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Tac cal Core Equity Por olio

TCE
Strategy Profile

As of March 31, 2017

Risk‐managed core equity strategy that seeks to exceed the broad equity market returns while minimizing vola lity
Int’l Equity ‐ Developed Markets
6.7%

General Informa on:
How to Invest: Wrap program

Int’l Equity ‐ Emerging Markets
6.7%

U.S. Equity
53.6%

Minimum Ini al Investment: $100,000
Incep on: May 2011

Tac cal Equity 33.0%
(Equity Risk Management Strategy)
Current Alloca on (as of 4/1/17):
100% Long S&P 500

Category: Global Equity All‐Cap Core
Risk/Reward: Moderate

Highlights:


Designed to be the founda on of an investor’s
Por olio Manager Commentary
The first three months of 2017 produced a second consecu ve quarter of strong equity
market performance while fixed income returns remained muted. There were notable
divergences for equi es as investors rotated interest to large growth stocks from the
generally value and small stocks favored in the fourth quarter of 2016. Also benefi ng from
a favorable market were interna onal stocks. Bonds produced barely posi ve returns for
the quarter as the focus has shi ed to Federal Reserve policies unwinding abnormal
monetary condi ons. For the first quarter of 2017, Tac cal Core Equity (TCE) increased 4.8%
(gross of fees) compared to its benchmark of 3.7%.
TCE is an all equity por olio with approximately one‐third of the alloca on invested in our
tac cal risk management strategy. The strategy was fully invested for the quarter and
remains so for April. The main driver of the strategy is forecasted earnings growth for the
S&P 500, which remains in a favorable trend.
Looking forward, prospects for the economy remain favorable and are boos ng
expecta ons for con nued earnings growth. Also, stocks remain a rac ve rela ve to s ll
historically low bond yields. However, market valua ons (i.e., P/E ra os) are elevated and
the Federal Reserve has begun reversing ultra‐low interest rate policies. We remain
construc ve on prospects for stocks but believe returns will moderate from their strong
post‐elec on performances.

overall por olio to pursue long‐term financial
objec ves

Tac cally allocated equity (using Equity Risk
Management Strategy) seeks to poten ally
provide downside protec on and vola lity
control

Por olio is diversified with ac ve and passive
investment approaches, domes c and
interna onal stocks, various investment styles
(growth/value), and market‐capitaliza on
segments (large/mid/small)

The ac vely managed U.S. equity component
(EquityCompass All‐Cap Blend) seeks to
outperform by opportunis c stock selec on and
por olio tac cs

Adheres to a research‐based, rules‐driven
investment process implemented using
quan ta ve models to impose discipline and
consistency to investment decisions

Por olio Managers:

Performance
Annualized Returns
Inception (2)

Q1 2017

2017 YTD

1 Year

3 Years

5 Years

Tactical Core Equity (Gross)

6.53%

6.53%

13.53%

6.15%

10.15%

8.26%

Tactical Core Equity (Net)
Benchmark (1)

6.12%

6.12%

11.78%

4.47%

8.41%

6.59%

5.15%

5.15%

14.73%

5.98%

9.10%

7.37%

Richard Cripps, CFA
Chief Investment Oﬃcer &
Senior Por olio Manager

Calendar Year Returns
2012

2013

2014

2015

2016

Tactical Core Equity (Gross)

15.21%

29.87%

7.80%

‐1.08%

6.99%

Tactical Core Equity (Net)

13.40%

27.80%

6.02%

‐2.61%

5.32%

Benchmark (1)

12.97%

25.14%

6.50%

‐0.77%

8.67%

Risk Sta s cs
Alpha
Tactical Core Equity
Benchmark (1)

Standard
Deviation

Batting
Average

Sharpe
Ratio

0.34

8.95

58.33

0.69

0.00

8.90

100.00

0.68

Time Period: 4/1/2014 to 3/31/2017
Up
Down
Capture
Capture
R2
Beta
0.97
93.37
97.90
94.87
1.00
100.00
100.00
100.00

(1) Benchmark = 54% Russell 3000 Index / 13% MSCI World Ex‐U.S. Index / 33% HFRI Equity Hedge Index
(2) May 2011
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Tim McCann
Senior Por olio Manager

