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About F-Squared Investments 

È SEC registered investment adviser 

ÅOver $5 billion in assets under management or under model manager agreements 

ÅHeadquartered in Newton, MA 

È Founded with the mission of redefining how investment solutions can be 

reliably delivered to investors 

È Client goals drive investment philosophy 

ÅSeek to align investment results with the real needs of investors:   

ïClient-centric versus benchmark-centric 

ïTarget relative returns in bull markets, focus on risk of loss in bear markets 

ÅInvestment asymmetry is the key to unlocking client-centric investing 

ïReject concept of ñbuy and holdò 

ÅSeek to consistently and repeatedly deliver on clearly defined investor expectations 
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F-Squared defines risk management from the clientôs 

perspective 

ÈDefinitions of ñrisk managementò 

ÅHow clients define risk management:  Not losing money 

o Focus on loss avoidance in down markets 

ÅHow traditional money managers define risk management:  Tracking error 

versus a benchmark 

o Benchmark-centric, not client-centric 

o Predominant model for professional money management (active and passive) 

o Out of alignment with investor needs in down markets 

ÅHow AlphaSector defines risk management:  De-risking in down markets 

o Client-centric 

o ñParticipate and Protectò 

o High degree of asymmetry 
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Rolling one year returns for the S&P 500 provides key insight 

to distribution of its historical performance 

Distribution of Rolling One Year Returns - S&P 5001,2 

1Source: Morningstar, Active Index Solutions; F-Squared Investments 

 Group I:  

Losses 
(Negative 12-month 

returns for S&P) 

 Group III:  

Gains > 20% 
(12-month gains for 

S&P, > 20% p.a.) 

 Group II:  

Gains < 20% 
(12-month gains for 

S&P, but < 20% p.a.) 

  
S&P 500 

Total Data Points 3,471 

Median Return 9.9% 

Average Return 5.0% 

Maximum Return 72.3% 

Minimum Return -47.5% 

Group I 
1,067 data 

points (31%) 

Group II  
1,805 data 

points (52%) 

Group III 
599 data 

points (17%) 
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Comparison of AlphaSector Premium Index vs S&P 500 

- Distribution of rolling one year returns 

Distribution of Rolling One Year Returns - S&P 5001,2 

1Source: Morningstar, Active Index Solutions; F-Squared Investments 

 Group I:  

Losses 

 Group III:  

Gains > 20% 

 Group II:  

Gains < 20% 
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Comparison of AlphaSector Premium Index vs S&P 500 

- Distribution of rolling one year returns:  S&P with rolling 

losses 

Distribution of Rolling One Year Returns ï Group I Data - Losses1,2 

1Source: Morningstar, Active Index Solutions; F-Squared Investments 2April 2001ï September 2011 

 Group I:  

Losses 

192 

1067 

0

200

400

600

800

1000

1200

Negative Periods 

API S&P

100% 

0% 
0%

20%

40%

60%

80%

100%

Success Rate 

API S&P

100% 

0% 
0%

20%

40%

60%

80%

100%

+500 bp Success Rate 

API S&P

-10.5% 

-47.5% 
-50.0%

-40.0%

-30.0%

-20.0%

-10.0%

0.0%

10.0%

Minimum Return 

API S&P

25.8% 

0% 
0.0%

10.0%

20.0%

30.0%

40.0%

Avg Excess Return 

API S&P

F
re

q
u

e
n

c
y
 o

f 
O

c
c

u
rr

e
n

c
e

 



Copyright 2007 - Confidential;  Patents Pending                   7 FïSquared Investments, LLC F-Squared Investments Copyright 2009 ï Confidential; Patents Pending Copyright 2012.  Please see ñImportant Informationò on last 

pages for disclosures that are an integral part of presentation.  

0

100

200

300

400

500

600

700

800

>
 6

0
%

6
0
%

 t
o
 5

5
%

5
5
%

 t
o
 5

0
%

5
0
%

 t
o
 4

5
%

4
5
%

 t
o
 4

0
%

4
0
%

 t
o
 3

5
%

3
5
%

 t
o
 3

0
%

3
0
%

 t
o
 2

5
%

2
5
%

 t
o
 2

0
%

2
0
%

 t
o
 1

5
%

1
5
%

 t
o
 1

0
%

1
0
%

 t
o
 5

%

5
%

 t
o

 0
%

0
%

 t
o

 -
5

%

-5
%

 t
o
 -

1
0

%

-1
0

%
 t
o

 -
1

5
%

-1
5

%
 t
o

 -
2

0
%

-2
0

%
 t
o

 -
2

5
%

-2
5

%
 t
o

 -
3

0
%

-3
0

%
 t
o

 -
3

5
%

-3
5

%
 t
o

 -
4

0
%

-4
0

%
 t
o

 -
4

5
%

>
 -

4
5
%

S&P 500

AlphaSector
Premium
Index

Comparison of AlphaSector Premium Index vs S&P 500 - 

Distribution of rolling one year returns:  S&P with gains < 20% 

Distribution of Rolling One Year Returns ï Group II Data ï Gains < 20%1,2 

1Source: Morningstar, Active Index Solutions; F-Squared Investments 2April 2001ï September 2011 
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Comparison of AlphaSector Premium Index vs S&P 500 - 

