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Q4 2020 Performance Update & Commentary
The Knowledge Leaders Developed World ETF returned 16.77% in 2020, NAV as of 12.31.20. 
This compares favorably to both the Morningstar Developed Markets ex-US Large-Mid Cap 
Index and the Morningstar Developed Markets Large-Mid Cap Index, which returned 8.38% 
and 15.74%, respectively, in the same period. These results continue to point to the 
idiosyncratic, alpha-producing nature of global Knowledge Leaders, even in a market phase of 
extreme volatility and uncertainty.

We want to thank all of the investors in the Knowledge Leaders Developed World ETF. We 
launched the fund five- and one-half years ago with the aim of capitalizing on the outsized 
return potential of highly innovative businesses. The since inception results have validated 
our thesis as they show both nominal and risk-adjusted outperformance compared to 
international or global equity benchmarks. The returns are the result of our proprietary 
process that identifies highly innovative companies, in part, through adjusting for an outdated 
accounting regime that masks corporate innovation. It’s a process that deviates from 
mainstream investing styles like “growth” or value” because at its heart we are questioning 
the very validity upon which stylistic determinations are typically made. (Continued pg. 2)

Performance (%)

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. Returns shown for 
less than one year are cumulative. To obtain performance information current to the most recent 
month-end please visit our website at www.knowledgeleadersfunds.com/kldw.

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

Key Facts (as of 12/31/20)
Ticker: KLDW
NAV: $42.40
Market price: $42.31
Asset class: Equity
Recommended allocation:     Core Equity
Morningstar Category:    World Lg Stock
Inception: 07/07/2015
AUM:                                $173,855,250
Expense ratio: 0.75% 
Benchmark:        Morningstar 

Developed Markets 
Large-Mid Cap Index

CUSIP:                                  46143U849
Primary exchange:                 NYSE Arca
Portfolio managers: Steven Vannelli, CFA

Bryce Coward, CFA

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, KLDW was rated against 
the following numbers of U.S.-domiciled World Large Stock 
funds: 760 funds in the last three years and overall, and 631 
funds in the last five years, receiving a Morningstar Rating 
of 3 stars for all periods.

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.

As of 12/31/2020 KLDW (NAV)
KLDW (Market 

Price)

Morningstar DM 
Lg-Mid Cap 

Index

Morningstar 
DMxUS Lg-Mid 

Cap Index

Morningstar 
World Lg Stock 

Category

3 Months 12.93% 12.45% 13.99% 15.77% 14.88%
YTD 16.95% 16.77% 15.74% 8.38% 17.45%
1 Year 16.95% 16.77% 15.74% 8.38% 17.45%
3 Years (A) 9.26% 9.07% 10.38% 4.56% 9.99%
5 Years (A) 12.24% 12.13% 12.13% 7.90% 11.79%
Since Inception (A) 10.96% 10.91% 10.44% 6.39% 9.85%



Risk Metrics
Over the last 5 years, the ETF has 
maintained a strong risk-adjusted 
return profile relative to the 
Morningstar Developed Markets 
xUSLarge-Mid Cap Index and 
Morningstar Developed Markets 
Large-Mid Cap Index. For example, 
the fund has generated 4.50% 
annualized alpha relative to the DM 
xUSindex and 0.60% alpha vs the 
DM index, over the trailing 5 years, 
as of 12/31/2020. This compares to 
the average fund in the Morningstar 
World Large Stock category 
generating -0.05% alpha vs the DM 
index over the last five years. The 
fund also generated Sharpe ratios in 
excess of each benchmark over the 
same period.

Q4 2020 COMMENTARY

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 is calculated using the 
Morningstar Developed Markets Large-Mid 
Cap Index.

Commentary (continued)
Indeed, statistical models show that our approach is devoid of statistically significant factor tilts to risk factors like value, quality, size, 
low volatility, or momentum. Exposure to these common risk factors is low because our process starts by asking a different question. 
We aren’t asking if a stock is dear or cheap, is high quality or low, or is volatile or not. All of those questions have an underlying 
assumption that financial statement data is a value-added input as reported. 

In contrast, we begin by asking the question, “how relevant are as reported financial statements in a world of exponentially 
increasing innovation?” We then do our best to fix structural inadequacies in financial statements and embark on a process that is, by 
its very nature, alpha generating because we are asking and finding answers to a different question. Being different is not always 
easy. Being different means tracking error with one’s benchmark will be larger than average, and periods of underperformance will 
occur. But being different and asking unique questions is how excess returns may be produced. We thank you for believing in us, 
trusting our process, and for being different with us. 

