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Agenda

•   Strategy Review
•   Implementation
•   Tilts
•   Returns
•   Attributions
•   Lessons Learned
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Defining Small Cap:   $1B < x ≤ $2B

Value Premium:    Price to Cashflow

Profitability Premium:    CBOP (Deflated by Total Assets)

Strategy Review
Portfolio Construction
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Financials ETF 

diversified, low expense ratio, 
value but no profitability, 
mainly large cap

Exclusions

IPOs, negative CFs, dual class 
shares

Strategy Review
Portfolio Construction

Weighting

market cap

Sector Exposure

portfolio composition 
mirrored benchmark



Implementation
Monthly Rebalancing
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Entering / Exiting Securities

5% tolerance band on breakpoints

>$2B market cap permitted 

Ongoing Positions

reweight if entry/exit is large

Automation



Implementation
Monitoring Securities
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News Alerts

M&A, Lawsuits, etc.

Implications of Tax Reform

Earnings season

Deferred Assets & Deferred Liabilities

Financials most impacted



Tilts
Value & Profitability
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Value 
(P/CF)
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Growth 
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Value 
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High
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Returns
Portfolio Performance relative to Benchmark
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Performance
Relative to the Similar Funds

Profitability: 8.85% 
Active return vs benchmark small cap value IWN ETF

Value: 7.2% 
Active return vs benchmark small cap quality XSHQ ETF

Small Cap: 5%
Active return vs benchmark mid-big cap value and 
quality VLUE 5.12% and QLUE ETF 4.53%

10VBR: Vanguard Small-Cap Value Index, IJS: iShares S&P Small-Cap 600 Value, QUAL: iShares Edge MSCI USA Quality Factor, SPHQ: PowerShares S&P 500® Quality



Credits:  Lil Squid Noun Project             11

Attributions
Sources of Return

• Sector

• Individual stocks - high positive & high negative

• how did our stocks do relative to other small, value, and 
profitability stocks? (both in our universe and among all 
stocks)
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https://thenounproject.com/Lil%20Squid


Attributions
Sources of Return

• Sector

• Individual stocks - high positive & high negative

• how did our stocks do relative to other small, value, and 
profitability stocks? (both in our universe and among all 
stocks)

12



Attributions
Sources of Return
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Lessons Learned
Our Takeaways

Understanding Portfolio Engineering Process

Bloomberg Terminal Best Practices

Rebalancing Manually to Automated Rebalancing

Impact of Cryptocurrencies on Price (Overstock)
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Thank you!



Appendix
Factor Formulas
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Appendix
Averages
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Appendix
Firms by Sector - Consumer Discretionary
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Appendix
Firms by Sector - Consumer Staples & Energy
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Appendix
Firms by Sector - Healthcare

20



Appendix
Firms by Sector - Industrials
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Appendix
Firms by Sector - Information Technology
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Appendix
Firms by Sector - Materials
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Appendix
Firms by Sector - Other
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Appendix
Sector Exposure - Financials
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