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Every day a new investment firm claims they are trailblazing the area that lies between
passive management and active management. Seeing themselves as cowboys who are

discovering the G
overlays or secret

rand Canyon for the first time, they ride in with all kinds of new
filters to spot stock market winners.

What they don't realize, however, is that the Grand Canyon is both very old and very wide. So chances are good that their
discovery is not quite as “new” as they think. In order to discover something new, one needs to take an entirely different
approach—such as not attempting to pick winners in the first place!

Out with the
Old. In with
the...Old?

New
Investment
Approach
for a New
Age

New Age Alpha LLC

It's said that, if approached correctly, investors can attain some of the key advantages of active
management while also garnering some of the benefits of passive management. Some call such an
approach factor-driven investing, others call it Smart Beta, and still others use very specific overlay
approaches to reap these benefits. Defining the advantages and benefits of the respective
spectrum ends is easy. A unified definition of this area between the two, however, remains elusive.

We believe this gulf has proven to be a boon for factor-based investment managers expressly due
to the area’s ill-defined nature. Eugene Fama and Kenneth French’s initial three factor regression
model was academic and precise. Let’s be clear on that. In practice on the Street, however, it—and
other factor and/or Smart Beta applications—nhas resulted in an excess of stock picking models,
each more arcane than the last. Yet, seemingly, virtually nothing changes. Investors and plan
sponsors are left to read tea leaves like a medieval seer to deduce if a portfolio manager's methods
are revolutionary or merely lucky.

The respective benefits of active and passive management are well known. Active
management—also known as direct stock picking—claims to offer better performance, particularly
when the market swoons. Whereas passive management—also known as index investing—offers
comparable market exposure but with lower fees. Many firms claim to harness the best of both
worlds by creating rules-based products that, nonetheless, still pick stock market winners.

We might argue, however, that this is the worst of both worlds.

You see, we believe that any of these approaches still rely on picking winners. However, this
requires the ability to forecast the future, which is impossible. And firms are charging greater fees
than their passively-managed counterparts despite persistent underperformance.

At New Age Alpha, we believe all risk originates with human behavior. When humans interpret
vague and ambiguous information in a systematically incorrect way, it gets impounded into a
company's stock price. This creates a type of idiosyncratic risk distinct from traditional “firm
specific” risk, that may impact stock prices and we believe cannot be diversified away. Specifically,
this type of idiosyncratic risk is unique to the stock itself, as opposed to the firm as a whole. To
mitigate this risk, we calculate the Human Factor, the likelihood that a company will fail to deliver
the growth implied by the stock price. We don't attempt to pick winners, we simply aim to avoid the
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losers. And unlike a traditional portfolio manager, we take an actuarial-based approach to managing
risk. We focus only on known, rather than unknown.

New Age Alpha, through use of the Human Factor, seeks to outperform without increasing
exposure to widely recognized risk factors such as size, value or momentum. This is because, if one
defines factor-based investing or Smart Beta as enhanced passive management, we are decidedly
not that. By measuring and avoiding human behavior, we are not handcuffed by the rigidity of a
benchmark. In most portfolio mangers’ attempts to create outperformance, they select the same
stocks as the benchmark but simply weight them differently. Our approach isn't nearly so limited.
This results in portfolio options that have not only historically outperformed but have done so
without significant correlation to the components of other widely used benchmarks.

Compare this to an old-world marinara sauce. Many, if not most, red sauces use tomatoes as their
central component—not unlike most investment products that originate from the same indexes.
But, while a well-made red sauce is exquisite, some sauces are little more than ketchup. We're not
here to cast aspersions on a time-tested, classic dish. But rather, we'll point out a pesto sauce can
provide a rich, luxuriant dinner whose source ingredient is unique.

Taking this one step further: New Age Alpha isn't concerned with beta, like so many Smart Beta
shops. And we certainly don't target a beta of 1. We view beta as simply another age-old metric that
is, itself, rooted in human behavior. After all, beta is a reflection of market price movement, and our
position is that market prices are ultimately determined by humans. Also, implicit in traditional
Smart Beta strategies is the notion that the beta of a portfolio will be no different than that of the
universe and outperformance will result from successful stock selection. In contrast, however, our
portfolios may have a beta less than 1 even as they may outperform on a relative basis.

Another key way in which New Age Alpha'’s approach is distinct from Smart Beta or factor-driven
strategies is our relationship with specific factors. Of the commonly used factors, those that best
explain performance are Profitability (return on equity) and Quality (debt-to-equity). Yet these are
calculated exclusively from financial statements—the exact process we use to avoid the risk of
human behavior. Meanwhile, we believe factors such as Volatility and Value are least predictive of
performance and, not coincidentally, rooted in human behavior.