Risk Statistic
Calculated vs. Morningstar DM 
Large-Mid Cap Index
5yr trailing, as of 12/31/20 KLDW

Morningstar DM Lg-
Mid Cap Index

Morningstar World 
Large Stock Category

Beta 0.95 1.00 0.97
Alpha (%) 0.60 0.00 -0.05
Standard Deviation (%) 14.97 15.16 14.82
Sharpe Ratio 0.77 0.76 0.75
Treynor Ratio 11.62 10.97 10.92
Correlation (%) 0.96 1.00 0.99
Up/Down Capture (%) 1.03 1.00 1.00
Upside Capture (%) 97.35 100.00 96.81
Downside Capture (%) 94.70 100.00 96.57
Max Drawdown (%) -20.72 -21.25 -21.14

Portfolio KLDW
Morningstar DM Lg-

Mid Cap Index
Morningstar World 

Large Stock Category
Active Share (%) 86.83 0.00 66.29
Tracking Error (%) 4.04 0.00 1.58
Correlation (%) 0.96 1.00 0.99

Risk Statistic
Calculated vs. Morningstar DM 
xUS Large-Mid Cap Index 
5yr trailing, as of 12/31/20 KLDW

Morningstar DM xUS
Lg-Mid Cap Index

Morningstar World 
Large Stock Category

Beta 0.92 1.00 0.92
Alpha (%) 4.50 0.00 4.05
Standard Deviation (%) 14.97 15.47 14.82
Sharpe Ratio 0.77 0.49 0.75
Treynor Ratio 12.03 6.74 11.49
Correlation (%) 0.95 1.00 0.96
Up/Down Capture (%) 1.28 1.00 1.28
Upside Capture (%) 102.11 100.00 98.69
Downside Capture (%) 79.56 100.00 77.11
Max Drawdown (%) -20.72 -23.39 -21.14
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Allocation Analysis

Equity Allocation by Sector

The fund maintains exposure to all 11 economic sectors with the largest allocations toward the sectors which are home to the 
highest number of innovative companies. From a geographic standpoint, the fund remains heavily overweight the Asia Pacific region 
and underweight the United States. The sector and geographic weighting is a function of the global distribution of Knowledge 
Leaders. As the economic cycle progresses, we see the prospect for a rotation toward international markets due to several factors 
including underweight investor positioning toward foreign markets, a rising current account deficit in the United States, and a lower 
US dollar. We believe international Knowledge Leaders would be likely to benefit from such an outcome.

Equity Allocation by Region

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

Asia 40.70%
Americas 30.06%
EMEA 29.24%

Information Technology 20.53%
Industrials 19.28%
Consumer Discretionary 16.76%
Health Care 15.97%
Consumer Staples 10.47%
Materials 9.57%
Communication Services 6.09%
Utilities 0.94%
Energy 0.39%
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Bellwether Holdings

The bellwether holdings list is comprised of the top six companies within each region that have the 
highest market capitalization. Allocations are subject to change. As of 12/31/2020 

Fund Description and Objective

The Knowledge Leaders Developed 
World ETF seeks long-term capital 
appreciation by investing in equities 
of highly innovative companies in 
the developed world. It is an 
actively managed exchange-traded 
fund.

The fund invests 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 team selects a diversified mix 
of the most liquid large- and mid-
cap Knowledge Leaders from the 
developed world, including North 
America, Europe and Asia. 
Recommended for core exposure to 
developed world equities.

Company Region Sector
APPLE INC Americas Information Technology
FACEBOOK INC-CLASS A Americas Communication Services
NVIDIA CORP Americas Information Technology
PAYPAL HOLDINGS INC Americas Information Technology
ADOBE INC Americas Information Technology
INTEL CORP Americas Information Technology
CSL LTD Asia Health Care
M3 INC Asia Health Care
DENSO CORP Asia Consumer Discretionary
WOOLWORTHS GROUP LTD Asia Consumer Staples
KAO CORP Asia Consumer Staples
FUJITSU LTD Asia Information Technology
ROCHE HOLDING AG EMEA Health Care
NOVARTIS AG-SPONSORED ADR EMEA Health Care
ASML HOLDING NV EMEA Information Technology
SIEMENS AG-REG EMEA Industrials
SANOFI-ADR EMEA Health Care
INDUSTRIA DE DISENO TEXTIL EMEA Consumer Discretionary

http://ww2.knowledgeleaderscapital.com/KnowledgeEffectApprovedforKLFunds


Q4 2020 COMMENTARY

Geographic Distribution of Knowledge Leaders

The Knowledge Effect is grounded in academic literature. It was first discovered in a series of studies in the 1990s where NYU’s Baruch Lev analyzed 20 
years of financial data and discovered an association between a firm’s level of knowledge capital and its subsequent stock performance. Further research 
advanced the findings, and in 2005, Lev proved the existence of a market inefficiency attributable to missing information about knowledge investments. This 
phenomenon leads highly innovative companies to deliver persistent abnormal returns. 

