTD 20.94% 20.74% 5.22% 15.74% 13.68%
1 Year 20.94% 20.74% 5.22% 15.74% 13.68%
3 Years (A) 6.42% 6.16% 3.89% 10.38% 8.83%
5 Years (A) 7.17% 6.92% 6.29% 12.13% 9.10%
10 Years (A) 8.42% 8.12% 4.26% 9.84% 7.52%
Since Inception (A) 8.24% 7.96% 4.70% 10.54% 7.78%



Commentary (continued)

Before we dig into market commentary, we want to thank all of our clients for your continued support in our 
quest to uncover value in highly innovative global companies, while at the same time managing risk. 2020 was 
a challenging year personally and professionally for many. The economy endured an unimaginable decline and 
experienced an equally amazing rebound. Markets gyrated wildly with investor sentiment starting the year in 
nosebleed territory, falling to extreme fear, and back again. We did our best to manage the fund around both 
extremes. We believe we were successful, but ultimately, it’s our investors that gave us the opportunity, 
through your trust, to make tough decisions throughout the year. For that we thank, and raise a glass, to you. 
Happy 2021!

Global stocks soared in the 4th quarter on the back of an unambiguously bullish vaccine, stimulus, and reflation 
narrative. The Morningstar US Core Index was up 13.2%, Morningstar Developed Markets ex USA Index was 
up 15.3%, and the Morningstar Emerging Markets Index was up a whopping 20.1%. Under the surface, 
though, the extremes were even greater. US small cap stocks were up 31.0%, small cap banks were up 
34.2%, and US energy sector was up 26%. Meanwhile, 10-year Treasury yields moved up from 0.68% to 
0.91%, with 10-year breakeven inflation expectations accounting for more than 100% of the change in nominal 
yields (10-year breakevens moved up from 1.64% to 1.99%). Extremes like this are rare. Indeed, the last time 
the markets experienced a cyclical repricing of this magnitude was in the 4th quarter of 2016. 

The bullish price action combined with economic stimulus has led some market participants to believe the only 
risk in markets is to the upside. We know this because the retail only put/call ratio hit its lowest level since 
2001 in the 4th quarter and confidence among less sophisticated investors recorded the highest level ever. 
Statistically speaking, forward returns under sentiment extremes such as this are muted and downside risk is 
magnified. So, while it may be tempting to add to long exposure while markets and sentiment inflate, the 
prudent approach, statistically, has been to allow some of the extremes to unwind before deploying capital 
aggressively. We remain ready to do just that, opportunistically, when conditions support outsized forward 
equity returns.   

-- Steven Vannelli, CFA, and Bryce Coward, CFA, Portfolio Managers, 12/31/20
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There is no guarantee that investment objectives will be achieved.



Risk Metrics
Since inception ten years ago, the fund has produced an excess return of 4.21% (annualized 
alpha) which ranked in the No. 1 position among all Morningstar World Allocation peers. The 
fund’s overall capture ratio and downside capture ratio also ranked in the No. 1 position of all 
funds in the category. These realized measures of capital compounding and downside risk 
mitigation are consistent with the fund’s dual mandate of capital appreciation and 
preservation (data above, 10 years, as of 12/31/20).

Why Active Share 
Matters

In order to have the chance for 
returns that are different from a 
benchmark, a fund must have 
holdings that are significantly different 
than the benchmark. 

Using active share—a number on a 
scale of 0-100% with a higher 
percentage indicating a more 
differentiated set of holdings relative 
to a benchmark—we find that GAVIX 
is indeed meaningfully different from 
the Morningstar DM Large-Mid Cap 
Index, while the average peer is much 
less so.

Active Share is a term introduced by Martijn
Cremers and Anti Petajisto in a March 31, 
2009 paper, “How Active Is Your Fund 
Manager? A New Measure That Predicts 
Performance.” They defined the term as the 
“fraction of the portfolio that is different from 
the benchmark index” and found in a study of 
domestic equity funds from 1980-2003, 
“funds with the highest Active Share 
significantly outperformed their benchmarks, 
both before and after expenses, and they 
exhibited strong performance persistence.”