Distribution of rolling one year returns:  S&P with gains > 20% 

Distribution of Rolling One Year Returns ï Group III Data ï Gains > 20%1,2 

1Source: Morningstar, Active Index Solutions; F-Squared Investments 2April 2001ï September 2011 
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AlphaSector was designed to meet the real needs of investors: 

risk controls for down markets, participation in up markets1,2 

È Powerful but simple story, and uses NO derivatives, leverage, or shorting 

  

AlphaSector 
Premium 

Index S&P 500 

Cumulative Return 256.7% 33.3% 

1 Year Return 1.7% 2.1% 

3 Yr Return (Annualized) 16.6% 14.1% 

5 Yr Return (Annualized) 12.3% -0.3% 

 10 Yr Return (Annualized) 12.9% 2.9% 

Standard Deviation 10.7% 16.1% 

Annual Excess Return 9.9% N/A 

R-Squared 51.0% N/A 

Maximum Drawdown -13.4% -51.0% 

ASYMMETRY RATIO 70% 0% 

Up Capture Ratio (Bull) 85% N/A 

Down Capture Ratio 
(Bear) 

15% N/A 
2Source: NASDQ OMX, Morningstar, Active Index Solutions 

1April, 2001 ï December 2011 

Data as of December 31, 20111 Cumulative Returns:  

Comparison vs. S&P 500 
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AlphaSector Premium Index has delivered remarkably 

consistent returns across multiple market cycles1 

1Source: NASDQ OMX, Morningstar, Active Index Solutions 

Annual Returns by Calendar Year 
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S&P 500 Sector Returns ï Extreme Gains and Equivalent Losses1 
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Investment rationale of AlphaSector is based on statistical 

advantages of avoiding losses 

Sources: Morningstar, F-Squared Investments 

1òWinning by Not Losing ï The Hidden Power of Defensive Allocationò, F-Squared Investments, 6/09 

Time Period:  10/89 ï 6/09 

Extreme Weekly 

Gains (10% or more) 

Extreme Weekly Losses 

(-10% or worse) 

È Traditional ñvaluation-basedò investment model is based on upside capture 

Å Requires unrealistic ability in avoiding extreme downside moves for full market success 

È AlphaSector ñdefensive allocationò model is based on avoiding losses 

È Designed to create ñodds in our favorò investment structure 

È Assumes missing majority of extreme upside moves 

È Designed to reduce overall investment risk while capturing excess return 

Extreme Losses 

(-10%+) 

Extreme Gains 

(10%+) 

# of Extreme Weeks 70 43 

Maximum -33.4% 31.5% 

Cumulative Value -1026% 592% 
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AlphaSector Premium Index ï Index construction methodology 

È Investments include: 

Å9 Select Sector SPDR exchange traded funds (ETFs) reflecting the primary sectors 

of the S&P 500 

ÅShort-term Treasuries ETF (only used in Bear Markets) 

 

È Index is re-evaluated weekly  

È Sector ETFs are traded using a binary model ï either IN or OUT of the portfolio 

ÅSectors forecasted for positive return are left in; sectors forecasted to lose money are 

removed entirely 

ÅDecisions are based on a proprietary quantitative model in operation and development since 

2001 

È All sectors remaining IN the index are always equal weighted at the time of rebalancing 

ÅThere is a maximum cap of 25% for any sector ETF at time of rebalance 

È When 6 or more sectors are removed, signals a Bear Market 

ÅBegin to build ñcashò position using BIL ETF  

ï3 sectors IN = 25% cash; 2 sectors IN = 50% cash; 1 sector IN = 75% cash 

ÅCan go to 100% in S-T Treasuries if all 9 sectors are eliminated 

XLI 
Industrials 

XLK 
Technology 

XLU 
Utilities 

XLF 
Financials 

XLP 
Cons Staples 

XLV 
Health Care 

XLY 
Cons Discr 

XLE 
Energy 

XLB 
Materials 

BIL 
S-T Treas 