About EquityCompass:
EquityCompass Strategies is a registered investment
adviser and a wholly owned subsidiary of S fel Financial
Corp. We oﬀer a broad range of por olio strategies based
on its research‐driven, rules‐based investment process,
which merges tradi onal investment theory with
quan ta ve techniques. SMA por olios and equity linked
instruments based on EquityCompass Strategies model
por olios are available primarily through aﬃliated broker
dealer, S fel, Nicolaus & Company, Incorporated. As of
March 31, 2017, EquityCompass Strategies provided
por olio strategies with respect to assets of
approximately $3.0 billion.
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Investment Process

Sector Alloca on

1 Por olio Alloca on

Financials
Information Technology
Consumer Discretionary
Healthcare
Energy
Consumer Staples
Materials
Industrials
Utilities
Real Estate
Telecommunications


67% of TCE is fully invested equity and 33% is tac

cally allocated by inves ng in the Equity Risk
Management Strategy that can shi from fully invested if market condi ons are deemed
unfavorable


Combines ac

ve strategies that seek to outperform with passive strategies that focus on reliably
capturing market returns


Diversified to help reduce specific stock or sector risk
2 Por olio Construc on


Domes c and interna onal stock exposure seeks to provide favorable risk/reward

The ac vely managed All‐Cap Blend Por olio represents the U.S. equity por on

Equal‐weight posi ons in 50 stocks across 10 economic sectors to provide broad

Holdings by Market‐Cap

diversifica on and lower vola lity

Large Cap
Mid Cap
Small Cap


Uses EquityCompass’ quan

ta ve models to iden fy stocks with favorable rela ve value,
price momentum, quality, and mispriced as a result of investor over/underreac on

3 Por olio Management


Equity Risk Management Strategy can vary overall equity exposure from 100% to as low as 37%

The All‐Cap Blend por olio, the U.S. equity component of TCE, is ac vely managed to a empt to
op mize exposure to drivers of excess returns while keeping overall por olio turnover
moderate


Alloca

13.9%
13.6%
12.8%
11.6%
11.6%
10.6%
9.1%
7.1%
6.0%
2.2%
1.5%

on between U.S. and interna onal equi es is reviewed annually

69.8%
25.5%
4.7%

Key Por olio Stats
Number of Holdings
Market Cap ‐ Geometric ($Billion)
Dividend Yield
Price / Earnings (Trailing 12‐Month)

53
$27.5
2.5%
18.1

Tac cal Equity: Equity Risk Management Strategy
The Equity Risk Management Strategy (ERMS) is a rules‐based tac cal alloca on strategy designed to reduce TCE’s equity exposure when near‐term market
condi ons are deemed unfavorable and to restore exposure when factors become favorable. The ERMS analyzes fundamental and technical indicators to determine
the market condi on. Under favorable condi ons, the Strategy will be fully invested to track the S&P 500. When condi ons are deemed unfavorable, the ERMS
reduces equity exposure by shi ing an amount to cash or inverse (short) an investment tracking the S&P 500. This strategy may invest in inverse ETFs.

Market Indicators

TCE Alloca on

Market
Condi on

ERMS
Ac on

TCE Equity
Exposure

Favorable

Fully Invested

100%

Reduce Equity
Exposure

Maximum: 95%

Cau on

Hedge Equity
Exposure

Maximum: 67%

Fully Invested Equity
67%

Tac cal Equity 33%
(ERMS)


Earnings expecta

ons
(fundamentals) rising


Technical condi

ons posi ve

Either fundamental OR
technical condi ons are nega ve

Both fundamental AND
technical condi ons are nega ve

Unfavorable

Minimum: 67%

Minimum: 37%

Fully Invested
Equity

Tac cal Equity:
Long S&P 500

Fully Invested
Equity

Tac cal Equity:
Cash

Fully Invested
Equity

Tac cal Equity:
Short S&P 500

Tac cal Family of Por olios: TTCP, MTTCP, and TCE
Tac cal Total Core Por olio
(TTCP)

Municipal Tac cal Total Core Por olio
(MTTCP)

Tac cal Core Equity Por olio
(TCE)

All Cap Blend Por olio (50 stocks)
Equity Risk Management Strategy
(ETFs)

32%

8%

40%

32%

8%

20%

40%

33%

54%

Interna onal Equity (ETFs)
Fixed Income Por olio (ETFs)
(sub advised by Ziegler Capital)

