K2 INVESTMENT
PHILOSOPHY

We believe in a straightforward investment philosophy that is designed
to help each of our clients reach their respective financial goals.
In constructing your portfolio, we adhere to these 4 core tenets:
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1. Asset Allocation: The academic

research states that 90% of return variability
comes from the underlying asset allocation.1
Therefore, we believe it is the first and most
critical piece of the investment management
process for our clients. There is a significantly
larger difference in return vectors between
asset classes than within asset classes. Asset
allocation is the selection and weighting
of equities, fixed income, and alternative
investments utilized with clients. We align
our clients’ asset allocation to help meet their
long-term financial goals, with the knowledge
and confidence that asset allocation is the
foundational piece in our investment process.

2. Fund Style: Within each asset class

(equities, fixed income, alts) there are large
differences of return variability. For example,
within fixed income there is significant
variability between funds that invest in highyield debt vs. short-term Treasuries. We
believe it is critical to get this part of the

process right as portfolios likely have risk/
return profiles that are not correct if the
underlying fund styles are incorrect, even if
the portfolio has proper asset allocation.
Fund style categories evaluated for equities:

Growth

Value

High Profitability

Low Profitability

Large Cap

Small Cap

Domestic

International

These are different categories we look for with
fixed income:

Investment Grade

High Yield

Short Duration

Long Duration

3. Fund Selection: After the proper asset

allocation and fund styles are established,
fund selection plays an important part. Only
40% of return variability amongst funds with
the same asset allocation can be explained
by the strategic asset allocation.1 Therefore,
there is a larger bell curve of the return profile
intra asset class, which means there is an
opportunity to generate alpha through fund
managers selection.
We start this by finding out the investment
philosophy of the firm/fund, researching
the portfolio managers, and how the fund
has historically performed in relation to
benchmarks. We select funds and fund
families that historically have a strong
conviction in their investment process and
typically will stick with their underlying
investment philosophy through challenging
markets. We also evaluate active managers
to confirm they are not similar to index funds
and charging too much for their management.
Additionally, we review our active manager.
Bottom line, we want low cost active
management where we feel confident that
the underlying fund company and portfolio
managers have strong conviction in their
investment philosophy and process.

4. Review Process: Once these processes
have been completed, we monitor all 3 levels
of the investment process. Starting with
asset allocation, we regularly review that the
broad asset allocation levels are not outside
of our tolerance bands for a client’s portfolio.
If the asset allocation gets out of line, we will
rebalance the portfolio to put the portfolio
back within tolerance. Additionally, we
automatically rebalance all our models on a
yearly basis.

Next, if the portfolio is under our tactical asset
allocation, we will analyze the underlying
fund style and compare it to the business
cycle. We analyze the business cycle through
a mix of proprietary models, quantitative
analysis, and qualitative analysis. We do this
because making tactical moves at the right
times of the business cycle can help clients
produce outsized returns.2 For example, we
do not want our clients to have high yield
bond funds late in the business cycle because
historically they have not provided adequate
diversification with equities during a recession
because credit spreads widen.
Last, we analyze the underlying funds that we
are invested in by looking at their performance
against peer funds and the underlying
benchmark (analyzed quarterly). The shortterm performance is an important part of the
equation but not the only part of the equation.
A significant part of the fund selection and
retention process for our models is that the
underlying investment thesis for us selecting a
fund family and fund manager remains intact.
For example, we want to make sure that a
small cap value oriented European fund is still
investing in small cap Euro value stocks, aka,
we do not want drift in our underlying funds
because we believe it can be detrimental to
the whole portfolio since we would not be
allocated as designed during model creation.
The review process is a continuous process,
but we officially conduct reviews/performance
measurement on a quarterly basis.
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Important Information
The information provided is for educational and informational purposes only and does not constitute investment advice and it should not be relied on as such. It should not be considered a solicitation to buy or an
offer to sell a security. It does not take into account any investor’s particular investment objectives, strategies, tax status or investment horizon. You should consult your attorney or tax advisor.
All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the current accuracy, reliability or completeness of, nor liability
for, decisions based on such information and it should not be relied on as such.
The information contained above is for illustrative purposes only.
K2 Financial Inc. is a Registered Investment Adviser. Advisory services are offered through K2 Financial Inc. Securities are offered through Lincoln Investment, Broker Dealer, Member FINRA/SIPC. K2 Financial Inc.
and Lincoln Investment are not affiliated. Advisory services are only offered to clients or prospective clients where K2 Financial Inc. and its representatives are properly licensed or exempt from licensure.
For additional information, please visit our website at k2financialpartners.com. For current K2 Financial Inc. information, please visit the Investment Adviser Public Disclosure website at www.adviserinfo.sec.gov by
searching with K2 Financial Inc.’s CRD #300913.
Risk Disclosure
No investment strategy or risk management technique can guarantee returns or eliminate risk in any market environment. All investments include a risk of loss that clients should be prepared to bear. The principal
risks of K2 Financial Inc. strategies are disclosed in the publicly available Form ADV Part 2A. Asset Allocation may be used in an effort to manage risk and enhance returns. It does not, however, guarantee a profit or
protect against loss.
Generally, among asset classes, stocks are more volatile than bonds or short-term instruments. Government bonds and corporate bonds have more moderate short-term price fluctuations than stocks but can provide lower potential long-term returns. U.S. Treasury Bills maintain a stable value if held to maturity, but returns are generally only slightly above the inflation rate. Past performance is no guarantee of future results.
Alpha represents the performance of a portfolio relative to a benchmark, and is often considered to represent the value that a portfolio manager adds to or subtracts from a fund’s return. In other words, alpha is the
return on an investment that is not a result of general movement in the greater market.