Active Share, tracking error and correlation  
(trailing, 5 years, as of 12/31/20) are 
calculated using the Morningstar Developed 
Markets Large-Mid Cap Index.
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The higher tracking error 
exhibited by GAVIX is 
another indication that the 
portfolio’s returns do not 
closely follow those of the 
benchmark. Compared to 
the average of other funds 
in the category, the 
returns of GAVIX are 
significantly less 
correlated with those of 
the benchmarks. 

Tracking Error & Correlation

Risk Statistic
5yr trailing, as of 12/31/20 GAVIX

Morningstar DM Lg-
Mid Cap Index

Morningstar World 
Allocation Category

Total Return (%) 7.17 12.14 6.29
Alpha (%) 2.61 0.00 -2.08
Beta 0.30 1.00 0.66
Max Drawdown (%) -15.62 -21.25 -17.57
Up/Down Capture Ratio 1.75 1.00 0.91
Upside Capture (%) 38.73 100.00 59.04
Downside Capture (%) 22.08 100.00 64.91
Treynor Ratio 20.06 10.97 7.78
Sharpe Ratio 0.82 0.76 0.53
Sortino Ratio 1.37 1.15 0.75
Standard Deviation (%) 7.30 15.16 10.25

Risk Statistic
10yr trailing, as of 12/31/20 GAVIX

Morningstar DM Lg-
Mid Cap Index

Morningstar World 
Allocation Category

Total Return (%) 8.42 9.84 4.26
Alpha (%) 4.21 0.00 -2.32
Beta 0.36 1.00 0.65
Max Drawdown (%) -15.62 -21.25 -17.57
Up/Down Capture Ratio 1.93 1.00 0.86
Upside Capture (%) 49.35 100.00 57.28
Downside Capture (%) 25.60 100.00 66.93
Treynor Ratio 21.60 9.23 5.64
Sharpe Ratio 1.08 0.70 0.43
Sortino Ratio 1.96 1.08 0.61
Standard Deviation (%) 7.16 13.99 9.32



Drawdown Avoidance History

Source of both tables: Knowledge Leaders Capital. As of 12/31/20
Please refer to the fund’s standardized performance on page 1. The performance data quoted here represents past performance. Past performance is no guarantee 
of future results. Investment return and principal value 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 information quoted. To obtain performance information current to the most recent month-
end please call 888.998.9890 or visit our website at www.KnowledgeLeadersFunds.com.
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The KL Allocation Fund has demonstrated a long-term history of avoiding significant percentages of the 20 selloffs in the 
benchmark since the fund’s inception in 2010.
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Allocation Analysis

Equity Allocation by Sector

Beginning in late February of 2020 we began a 4-stage rotation within 
the portfolio in order to position the fund for the possibility of a new 
economic expansion and bull market in stocks. The first stage was to 
eliminate our exposure to long-dated Treasury bonds, which we 
completed at the end of February. The second and third stages 
consisted of reducing exposure to counter-cyclical areas of the equity 
market and redeploying that capital into areas of the global equity 
market we believe may be better positioned to outperform in the early 
stages of an economic expansion. These stages were completed in the 
second quarter. The fund’s allocation to cyclical areas of the market has 
increased dramatically throughout the year. The final stage, which we 
hope to complete in the coming months if circumstances warrant, will 
be to achieve an overweight level of equity exposure compared to our 
60:40 benchmark. Standing in the way of that final stage is extreme 
investor sentiment, which we expect to unwind in the first quarter of 
2021. With the yield on nominal risk-free government bonds at such a 
low level, the merits of that asset class as a risk management tool 
have been greatly diminished. Our view is that Treasury Inflation 
Protected Securities and precious metal-related investments provide 
superior equity hedges at this time. The fund currently holds around 9% 
positions in each long-dated TIPS and gold, as well as sizable positions 
in several gold mining stocks that meet our investment criteria. We 
believe these investments are likely to benefit from the continued high 
level of money growth in the economy as well as additional policy 
support that would likely accompany any significant economic 
weakness or tightening of financial conditions (i.e., a dramatic rise in 
yields). 

Equity Allocation by Region

Allocations are subject to change. As of 12/31/2020 

Asset Allocation

Fixed Income
Sector 
Breakdown

Fixed Income
Duration 
Breakdown
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Spotlight: Sandvik

The Future Will Be Printed in 3D

One behavior demonstrated by innovative companies is a tendency to embrace change, to apply the tools of the 
digital revolution to drive innovation within companies that then permeates entire industries. One example of an old 
school company embracing new tools is Sandvik. Based in Stockholm, Sweden, and specializing in metals and tools 
for manufacturing, mining and rock excavation, Sandvik was founded in 1862.