20%

13%

Municipal Securi es
(ETFs / Closed end funds)
Investment
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Alpha
A manager's contribu on to return performance that cannot be a ributed to market performance. How the manager performed if the market has no gain or loss.
Standard Devia on
Standard Devia on is a gauge of risk which measures the spread of the diﬀerence of returns from their average. The more a por olio’s returns vary from its
average, the higher the standard devia on. It is important to note that higher‐than‐average returns aﬀect the standard devia on just as lower‐than‐average
returns. Thus, it is not a measure of downside risk. Since it measures total varia on of return, standard devia on is a measure of total risk, unlike beta, which
measures market risk.
Ba ng Average
A measure of a manager’s ability to beat the market consistently, the Ba ng Average is calculated by dividing the number of quarters in which the manager beat or
matched an index by the total number of quarters in the period. For example, a manager who meets or outperforms the market every quarter in a given period
would have a ba ng average of 100. A manager who beats the market half of the me would have a ba ng average of 50.
Sharpe Ra o
Sharpe Ra o is one of two alterna ve, yet similar, methods of measuring excess return per unit of risk. (The other method is the Treynor Ra o.) In the case of the
Sharpe Ra o, risk is measured using the standard devia on of the returns in the por olio. The Sharpe Ra o relates the diﬀerence between the por olio return and
the risk‐free rate to the standard devia on of that diﬀerence for a given me period.
Beta
Beta measures the risk level of the manager. Beta measures the vola lity, or systema c risk, of a security or a por olio in comparison to the market as a whole. In
contrast, alpha measures the nonsystema c return of the por olio, and standard devia on measures the vola lity of a por olio’s returns compared to the average
return of the por olio. A beta equal to one indicates a risk level equivalent to the market. Higher betas are associated with higher risk levels, while lower betas are
associated with lower risk levels. Beta is calculated using regression analysis, and can be summarized by the tendency of a security’s returns to respond to swings in
the market. A beta of 1 indicates that the security’s price will move with the market. A beta of less than 1 means that the security will be less vola le than the
market. A beta of greater than 1 indicates that the security’s price will be more vola le than the market. For example, if a stock’s beta is 1.2, it’s theore cally 20%
more vola le than the market. A beta of greater than 1 oﬀers the possibility of a higher rate of return, but also poses more risk.
R2
R‐squared is a sta s cal measure that represents the percentage of a fund or security's movements that can be explained by movements in a benchmark index.
Up‐Market Capture Ra o
Up‐Market Capture Ra o is a measure of managers’ performance in up markets rela ve to the market itself. An up market is one in which the market’s quarterly
return is greater than or equal to zero. The higher the manager’s up‐market capture ra o, the be er the manager capitalized on a rising market. For example, a
value of 110 suggests that the manager captured 110% of the up market (performed 10% be er than the market) when the market was up. A nega ve up‐market
capture ra o indicates that a manager’s returns fell while the market rose. For example, if the market gained 8% while a manager’s returns fell 2%, the up‐market
capture ra o would be ‐25%.
Down‐Market Capture Ra o
Down‐Market Capture Ra o is a measure of managers’ performance in down markets rela ve to the market itself. A down market is one in which the market’s
quarterly return is less than zero. The lower the manager’s down‐market capture ra o, the be er the manager protected capital during a market decline. A value of
90 suggests that a manager’s losses were only 90% of the market loss when the market was down. A nega ve down‐market capture ra o indicates that a manager’s
returns rose while the market declined. For example, if the market fell 8% while the manager’s returns rose 2%, the down‐market capture ra o would be ‐25%.
IMPORTANT DISCLOSURES
The informa on contained herein has been prepared from sources believed to be reliable but is not guaranteed and is not a complete summary or statement of all
available data nor is it considered an oﬀer to buy or sell any securi es referred to herein. There is no assurance that any securi es discussed herein will remain in any
account's por olio at the me you receive this report or that securi es sold have not been repurchased. Data represented in this report have been provided by
EquityCompass Strategies and Bloomberg. EquityCompass Strategies is a research and investment advisory unit of Choice Financial Partners, Inc., a wholly owned
subsidiary and aﬃliated SEC registered investment adviser of S fel Financial Corp. For more informa on about S fel’s investment advisory programs, including
