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Combining our cutting-edge stock selection research with a disciplined index options strategy, Alpha 
DNA Hedged Equity strategy strives to participate in equity market gains, while aiming to mitigate 
losses in declining markets.

Why equities?  The upside and downside 
Equity ownership drives long-term returns – exposure to equities is necessary to build your nest egg for retirement.  But the ride with equity exposure can be 
bumpy.  Stock market corrections are normal, and they happen more frequently than most people can stomach.  A big loss year in equities, especially if it is 
close to your retirement, can be catastrophic and that drives the intrinsic fear with equities among investors.  It is tempting for investors to try to sequence their 
entry (and exit) in the stock market.  But “timing the market” correctly, and on a consistent basis, is difficult.  An investor can lose out on capital appreciation 
by staying in the sidelines.

How to balance portfolios?  Historically a mix of stocks and bonds has been the answer, but . . . 
Advisors have traditionally relied on the 60:40 (Equity:Bonds) asset allocation approach to diversify and deliver balanced portfolio outcomes, largely driven by 
historical correlation between major asset classes.  But in recent times, with a hyper-active Federal Reserve and increasingly more complex Quantitative 
Easing (QE) paradigms, historical correlations between asset classes seem to breakdown just when you need them the most, i.e., during financial market 
corrections.  Furthermore, with interest rates near zero and inflation around 2%, real returns from Bonds overall are likely to be underwhelming in the near 
future.

What is Hedged Equity? An emerging alternative to building resilient portfolios 

The Hedged Equity category has emerged as a viable alternative for Advisors to deliver balanced portfolio outcomes for their risk-conscious clients.  Hedged 
Equity strategies use a combination of bullish and bearish positions to construct a diversified portfolio with an intentional exposure to market risk.  The bullish 
position (using a portfolio of individual stocks or index Exchange Traded Funds (ETFs)) is intended to keep pace with broad market index returns over the long 
run and the bearish position (mostly in options on index ETFs) is intended to reduce volatility and reduce the impact of large drawdowns during market 
corrections.  With a risk profile similar to a 60:40 balanced fund,  Hedged Equity strategies allow you to add equity allocation without adding full on equity risk.

Why Alpha DNA?  We aspire to be a superior solution among Hedged Equity 

Most Hedged Equity strategy returns tend to trail overall equity market returns. This is because the cost of the hedge eats away some of the returns from the 
bullish portfolio, which is typically designed to simply track the market. This reduces the capital appreciation for your clients over time, albeit at lower volatility.  
It doesn’t have to be that way though, just look at Alpha DNA Hedged Equity performance since inception.

We have generated excess returns from a concentrated portfolio of stocks, systematically selected for our assessment of their probability of beating 
expectations, and that excess return has helped to offset the cost of the hedge.  

It is an objective fact that knowing ahead of time which companies are going to surprise (out-perform analyst expectations) next earnings cycle, or whose 
estimates are going to be revised upward in the meantime, will, on average, generate excess returns.  But you don’t have a crystal ball to know these things 
ahead of time.  You are only as good as your input data and forecasting engine.  

See Alpha DNA’s surprise prediction accuracy.  In the absence of a crystal ball, Alternative Data and Machine Learning help!



Exposure to equities is necessary to build your nest egg for retirement.

Source: http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/histretSP.html

Max
Min

Std Dev.

52.60%
-43.80%
19.60%

29.10%
-15.70%
7.60%

32.80%
-11.10%
7.70%

14.00%
0.00%
3.00%

11.57%

7.22%

5.15%

3.40%

Stocks Corporate Bonds Govt Bonds 3-mo T-bills

Average annual returns by asset class
1928 - 2019



But the ride with equity exposure can be bumpy.  Stock market corrections happen 
more frequently than many people can stomach.
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A big loss year in equities, especially if it is close to your retirement, can be catastrophic 
and that drives the intrinsic fear with equities among investors.

Source: Standard & Poors
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“Timing the market”, correctly and consistently, is difficult.  Missing even a few days of 
being invested can be devastating to long term portfolio returns.

Source: Factset
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Advisors have traditionally relied on the 60:40 (Equity:Bonds) asset allocation approach 
to diversify and deliver balanced portfolio outcomes.

Source: advisors.vanguard.com/insights/article/showclientshowportfoliorebalancinghelpstomanagerisk
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But historical correlation between major asset classes seem to breakdown just when 
you need them the most, i.e., during financial market corrections.
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When interest rates are near zero and inflation is around 2%, real returns from bonds 
are likely to be much lower in the upcoming years.

Source: stern.nyu.edu/~adamodar/pc/datasets/histimpl.xls
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Hedged equity category has emerged as a viable alternative for advisors to deliver 
balanced portfolio outcomes for their risk-conscious clients.

Source:  Morningstar for the 30 funds in the category / Ycharts for the AUM data
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Capital appreciation over time 

Hedged equity strategies often produce less than market returns because of the 
inherent cost to hedge the downside.