On a trip to England around 1859, the company’s founder learned of a new method for mass producing steel 
inexpensively. The Bessemer Method—which removed impurities from iron ore by blowing air through the molten 
ore—had only been used in experiments when Sandvik founder Göran Göransson bought one fifth of the patent for 
£2,000. On his return to Sweden, he refined the method and put it to work on an industrial scale.

The commitment to innovation persists today in Sandvik’s materials technology division, for example, to design 
metal powders used in breakthrough 3D printing applications. Sandvik calls its titanium powder the metal of the 
future for its versatility. Premium titanium powder is biocompatible, which means it can be used in the human body 
for medical applications. Today, 3D printers use Sandvik powders to create custom, individualized spinal implants, 
hip joints, and prostheses. Many human implants would be impossible to create if not for 3D printing, and Sandvik’s 
materials are used to make skull implants for trauma or brain tumor recovery and fine wires for cardiovascular, brain 
and hearing implants. In 2019, the firm opened a new factory in Sweden dedicated to becoming the world’s most 
innovative titanium powder plant.

The company sees these advanced metal powders as a key growth area and 3D printing as the future of the 
manufacturing industry, offering a new way to design specialized parts with fewer steps. In addition, printing parts 
reduces environmental impact because parts are lighter and use less raw material. To that end, Sandvik also 
launched the first diamond composite material for 3D printers, a super-hard material it aims to employ to 
revolutionize the way manufacturing uses the hardest natural material on the planet.

This Knowledge Leader ranks No. 2 for intellectual property in the developed Europe industrial machinery sub-
sector, according to our intangible-adjusted data. In 2019, investments in R&D were 3.7 percent of revenues.  
(Continued, next pg.)

Credit: Sandvik
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Spotlight: Sandvik (continued)

The company also is investing heavily in its machining division, in 2019 launching new 
milling and cutting tools and drills for CAD manufacturing, rock cutting, mining and 
construction. R&D here is focused on automated equipment that uses artificial 
intelligence to create safer working conditions.  Sandvik’s metal cutting tools division has 
partnered with IBM on several big data projects. Using advanced algorithms, Sandvik can 
identify process disruptions and manufacturing defects in tools early enough in the 
process to fix them. Its digitization and data collection solutions, in mining equipment for 
example, are enabling advanced analysis and optimization in intelligent mines. Sandvik 
also is at work in deploying what the manufacturing industry calls Industry 4.0, a global 
initiative toward digitization and automation through the use of Big Data, robots and AI.

Thirty-seven percent of the firm's revenues come from mining, 21% from engineering, 
12% from energy, 11% from automotive, 8% from construction and 7% from aerospace. 
Region-wise, 37% of revenues stem from Europe, 23% from North America, 19% from 
Asia, 9% from Africa and the Middle East, 7% Australia and 5% South America. Sandvik 
owns approximately 6,060 active patents, 964 of which were granted in 2019.

This Knowledge Leader is transparent about its commitment to sustainability and fair 
play, which it defines as seeking to cause zero harm to people. The firm also has a stated 
commitment to what it calls recycling “circularity,” a move toward an ever “more circular 
business models and use of resources, finding ways to close loops and generate new 
revenue streams from the processes and materials we use.” In 2019, Sandvik was 
included in the 2019 Dow Jones Sustainability Index.

The company employs about 40,000 people internationally, with 2,740 in R&D. Consistent 
with is founding values, today’s Sandvik ties its R&D success to close, long-term 
customer relationships. In an annual ceremony, the firm awards one employee or product 
team for its contributions to a breakthrough innovation. The award is prize money and a 
funded research trip.

As of 12/31/20, Sandvik was held in the KL Allocation Fund. Intangible-adjusted data 
source: Knowledge Leaders Capital, as of 1/8/21.