Fundamentally, we believe that any of these strategies falter because—above and beyond the
impracticality of picking stock market winners—they're focusing on metrics that are merely
symptoms of the overall risk of human behavior. Factors, beta, volatility..any of these are simply
different manifestations of the same problem.

It's similar to that old parable about the blind men describing an elephant based on their sense of
touch. One man feels the elephant’s tail and proclaims the elephant is exactly like a snake. Another
grasps its leg and compares it to a tree. A third touches the ear and says an elephant is a giant leaf.
None of the men are wrong, precisely. But they’re most certainly not correct. And it all comes back
to perception.

Effect of all Behaviors

History can be the greatest guide of all. As so often said, those who can’t remember it
are doomed to repeat it. So why do so many portfolio managers continue to enact
strategies—factor-based, Smart Beta or otherwise—that rely on picking stock market
winners when they should simply avoid the losers?
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Disclosures

This commentary is accurate as of its publication date (2/02/2021) and has not been
updated since its original release.

This document is provided for informational purposes only and should not be construed
as investment advice or an offer or solicitation to buy or sell securities. We discuss
general market activity, industry or sector trends, or other broad-based economic or
market conditions and this should not be construed as research, securities
recommendations or investment advice. Investors are urged to consult with their
financial advisors before buying or selling any securities. Any forecasts or predictions
are subject to high levels of uncertainty that may affect actual performance.
Accordingly, all such predictions should be viewed as merely representative of a broad
range of possible outcomes.

No client or prospective client should assume that any information presented in this
document serves as the receipt of, or a substitute for, personalized individual advice
from New Age Alpha or any other investment professional. Any charts, graphs or tables
used in this fact sheet are for illustrative purposes only and should not be construed as
providing investment advice and should not be construed by a client or a prospective
client as a solicitation to effect, or attempt to effect transactions in securities, or the
rendering of personalized investment advice.

Past performance is not indicative of future results. Current and future results may be
lower or higher than those shown. An investor in the strategy may experience a loss.
Information contained herein does not reflect the actual performance of the strategy.
All research and data is simulated and should not be considered indicative of the skill of
New Age Alpha. You cannot invest directly in an index. This presentation does not
include the deduction of any fees and expenses because an index does not have any
such fees or expenses, such as management fees or transactions costs. Investments in

securities will generally include fees and expenses that will decrease investment returns.

The performance results reflect the reinvestment of dividends and interest.

Human Factor™ "h-factor " scores measure the probability that, according to the
Human Factor algorithm, a company will deliver the growth necessary to support its
stock price and are not alone a recommendation about how to invest. The h-factor is a
risk that comes from humans interpreting vague or ambiguous information in a
systematically incorrect way. We believe that the h-factor causes stocks to be
mispriced. We measure how the h-factor affects stock prices to identify which stocks
are over or under priced. We apply our methodology to over 5300 stocks and global
indexes to identify a risk that impacts stock prices and is caused by human behavior.
Investments not included in the h-factor tool may have characteristics similar or
superior to those being analyzed. The accuracy of the h-factor is materially reliant on
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the integrity of the information utilized in the calculations, including any assumptions
and or interpretations made by the user about the data. Data discrepancies, user
assumptions, and data input by user can all contribute to differing outcomes. The
underlying assumptions and processes presented herein are subject to change.
Furthermore, any h-factor score referenced herein is a snapshot taken at a particular
point in time and any analysis or information contained in such score is outdated and
should not be relied upon as investment advice as such information may have materially
changed since publication.

TRADEMARKS

All New Age Alpha trademarks are owned by New Age Alpha LLC. All other company
or product names mentioned herein, including S&P®, Dow Jones®, GICS and MSCI are
the property of their respective owners and should not be deemed to be an
endorsement of any New Age Alpha product, portfolio or strategy. S&P Dow Jones
S&P® is a registered trademark of Standard & Poor's Financial Services LLC (""SPFS”)
and Dow Jones®@ is a registered trademark of Dow Jones Trademark Holdings LLC
(""Dow Jones").

ENDORSEMENTS

The mention of any specific individuals, books, studies, articles or related references in
this article is for informational purposes only. It does not imply any endorsement or
affiliation with the mentioned individuals or entities.

CC: NAA10408
SKU: 10136

2129222699 T
www.newagealpha.com W