S&P500 ETF vs. Average Hedged Equity Strategy
From Jan 2016 thru December 2022

Compound Annual 
Growth Rate 

Source: Alpha DNA – Hedged equity data represents the daily returns compounded daily of the 5 largest funds as of December 31, 2020, that have at least a 5-year track record in the 
Morningstar category Derivative Hedged Equity.
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Alpha DNA attempts to generate excess returns by investing in a concentrated portfolio of 
stocks that Alpha DNA expects to beat estimates, and that helps offset the hedge cost.

Alpha DNA is a separate accounts manager and all returns expressed herein are solely from the separate accounts business within Alpha DNA. The Large Cap chart reflects the NET Returns of the Alpha DNA Large Cap Hedged Equity SMA Composite. The Mid/Small Cap chart reflects the 
NET returns of the Alpha DNA Mid/Small Cap Hedged Equity SMA Composite.
Alpha DNA claims compliance with the Global Investment Performance Standards (GIPS*). To receive a full list of composite descriptions of Alpha DNA and/ or a presentation that complies with the GIPS* standards, contact Wayne Ferbert at (443)-288-6444 or 
wayne.ferbert@alphadnaim.com. Returns are presented net of fees and include the reinvestment of all income. This composite includes some account(s) owned by the firm’s principal that were not charged a fee. Please request information about which months are impacted by 
accounts that did not pay a fee. GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained herein.
All investments involve the risk of potential investment losses as well as the potential for investment gains. Prior performance is no guarantee of future results and there can be no assurance, and clients should not assume, that future performance of any of the model portfolios will be 
comparable to past performance.
These results should not be viewed as indicative of the advisor’s skill. The prior performance figures indicated herein represent portfolio performance for only a short time period, and may not be indicative of the returns or volatility each portfolio will generate over a long time period. 
The performance presented should also be viewed in the context of the broad market and general economic conditions prevailing during the periods covered by the performance information. The actual results for the comparable periods would also have varied from the presented 
results based upon the timing of contributions and withdrawals from individual client accounts. The performance figures contained herein should be viewed in the context of the various risk/ return profiles and asset allocation methodologies utilized by the asset allocation strategists in 
developing their model portfolios and should be accompanied or preceded by the model.
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Alpha DNA aims to deliver capital appreciation for investors from the returns of our 
stock portfolio combined with the options

Alpha DNA is a separate accounts manager and all returns expressed herein are solely from the separate accounts business within Alpha DNA. The Large Cap chart reflects the NET Returns of the Alpha DNA Large Cap Hedged Equity SMA Composite. The Mid/Small Cap chart reflects the 
returns of the Alpha DNA Mid/Small Cap Hedged Equity SMA Composite. The cost of the options and equities is based on the returns of the largest account invested in each composite in the year indicated that qualified for inclusion in the composite for the entire year.
Alpha DNA claims compliance with the Global Investment Performance Standards (GIPS*). To receive a full list of composite descriptions of Alpha DNA and/ or a presentation that complies with the GIPS* standards, contact Wayne Ferbert at (443)-288-6444 or 
wayne.ferbert@alphadnaim.com. Returns are presented net of fees and include the reinvestment of all income. This composite includes some account(s) owned by the firm’s principal that were not charged a fee. Please request information about which months are impacted by 
accounts that did not pay a fee. GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained herein.
All investments involve the risk of potential investment losses as well as the potential for investment gains. Prior performance is no guarantee of future results and there can be no assurance, and clients should not assume, that future performance of any of the model portfolios will be 
comparable to past performance.
These results should not be viewed as indicative of the advisor’s skill. The prior performance figures indicated herein represent portfolio performance for only a short time period and may not be indicative of the returns or volatility each portfolio will generate over a long time period. The 
performance presented should also be viewed in the context of the broad market and general economic conditions prevailing during the periods covered by the performance information. The actual results for the comparable periods would also have varied from the presented results 
based upon the timing of contributions and withdrawals from individual client accounts. The performance figures contained herein should be viewed in the context of the various risk/ return profiles and asset allocation methodologies utilized by the asset allocation strategists in 
developing their model portfolios and should be accompanied or preceded by the model.
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Knowing ahead of time which companies will surprise (out-perform analyst 
expectations) next earnings cycle is likely to generate excess returns.

Stock price moves: Earnings surprises
Avg. monthly returns, 2005-2020

Stock price moves: Analyst revisions
Avg. monthly returns, 2005-2020

Monthly universe is largest 2000 US equities by market cap at point of portfolio selection. Monthly hold period is 22 trading days. 
Returns measured every month, so the surprise may be up to three months in the future and revision may be up to six weeks in the future. 
Surprise calculated as (Actual – Consensus) / I Consensus I,  where the Consensus is the equally weighted mean of sell side analysts’ forecasts. Revision calculated as (New estimate – Prior estimate) / Prior estimate
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Alpha-DNA’s impressive revenue surprise prediction accuracy comes from our big data 
platform, access to alternative datasets and deep expertise in machine learning.