3D-printed implant for fixation of hip prosthesis, credit Swiss m4m Center

Moneyball Investing:
Winning the Loser’s Game

Even if you haven’t seen the hit movie 
starring Brad Pitt, most are familiar 
with Michael Lewis’ Moneyball. The 
story traces how Billy Beane employed 
unconventional methods, including 
intense data analysis to his 2003 
Oakland A’s – the poorest and most 
talent-gutted team in baseball – to win 
against all odds and transform how the 
sport was played. Beane’s genius was 
turning professional baseball from a 
Winner’s Game, in which the actions of 
a few superstars dictated the outcome, 
to a Loser’s Game, where the team 
that made the fewest errors won. 

In 1975, legendary investor Charles Ellis 
declared that active money 
management also has been 
transformed from a Winner’s Game into 
a Loser’s Game. Today, when over 90% 
of active money managers are 
underperforming*, success may be as 
much about selling the wrong stocks as 
buying the right ones. 

In the KL Allocation Fund, we apply a 
Moneyball approach to investing: 
seeking to outperform by making fewer 
mistakes than the market. Of the 20 
5%+ market drawdowns since 
inception of the fund, we have 
outperformed in all 20 (as of 12/31/20). 
By striving to never own securities that 
experience a major drawdown, we aim 
to manage a portfolio with a very low 
max drawdown. 

Learn more about our Moneyball 
approach to active management in the 
KL Allocation Fund by downloading our 
white paper, Moneyball Investing: 
Winning the Loser’s Game. 

*Source: SPIVA/S&P Dow Jones 
Indices

http://ww2.knowledgeleaderscapital.com/MoneyballInvesting2020
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Holdings

As of 12/31/2020

Equity Securities % of Net Assets Country Sector
CHUGAI PHARM CO 2.05 Japan Health Care
AGNICO-EAGLE MINES LTD 1.39 Canada Materials
KONINKLIJKE DSM NV 1.38 Netherlands Materials
NICE SYSTEMS LTD 1.19 Israel Information Technology
DAIKIN INDUSTRIES LTD 1.16 Japan Industrials
FRANCO NEVADA CORP 1.06 Canada Materials
PANDORA A/S 1.05 Denmark Consumer Discretionary
BEST BUY CO INC 1.04 United States Consumer Discretionary
DAIICHI SANKYO COM 1.00 Japan Health Care
ALPHABET INC CAP STK CL A 1.00 United States Communication Services
SMC CORP 0.99 Japan Industrials
ADVANTEST CORP 0.92 Japan Information Technology
SYMRISE AG 0.89 Germany Materials
UNI-CHARM CORP. 0.86 Japan Consumer Staples
DANAHER CORP DEL COM 0.80 United States Health Care
HERMES INTL 0.75 France Consumer Discretionary
RECKITT BENCK GRP 0.73 United Kingdom Consumer Staples
COM2US CORP 0.72 South Korea (Republi Communication Services
TAKARA HOLDINGS INC 0.72 Japan Consumer Staples
FLUTTER ENT PLC (PADDY POWER) 0.68 Ireland Consumer Discretionary
NEXON CO LTD 0.68 Japan Communication Services
RAVEN INDS INC 0.68 United States Industrials
SWEDISH ORPHAN BIO 0.66 Sweden Health Care
GOURMET MASTER CO LTD 0.63 Taiwan Consumer Discretionary
ADVANCED DRAIN SYS INC DEL 0.63 United States Industrials
IDEXX LABS INC 0.63 United States Health Care
NITTO DENKO CORP 0.60 Japan Materials
ABBOTT LABS COM 0.59 United States Health Care
KOMATSU LTD 0.58 Japan Industrials
PARKER HANNIFIN CORP 0.56 United States Industrials
TRIMBLE INC COM 0.56 United States Information Technology
SONOVA HOLDING AG 0.56 Switzerland Health Care
GIBRALTAR INDS INC 0.55 United States Industrials
INTUITIVE SURGICAL INC COM NEW 0.55 United States Health Care
OMRON CORP 0.55 Japan Information Technology
PERKINELMER INC 0.55 United States Health Care
NIKE INC CL B 0.55 United States Consumer Discretionary
SERIA CO LTD 0.55 Japan Consumer Discretionary
CENTAMIN PLC 0.54 United Kingdom Materials
HITACHI CONSTRUCTION MACHINERY CO 
LTD 0.54 Japan Industrials
FUJITEC CO LTD 0.53 Japan Industrials
FORTUNA SILVER MINES INC 0.53 Canada Materials
HOLMEN AB 0.52 Sweden Materials
SANDVIK AB 0.51 Sweden Industrials
HENNES & MAURITZ AB CL B 0.51 Sweden Consumer Discretionary
AGILENT TECHNOLOGIES INC 0.51 United States Health Care
OWENS CORNING 0.51 United States Industrials
WABTEC 0.51 United States Industrials
ONO PHARMACEUTICAL 0.50 Japan Health Care
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Holdings (continued)

