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WHAT IS ALPHA?

s an athempt

o measune the
value of 8 money
manages. In theory,
tha higher the alpha,
the mone a fund'’s
redumn k= attributabde

rather than the
industry it imests
in or other broad
rmarket forees.

Usa it in a
sentence. The Mairs
& Powor Growth
Fund has an alpha
of 7.77, one of
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It’s not easy to beat the indexes,
but some mutual funds find
ways to do it with regularity.

The best
money

Managers

Value Index),
mdjusted for risk
How Is that
determingd ¥
Alpha equals
the difference
batwesn a fund's
actual retems.
and its eapected
it beved of risk.
The risk measure,
beved on how ook o i hdeal At (10 Skt but s g e (- YAk
an percent of active mutual fund managers (il i manths but remains atop the three-year ran

much of the fund's outperform comparabde stock market indexes with a 25 percent average annual retum.
ups and downs over any ghven ive-year period. Cver longer peri- A select group of funds, however, seems to ap-
can be axplained ouls, the mumbers ane even worse, leading many pisaar fuesar thee top of the rankings time and time
By th: ups and b conchide that the best wary 1o invest in siock again, Wrui:llcnll}' nul.'perﬁun':‘l[lm their peers and
down of the: overnll Funds is simply 8o buy and hald a selection of in- their benchmark indexes. Those ane the funds on
markat, A posithe dex funds, which we will focus, after a quarter that saw mea-
alpha indicates. Bt what about the other 30 peroent of fund er galns for most stock funds and, with interest
that the fund has mmanagers, those who might give you the best rates rsing, bosses for epery bond fumd.

biter chance of beating the market? Beating the market indexes is critical for fund
than its beta would Every three months, at the risk of wronghy managers. [l they donl, why should investors pay
predict. A negathe mmuuﬂ;mﬁdmmﬂulhﬁrmmlmndm the higher expenses of actively m funds
alpha indicates quarter'’s hot fund or sector, we rank  when there are so many inexpensive Index-based
that & furd has. - the performance of about 100 stock funds and 40 mutual funds and exchange-traded Funds (ETFs)
underparfonmed. d band funds managed in Minnesata. that mirror a wide variety of indexes?

Blahnik (iften the funds that are on top one quarter

‘What's the are: nesar the battom the next. This er's worst
significance? performer, American Express’ AXP oes Met-
Some 588 alpha
25 8 measurement
of the: value added
or sublracted by
a fund’s manager, Clark Winslow Steve Leuthold loe Betlej George Mairs
Bt there are FMI Winslow Growth Co-managers: Jim Floyd, Andy Enged Dy Real Esnte Securiites Fund Cormanager: Bl Frels
N 3year . retum: -2.5% Lethold Core Find Byenr avg. retum: 17.5% Mairs & Fower Growth Fiend
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alpha can resull

Alpha: 1.8 Alpha: 7 &




Top dogs

Minnesotamanaged funds with

positive “alpha” over the

past thiee years. Criteria: Publich; traded mutual funis with
indéx sormelation of at least BS percenl and & pelofance
recond and Manager tenune of 51 kast Mies years,

Stock funds
Mairs & Power Growth Fund .77
Mairs & Power Balanced Fund 2.94
by Real Estate Securities Fund 2.76
Irsden Fund® 16009
Leuthold Coee Imwestment Fund 1.78
First American Real Estate Securities Fund 1.50
FMIl Winsicrw Growth Fund 1.40
AXP Small Cap Advantage Fund 118
Firgt Amanican Small Cap Index Fund 0.27
Tamarack Small Cap Equity Furd .05
Bond funds
Sit Minnsotn TnoFree Income: Fund 142
AP Global Bond Fund 103
Sit Tax Fres Incams Fund 0.B0D
Sit Bond Fund 0.56
Bremer Band Fund 0.28
by Morigage Securities Furd 0.26

* Pasitive alpha against the Russel 2000, measued as
“best fiL” Fund scluslly uses SEP 600 as its benchmark.
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A statistic called alpha can
help in comparing funds

Murual fund - can
emplay various ta to try o
bﬂ”hﬂﬂdﬂﬁ-hh'ﬂm
o riskier stocks or sectors, but
those might Eall out of favor

quaickly.