Research & Development as a % of Sales

Advertising & Firm-Specific Resources as a % of Sales

Academic research over the last two decades indicates highly innovative companies share an important attribute: the tendency to 
experience excess returns. We call this market anomaly the Knowledge Effect and the highly innovative companies that experience 
these excess returns Knowledge Leaders. In the chart below, we identify the geographic distribution of developed world 
Knowledge Leaders by measuring each country’s overall knowledge intensity, defined here as R&D as a percent of sales. On 
average, companies from Belgium spent the most on R&D as a percent of sales, followed by Israel and Denmark.

Source both charts: Knowledge Leaders Capital. As of 9/30/20

Knowledge Leaders also tend to spend a higher percentage of sales annually on activities such as advertising, employee training,
and other firm-specific competencies. In the chart below we show the rankings of these expenditures in developed world 
countries. Companies from Denmark spent the most, followed by the Netherlands and the United Kingdom. 
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Risk Disclosures & Definitions
Equity securities, such as common stocks, are subject to market, economic and business risks that may cause their prices to fluctuate. Currency 
Risk is the risk that the values of foreign investments may be affected by changes in the currency rates or exchange control regulations. 
Investments in foreign securities may involve risks such as social and political instability, market illiquidity, exchange-rate fluctuations, a high 
level of volatility and limited regulation. Investing in emerging markets involves different and greater risks, as these countries are substantially 
smaller, less liquid and more volatile than securities markets in more developed markets. The Fund’s return may not match or achieve a high 
degree of correlation with the return of the Index. 

Please consider the Fund’s investment objectives, risks, charges and expenses before investing. The prospectus or summary 
prospectus that contains this and other information about the Fund is available by calling 844-428-3525 and should be read 
carefully. Shares of the Funds may be sold throughout the day on the exchange through any brokerage account. However, shares are not 
individually redeemable, and may only be redeemed directly from the Fund by Authorized Participants, in very large creation/redemption units. 
There can be no assurance that an active trading market for shares of an ETF will develop or be maintained. Shares may trade above or below 
NAV. 

The Knowledge Leaders Developed World ETF is distributed by Foreside Fund Services, LLC. 

The NAV is the ETF’s per share value. The market price is the price that the ETF share currently trades in the secondary market. Accretive is an 
adjective referring to gradual or incremental growth. 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. Basis point is one hundredth of one percent. 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. 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. Standard Deviation is a calculation used to measure variability of a portfolio’s 
performance. 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 90-day Treasury Bills) to determine reward per unit of risk. Tracking Error is a measure of how closely a portfolio follows the index to 
which it is benchmarked. 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. Turnover is a measure of how frequently assets within a fund 
are bought and sold by the managers. 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 Developed Markets equity market 
capitalization. The Morningstar Developed Markets ex-US Large-Mid Cap Index measures the performance of Developed Markets ex-US 
equity markets targeting the top 90% of stocks by market capitalization.

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. 

©2020 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar; (2) may not be copied or distributed; 
and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses 
arising from any use of this information. Past performance is no guarantee of future results. Knowledge Leaders Funds are not sponsored, endorsed, 
sold or promoted by Morningstar, Inc. or any of its affiliates (all such entities, collectively, “Morningstar Entities”). The Morningstar Entities make no 
representation or warranty, express or implied, to the owners of the Knowledge Leaders Funds or any member of the public regarding the advisability of 
investing in mutual funds or ETFs generally or in the Knowledge Leaders Funds in particular or the ability of the Knowledge Leaders Funds to track 
mutual fund or ETF market performance. THE MORNINGSTAR ENTITIES DO NOT GUARANTEE THE ACCURACY AND/OR THE COMPLETENESS OF THE 
KNOWLEDGE LEADERS FUNDS OR ANY DATA INCLUDED THEREIN AND MORNINGSTAR ENTITIES SHALL HAVE NO LIABILITY FOR ANY ERRORS 
OMISSIONS, OR INTERRUPTIONS THEREIN.
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