As of 12/31/2020

Fund Description and Objective:

The KL Allocation Fund seeks long-term capital appreciation with an 
emphasis on capital preservation. 

The fund invests in the equities of Knowledge Leaders, those 
companies that possess deep reservoirs of intangible capital as a result 
of their history of investing in knowledge-intensive activities like R&D, 
brand development and employee education. Academic 
research has proven highly innovative companies have a tendency to 
generate excess returns in the stock market, and it is these excess 
returns the investment team aims to capture in the portfolio.

The fund employs an allocation strategy, investing in three asset 
classes depending on market factors: equities, fixed income and cash. 
As a result of highly active stock selection and asset allocation 
decisions, the fund has established a long history of avoiding major 
market drawdowns. May be recommended for portfolio performance, 
portfolio efficiency and downside risk mitigation.

About the Advisor
Knowledge Leaders Capital identified 
the Knowledge Effect and created the 
first investment methodology that 
seeks to capture the excess returns of 
highly innovative companies.

Knowledge Leaders Capital LLC 
1600 Broadway, Suite 1600 
Denver, CO 80202 
Tel: 303-763-1810 
Email: info@klcapital.com 
www.KnowledgeLeadersFunds.com

RITCHIE BROS AUCTIONEERS INC 0.50 Canada Industrials
TOPBUILD CORP 0.50 United States Consumer Discretionary
GARMIN LTD SHS 0.50 Switzerland Consumer Discretionary
TRELLEBORG AB CLASS B 0.49 Sweden Industrials
FAIR ISSAC CORP 0.49 United States Information Technology
SIMPSON MANUFACTURING CO INC 0.49 United States Industrials
AMETEK INC NEW COM 0.48 United States Industrials
ROLLINS INC 0.48 United States Industrials
MONSTER BEVERAGE CORP 0.48 United States Consumer Staples
WW GRAINGER INC COM 0.47 United States Industrials
TERANGA GOLD CORP CDA 0.47 Canada Materials
VOLVO AB 0.47 Sweden Industrials
CUMMINS INC 0.46 United States Industrials
ATLAS COPCO AB-A SHARES 0.45 Sweden Industrials
ROPER INDS INC NEW COM 0.43 United States Industrials
DENTSPLY SIRONA INC 0.43 United States Health Care
NORDSON CORP COM 0.42 United States Industrials
GRUBHUB INC 0.41 United States Consumer Discretionary
SILVERCORP METALS INC 0.41 Canada Materials
PULTE HOMES INC 0.39 United States Consumer Discretionary
POLYMETAL INTL PLC 0.38 United Kingdom Materials
WHEATON PRECIOUS METALS CORP 0.33 Canada Materials
Fixed Income % of Net Assets Country
SCHWAB US TIPS ETF 9.51 United States
ISHARES USD TREAS 1-3Y ETF -
London/USD 4.32 United States
Precious Metals
SPROTT PHYSICAL GOLD TRUST UNIT 9.21 Canada
Cash Holdings
United States Dollar 30.31 United States

http://ww2.knowledgeleaderscapital.com/KnowledgeEffectApprovedforKLFunds
http://ww2.knowledgeleaderscapital.com/MoneyballInvesting2020


Q4 2020 COMMENTARY

Risk Disclosures & Definitions
The KL Allocation Fund is distributed by IMST Distributors, LLC. The value of the securities held by the Fund will change due to general 
market and economic conditions and industry perceptions. Investments in non-US issuers may involve unique risks. Currency fluctuation, adverse 
political, economic or social developments could undermine the value of the Fund’s investments. The securities of mid-cap companies may be 
subject to more abrupt or erratic market movements and may have lower trading volumes. Many of the risks with respect to foreign investments 
are more pronounced for investments in issuers in developing or emerging market countries. An investment in a fund that is less diversified 
across countries or geo- graphic regions is generally riskier than an investment in a more geographically diversified fund.