Another a h ks to pick
a selection of stocks that don’t
maich any particular index
and hope that the differences
in performance are favarable.
Tbuse!‘unﬁmbawm
quarters, bur they're d o
apply for investors wha follow
specific asset-allocation plans.,

Fartunately, theoe's a way 1o
factor in the risks and com-
pare such a varety of lunds 10
son out which managers il
are adding value, H's a statist
called

Alpha is a fund’ retum in
excess of what would have
been given the risks
thit funed vook and the perfor-
manee of ts benchmark index.
An alpha greater than zero
maeans the manager added
walue over the index.

It is o good eriterion 1o help
nwestors dechde which funds
are worthy of their imvesiments.

“It's useful as bong as there's
sl it weith thee inclen,” said s
A Moringi whit peoss
af Mormningstar,
thive- wnl]:al:um an s
'Mtr:sjrt the “risk mitings"
= for each fund.

langer the me periosd,

the bettern l'd‘llhll'lmt‘l;‘timh'!-
but you can sti a
ttde noise.” Kinned said. “What
appears o be a manager add-
ing value they just
e 2 secor bias, so in's not
Infallible.”

We used Morningstar’s al-
pha calculations o identify
somie of the best fund manag-
ers in the Twin Cities and find
oul what makes them stand
out. W found thar 10 stock
Tunds and six bond funds made
the “paositive alpha” cut during
the three years, a period of

ups and denwns. And we
found that the top ger
cmployed a s ]
variety of methods io achieve

Kisk plays impa

s an rtan
mbh:ﬂru-mlnln alpha. For
irssance, theee of the siv bond
Tunids were bry Sdt In-
vestments, While the retums
on its funds weren't necessarily
much greater than Ilu'l;hpeu:.

accomplished refurns
F;klngkuﬂsk,nﬂeh is
ways a thing, all else be-
Ing e

Some funds, notably the
two managed by Perkins
Capital Managerment and six
managed by fumidt Associates,
didnt q far the rankings
hecause they didn’t maich up
neeatly wiith any particular in-
dex in Mormingstar's database.

Minnesota-managed funds
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W did not inchaide privately im the Twin Cities for 42 years. “We s1an with our research,
managed funds in our sarey. mrmmmmm- for businesses
lﬂ menial " hier”  where we think the stock valu-
ﬂ version of Warnen Buffets style,  ation is reasonable for the fu-
Thee Mairs & Power Growth “Wi try 1o be very disci- ture parnings = Winshow
Fund, which specializes in ined an our buy-and-sell sadd 10 we do't like some-
Minmnesoa companies, was the ﬁpmﬂ&.mmmn&sur thing. either on fundamentals
o alpha producer, with s uemshs, such &5 ot ng  oron , v ot o b, It
adding an for " Frels sald. key  doesnt make a difference how
of 7.77 percentage points 1o s 1o get a feed for what kind of biig it s in the index.” Winslow
retuIms. growih is reasonable ona three-  Capital’s partfolio managers
“We dont have any secrets. 1o fve-year time horizon.” mmmﬁﬂmhr&
Wir're pretry basic, just a livte Few sectors have been as searching the stocks,
plck-and- on some of difficult during the past three “If thee people mlk]ngtlw
the gold that's right Inourown  years as large-cap growth, in decishons are the ones follow-
yard,” said Bill Frels, who  which success often has meant  ing the companies day in and
Con Al Ehee fumnad with losing less than the index while  day out, they'ne going 1o have
Gogr-g e waitineg for better tismes. a better understanding of the
fund focuses on Twin The FMI Winslow Growth company. and a better comvie-
Cities companbes and gets to Funsd has beaten the Russell tion of wheen ks the time to buy
knosw them well; Malrs 1000 Growth Index in 17 of the  and when is the time 1o sell,”
been at the firm for 52 years, 21 quarters since Clark Wins- hee said, “We're not dependent
and Frels has been practicing b assembled his teame o wihat Wall SEreel reseanch

