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 Truth Investments, L.L.C. 

 Absolute Return 

 Product Summary 

 

SUMMARY 

The Absolute Return strategy employs an investment process with the objective of achieving positive annual returns regardless of the 
market environment. While we don’t expect to succeed every year, we certainly expect to achieve our goal in most years. Our second 
goal is to achieve double digit returns. We aim to do so by investing in various investment types of investments, which may include 
stocks, exchange traded funds (ETFs), foreign currency, and options. We may also use margin

1
 to short sell stocks or leverage the 

amount of stock we can buy on the long side. Such efforts maximize return potential. Although such investment types can increase 
risk by themselves, we manage the portfolio to minimize risk as a whole. Lastly, we believe that we can enhance returns by drawing 
resources from our other investment products. There is no benchmark for the Absolute Return strategy. 
   
 
RISK LEVEL 
 
The Absolute Return strategy is classified as having high risk. We may seek stocks with high price variability in an effort to maximize 
return potential. Stocks with high price volatility are considered risky because on any given day, month, or year, prices can move 
substantially in an ‘up’ or ‘down’ direction. We want ‘up,’ but that doesn’t mean ‘down’ won’t occur.  
 
INVESTMENT PROCESS 
 
Forming the Base of the Portfolio 
Stocks will generally form the base of the portfolio. The portfolio’s percentage of stock may vary, but we expect the portfolio to be 
majority weighted in stocks in most cases. There are several reasons for this objective. For one, stocks do not have an expiration 
date like options and certain other derivatives, thus investment thesis’ can be carried out until expected returns are realized. 
Secondly, stocks serve as collateral for margin, which can be used to purchase additional securities and/or derivatives. 
 
Stocks are selected using fundamental research in a very similar way to our equity investment products. We seek companies that 
have the ability to grow earnings and revenue at a faster than average rate over a long period of time. We prefer growing companies 
selling at cheap valuations. Such stocks tend to have low PEG (price-to-earnings divided by growth rate) ratios. In addition to 
computerized models, we will identify stocks that meet our desired characteristics through unlimited means. For example, 

Description Top Holdings Sector Exposure

Name Absolute Return Weight Weight

Risk Level High Equity - Long 96.4% Healthcare 96.4%

Benchmark Index None Equity - Short 0.0% Cash 3.6%

Annual Expense 2.0% Cash 3.6% Total 100.0%

Load/Other Fees None Total 100.0%

Average Annual Turnover1 90% Country Exposure

Average Number of Holdings 1-20 Weight

Assets Under Management $64,877 United States 96.4%

Inception Date 1-Nov-09 Cash 3.6%

Report Date As Of: 31-Dec-20 Total 100.0%

Historical Returns (Gross)

2012 2013 2014 2015 2016 2017 2018 2019 2020

Composite 69.88% 16.73% 0.37% -12.38% -21.30% 12.30% -34.18% 13.42% -22.08%

Comments

Note: Historical performance is not a guarantee of future results.

1. Turnover is a measurement of trading act ivity. It  is calculated by taking the lesser of buys and sells divided by the average market value of the model port folio (3yrs).

Historical returns are calculated from the product of monthly returns in the period. The composite represents returns of all port folios exclude fees but include trading costs.

Holdings, sector, and country exposure represent the model port folio.
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newspapers, magazines, internet, and television can present ideas that may not be found by screening for stocks via data points. 
What makes stock selection unique in this strategy is the flexibility we allow with regard to diversity and holding period. We typically 
don’t constrain the portfolio using predefined rules; therefore, it is possible to be concentrated in a small number of holdings, sectors, 
or countries.  
 
High Risk/High Return Opportunities 
We may seek stocks with high price volatility in an effort to maximize return potential. We time volatile names by trading on the basis 
of momentum and reversal signals. When price opportunities are discovered, we’ll overlay technical analysis with fundamental 
analysis including an analysis of financial leverage and news. Although we may seek volatile names, we try to avoid bankruptcy risk.  
We seek to short stocks that exhibit high bankruptcy risk. This part of the process can cause high turnover. 
 
Forecasting Economies & Financial Markets in Search of Opportunities 
We believe that it’s difficult to predict market behavior. However, we understand that if we’re successful at timing markets, significant 
profit opportunities become apparent. For example, if we expect the economy to weaken, we can experience positive gains by 
shorting pieces of the market most sensitive to economic viability. However, we also have to be aware of potential dislocations of 
financial markets from economic signals. Therefore, we make two separate forecasts: one for the economy, and one for financial 
markets.  
 
In forecasting market returns, we address a multitude of factors. Economic data such is employment, interest rates, and inflation 
serve as key indicators. We also analyze stock valuations via financial ratios and the time value of money. Normalizing earnings is 
very important in the valuation process. Lastly, we try to assess market sentiment by analyzing the market itself. We conduct 
technical analysis to gauge momentum, moving averages, resistance and support levels. We’ll also analyze options activity, which 
provides a window into other investor’s opinions about the future. Through a combination of economic, valuation, and market 
information, we develop a forecast for the market on a short, medium, and long-term basis. 
 
Once we’ve forecasted a return range for the market, we’ll seek investment securities that are consistent with our outlook. We’ll also 
look for industry specific securities (i.e. ETFs) that are consistent with industry forecasts developed in our core products. 
 
Portfolio Construction & Risk Control 
The portfolio is constructed in proportion to our highest conviction ideas. Stocks that we like the most will have the largest weights. 
Our level of confidence in forecasting the market will dictate the size of pertinent bets. Risk is controlled through a methodology that is 
largely based on scenario analysis and the amount of value at risk.  
 
 
MANAGEMENT/MONITORING OF SEPARATE CLIENT PORTFOLIOS 
  
The utilization of a model portfolio provides consistency in portfolio construction and management. In this framework, all client 
portfolios look like our model in terms of position weights. Differences are typically the result of any client guidelines and/or the timing 
and amount of cash flows. We will also ‘eyeball’ each client portfolio as a check to ensure the portfolio represents the strategy 
implemented.  
 
 
TRADING 
 
We aim to keep trading costs at a minimum by utilizing brokers who charge low commissions relative to industry standards. We would 
only pay higher commissions if there were additional services rendered by the broker besides trade execution that would be 
beneficial to clients. We also keep trading costs low via sound management of client cash flows. The timing and amount of client 
funds requires judgment on our part in balancing the speed of becoming fully invested with trading costs. For example, if a client 
opens an account at a time that’s not suitable to invest in some of our exotic holdings (i.e. options), we may have to forgo purchase of 
certain investments until other opportunities present themselves. We may purchase other investments with similar characteristics, but 
are more suitable considering the timing of investments. Suitability is largely a function of size, price entry points, time to expiration, 
availability of derivatives, etc. Whenever such optimization is necessary, we will still take proper risk control with regard to 
diversification. 
 
All client portfolios are traded simultaneously to ensure fairness of security prices achieved. This is done electronically with a 
model-based trading platform. Each trade requires one order through the broker’s platform, at which point, shares will be bought or 
sold for each client designated to the model’s respective product group. Shares will be traded and/or allocated on a pro-rata basis so 
that each client’s portfolio obtains the same percentage. For client portfolios in which optimization or some other customization is 
necessary, trading will be made subsequent to the model portfolio’s trades.  If for some reason this directed-order service becomes 
unavailable by the broker, we will use same price limit orders when trading identical securities for separate accounts. 
 
 
 
 
 
 
 

 
1. Margin is not available in all accounts. The absence of margin might result in portfolio returns being different than model returns. 