Active Share is a term introduced by Martijn Cremers and Anti Petajisto in a March 31, 2009 paper, “How Active Is Your Fund Manager? A 
New Measure That Predicts Performance.” They defined the term as the “fraction of the portfolio that is different from the benchmark index” and 
found in a study of domestic equity funds from 1980-2003, “funds with the highest Active Share significantly outperformed their benchmarks, 
both before and after expenses, and they exhibited strong performance persistence. Beta is a measure of the funds sensitivity to market 
movements. A portfolio with a beta greater than 1 is more volatile than the market and a portfolio with a beta less than 1 is less volatile than the 
market. Alpha is a measure of the portfolio’s risk adjusted performance. When compared to the portfolio’s beta, a positive alpha indicates 
better-than-expected portfolio performance and a negative alpha worse-than-expected portfolio performance. Standard Deviation is a 
calculation used to measure variability of a portfolio’s performance. Treynor Ratio is a risk-adjusted measure of return based on systematic risk. 
It is similar to the Sharpe ratio, with the difference being that the Treynor ratio uses beta as the measurement of volatility. Correlation is the 
extent to which the returns of different types of investments move in tandem with one another in response to changing economic and market 
conditions. Correlation is measured on a scale of -1 (negatively correlated) to +1 (completely correlated). Low correlation or negative correlation 
to traditional stocks and bonds may help reduce risk in a portfolio and provide downside protection. Max Drawdown is the maximum single 
period loss incurred over the interval being measured. Up/Down Capture Ratio shows whether a fund has outperformed a broad market 
benchmark during periods of market strength and weakness. The Morningstar World Allocation portfolios seek to provide both capital 
appreciation and income by investing in three major areas: stocks, bonds, and cash. While these portfolios do explore the whole world, most of 
them focus on the US, Canada, Japan, and the larger markets in Europe with less than 50% of their assets in emerging markets. These portfolios 
typically have at least 10% of assets in bonds, less than 70% of assets in stocks, and at least 40% of assets in non-US stocks or bonds. Basis 
point is one hundredth of one percent. Price-to-book value ratio is a ratio used to compare a stock’s market value to its book value. The 
Morningstar Developed Markets Large-Mid Cap Index is a subset of large-cap and mid-cap stocks in the Morningstar Developed Markets 
Index, a broad market index representing 97% of the developed markets equity market capitalization. The Bloomberg Barclays US Treasury 
Bond Index is a market capitalization weighted index that is often used to represent investment grade bonds being traded in the United States. 
Tracking Error is a measure of how closely a portfolio follows the index to which it is benchmarked. Sharpe Ratio uses a fund’s standard 
deviation and its excess return (the difference between the fund’s return and the risk-free return of the 90-day Treasury Bills) to determine 
reward per unit of risk. 

An investor cannot invest directly in an index.

The Morningstar RatingTM for funds, or “star rating”, is calculated for managed products (including mutual funds, variable annuity and variable life 
subaccounts, exchange-traded funds, closed-end funds, and separate accounts) with at least a three-year history. Exchange-traded funds and open-
ended mutual funds are considered a single population for comparative purposes. It is calculated based on a Morningstar Risk-Adjusted Return 
measure that accounts for variation in a managed product’s monthly excess performance, placing more emphasis on downward variations and 
rewarding consistent performance. The Morningstar Rating does not include any adjustment for sales loads. The top 10% of products in each product 
category receive 5 stars, the next 22.5% receive 4 stars, the next 35% receive 3 stars, the next 22.5% receive 2 stars, and the bottom 10% receive 1 
star. The Overall Morningstar Rating for a managed product is derived from a weighted average of the performance figures associated with its three-, 
five-, and 10-year (if applicable) Morningstar Rating metrics. The weights are: 100% three year rating for 36-59 months of total returns, 60% five-year 
rating/40% three-year rating for 60-119 months of total returns, and 50% 10-year rating/30% five-year rating/20% three-year rating for 120 or more 
months of total returns. While the 10-year overall star rating formula seems to give the most weight to the 10-year period, the most recent three-year 
period actually has the greatest impact because it is included in all three rating periods. 
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