Source: Percentage of surprises based on count of surprises at next earnings event after purchase in Actual long portfolio holdings in Alpha DNA’s IAS Equity Long Short strategy. The surprise effect is based on data from FactSet.

Alpha DNA Stock Portfolio: Percent of companies beating Revenue estimate at Earnings Announcement

Revenue surprise
predictions

Analyst revision
predictions

Demand algorithms
Revenue forecasts CUSE launch

(Large Caps)

MUSE launch
(Mid & Small Caps)

Blended L/S launch
(All Caps)

ETF launch
(SENT)

Continuous improvement in 
accuracy as we have 
invested in and grown our big 
data analytics platform

65% 65%

78%

87% 85% 82% 86%

2011 20152014 2016 2017 20192018 2020 2021

88%

2022

88%



There is a deluge of alternative datasets these days to improve forward revenue and 
earnings estimates for companies.

Source: alternativedata.org
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of brand activity and customer loyalty.  Text mining of consumer posts, blogs, etc. 
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directly. Data on weather patterns collected from sensors.
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Machine learning in finance is reshaping systematic quant investing and enabling 
innovative strategies like Alpha DNA Hedged Equity.
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The cost of continuously protecting a portfolio against severe losses using options is 
non-trivial and needs to be expertly managed.

Source: Alpha DNA – calculated every put option cost on IWM that qualified between 25-30 delta and 110-130 days from expiration. Cost is presented as a percentage of IWM. Average cost of trade for every day in year is calculated. Data represents for each year the average, 
maximum, and minimum of the daily averages.
The Russell 2000 ETF used for this options analysis is the ticker Symbol IWM: iShares Russell 2000 ETF.
Portfolio Target is illustrative and meant to convey a typical portfolio in a market with an average daily VIX  measurement of the past decade. 

Simulated monthly cost of entering options hedge on Russell 2000 ETF (IWM)
25-30 Delta, ~120 days from expiration
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The cost of hedging with options will impact overall portfolio returns differently over 
time.

2005 * 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
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Source: Alpha DNA – calculated every put option trade P&L for 60 every 60 day trade on IWM that qualified between 25-30 delta and 110-130 days from expiration. Cost is presented as a percentage of IWM. Average cost of trade for every day in year is calculated. Data 
represents for each year the annualized version of the average of the daily averages. 
The Russell 2000 ETF used for this options analysis is the ticker Symbol IWM: iShares Russell 2000 ETF 
*Backtesting involves a hypothetical reconstruction, based on past market data, of what the performance of a particular account would have been had the adviser been managing the account using a particular investment strategy. Performance results presented do not 
represent actual trading using client assets but were achieved through retroactive application of a model that was designed with the benefit of hindsight. Backtested performance results have inherent limitations, particularly the fact that these results do not represent actual 
trading and may not reflect the impact that material economic and market factors might have placed on the adviser’s decision-making if the adviser were actually managing the client’s money.

Simulated average annualized impact of the hedge on the Russell 2000 ETF (IWM) on portfolio performance
25-30 Delta, ~120 days from expiration

Average annual
impact of 
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-4.7%



Disclosures

• Alpha DNA Investment Management LLC d/b/a Alpha DNA Investment Management, is a registered investment adviser. The firm only transacts business in states where it is properly 
registered, or is excluded or exempted from registration requirements. Registration as an investment adviser does not constitute an endorsement of the firm by securities regulators nor 
does it indicate that the adviser has attained a particular level of skill or ability.

• Information presented is believed to be factual and up-to-date, but we do not guarantee its accuracy and it should not be regarded as a complete analysis of the subjects discussed. All 
expressions of opinion reflect the judgment of the author on the date of publication and are subject to change. Content should not be viewed as personalized investment advice and 
should not be construed as an offer to buy or sell, or a solicitation of any offer to buy or sell the securities discussed.

• All investment strategies have the potential for profit or loss. Different types of investments involve varying degrees of risk, and there can be no assurance that any specific investment or 
strategy will be suitable or profitable for a client’s portfolio

• Historical performance results for investment indexes and/or categories generally do not reflect the deduction of transaction and/or custodial charges or the deduction of an investment-
management fee, the incurrence of which would have the effect of decreasing historical performance results. There are no assurances that a client’s portfolio will match or outperform 
any particular benchmark. Asset allocation and diversification will not necessarily improve an investor’s returns and cannot eliminate the risk of investment losses.

• PAST PEFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. 

• The information and opinions expressed herein are as of the date appearing in this material only, are not complete, are subject to change without prior notice, and do not contain material 
information regarding the Fund or portfolio, including specific information relating to an investment in the Fund or portfolio and related important risk disclosures. The descriptions herein 
of the strategy’s investment objectives or criteria, the characteristics of its investments, investment process, or investment strategies and styles may not be fully indicative of any present 
or future investments, are not intended to reflect performance and may be changed in the discretion of Alpha DNA. While the data contained herein has been prepared from information 
that Alpha DNA believes to be reliable, Alpha DNA does not warrant as to the accuracy or completeness of such information.
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