applicable fee schedules, please contact your Financial Advisor to request a copy of the S fel ADV Part 2A or equivalent disclosure brochure. Aﬃliates of
EquityCompass Strategies may, at mes, release wri en or oral commentary, technical analysis, or trading strategies that diﬀer from the opinions expressed within.
Opinions expressed are subject to change without no ce and do not take into account the par cular investment objec ves, financial situa on, or needs of individual
investors. All investments involve risks, including the risk of a possible loss of principal. Rebalancing may have tax consequences, which should be discussed with your
tax advisor. Foreign investments are subject to risks not ordinarily associated with domes c investments, such as currency, economic and poli cal risks, and diﬀerent
accoun ng standards. There are special considera ons associated with interna onal inves ng, including the risk of currency fluctua ons and poli cal and economic
events. Inves ng in emerging markets may involve greater risk and vola lity than inves ng in more developed countries. Small company stocks are typically more
vola le and carry addi onal risks, since smaller companies generally are not as well established as larger companies. The market risk associated with small‐cap and
mid‐cap stocks is generally greater than that associated with large‐cap stocks because small‐cap and mid‐cap stocks tend to experience sharper price fluctua ons
than large‐cap stocks, par cularly during bear markets. Due to their narrow focus, sector‐based investments typically exhibit greater vola lity and are generally
associated with a high degree of risk. Exchange Traded Funds (ETFs) represent a share of all stocks in a respec ve index. ETFs trade like stocks and are subject to
market risk, including the poten al for loss of principal, and may trade for less than their net asset value. The value of ETFs will fluctuate with the value of the
underlying securi es. Inverse ETFs are considered risky and are not suitable for all investors. Typically, these products have one‐day investment objec ves, and
investors should monitor such funds on a daily basis. Inverse ETFs are constructed by using various deriva ves for the purpose of profi ng from a decline in the
value of an underlying benchmark. Inves ng in inverse ETFs is similar to holding various short posi ons, or using a combina on of advanced investment strategies
to profit from falling prices. Investors should review the prospectus and consider the ETF’s investment objec ves, risks, charges, and expenses carefully before
inves ng. Prospectuses are available through your Financial Advisor and include this and other important informa on. The S&P 500® Index is a broad market index
that tracks the performance of 500 stocks from major industries of the U.S. economy. This index is generally considered representa ve of the U.S. large capitaliza on
market. The Russell 1000 Index measures the performance of the large‐cap segment of the U.S. equity universe. It is a subset of the Russell 3000® Index and includes
approximately 1000 of the largest securi es based on a combina on of their market cap and current index membership. The Russell 1000 represents approximately
92% of the U.S. market. The Russell 3000 Index measures the performance of the largest 3000 U.S. companies represen ng approximately 98% of the investable U.S.
equity market. The MSCI World ex USA All Cap Index captures large, mid, small and micro cap representa on across 22 of 23 Developed Markets countries including
Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, Japan, Netherlands, New Zealand, Norway, Portugal,
Singapore, Spain, Sweden, Switzerland and the UK. (excluding the United States). With 8,138 cons tuents, the index covers approximately 99% of the free float‐
adjusted market capitaliza on in each country. HFRI Equity Hedge (Total) Index (HFRIEHI) is a fund‐weighted index of strategies that maintain posi ons both long and
short in primarily equity and equity deriva ve securi es. A wide variety of investment processes can be employed to arrive at an investment decision, including both
quan ta ve and fundamental techniques, strategies can be broadly diversified or narrowly focused on specific sectors and can range broadly in terms of levels of net
exposure, leverage employed, holding period, concentra ons of market capitaliza ons and valua on ranges of typical por olios. The vola lity of the S&P 500 Index
and any other indices iden fied in this report may be materially diﬀerent from the vola lity of the model por olios presented by EquityCompass Strategies. Indices
are unmanaged, do not reflect fees and expenses, and are not available for direct investment. PAST PERFORMANCE CANNOT AND SHOULD NOT BE VIEWED AS AN
INDICATOR OF FUTURE PERFORMANCE
© 2017 EquityCompass Strategies, One South Street, 16th Floor, Bal more, Maryland 21202. All rights reserved.
To learn more about the Tac cal Core Equity Por olio, please contact your S fel Financial Advisor.
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