tells us, and [ think that leads.
o better decision making.”
Thie fund, a smaller ver-
siom of the $800 million Wins-
lerw fior institutions,
e Bired thi 2001 -02 biar

period by being underweight

Jogy and pharmaceu-
4, 2400 ﬁﬂmmmm

ing into economically sensitive
stocks in time to catch last

year's run-up.
Core

In contrast 1o Winslow's
“bottom-up™ style of finding
goud companies, the Leuthald
Caore Investment Famd warks
“tap-dewn,” using technical
factors i ch as-
set classes market sectors
willl st periorm, then working
dowm toward stock picking.

“Wae 1ry to be in the right
assed classes, trying 1o nai-
gate between stocks and bonds
cormecily in verms of risk vs,
revward,” said Jim Floyd, who
co-manages the Leuthald Core
Irvestment Fund with Steve
Leuthold and Andy Engel.

“Mext are the marke! sec-
tors: small-cap vs,
and wE. value, ir's
finding the leadership in terms
al groups, like technology or
financial. Stock selection is
Last; when we do add value
with stock selection, Irs great,
hut we don’t spend a great deal
;L 1“;“&@“" Il;:_t boc:‘l.um

a stocks in par-
ticular industries.”

That might be a drawback
i e current market. which
wcts mane like a market of
stocks than a siock marker

“It's ben so-s0 this year be-
cause the beadership is tough
o find.” Floyd acknowledged,
“Peaple ane taking less risk,
i & gk io g ha Ot
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-cap stocks have ne-

ol outperformed kuge
caps d thie past five years,
and M!.?’i'hﬂ]ﬂupﬂdm-
tage Fund has stood cut among
s Russell 2000 Index peers.

Good stock sdection and
jpostud risk managerment v, the
mdex have helped the fund out-

o, say portfiolio mansgens
E-:tk‘rlq-mdll.leunNuof
Kernwond Capital 3
which manages the for
American Express, They like wo
h\mmmjﬂdmmwm
riar cash-flow generation, eam-
Engs and valuations.

Although a rising interest
rate environment generally -
wors large-cap stocks, the duo
s oprimistic and says that in
this expanding economy small
caps siill have superbor cam-

WWII‘H‘JM}'I‘W
lix relative valuats

ADVANTUS"

Capital Management

400 Robert Street North,
St. Paul, MN 55101-2098
1.800.665.6005

©2004 Advantus Capital Management, Inc.

All rights reserved.

F. 61367-2 8-2004

Copyright 2004 Star Tribune. Republished with permission of Star Tribune, Minneapolis-St. Paul.
No further republication or redistribution is permitted without the written consent of Star Tribune.

View the online version of this article at http.//www.startribune.com/stories/367/4858728.html|

The Ivy Real Estate Securities Fund is sub-advised by Advantus Capital Management, Inc., a registered investment advisor. Investment risks
associated with investing in the real estate fundyportfolio, in addition to other risks, include rental income fluctuation, depreciation, property
tax value changes and differences in real estate market values.

The Ivy Mortgage Securities Fund is sub-advised by Advantus Capital Management, Inc., a registered investment advisor. The risks incurred
by mortgage securities include, but are not limited to, reinvestment of prepaid loans at lower rates of return. In addition, the net asset value
of mortgage securities may fluctuate in response to changes in interest rates and are not guaranteed.

Ivy Funds are managed by Waddell & Reed Ivy Investment Company. Investors should consider the investment objectives, risks, charges and
expenses of a fund carefully before investing. For more complete information regarding the Ivy Funds, including charges and expenses, please
obtain a prospectus from the ivyfunds.com website. Read it carefully before investing.
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