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Strategy Description 

Kruse Asset Management’s (“KAM’s”), Quantitative Value Portfolio (“QVP”) uses fundamental 

and technical analysis to find characteristics of stocks that have tended to lead to consistent 

outperformance over time periods of one year and greater, regardless of the economic conditions, and 

seeks to invest in stocks with similar characteristics today.  While past performance is not necessarily a 

good indicator of future returns, and no promise or guarantee is being made for excessive returns, it is 

the hypothesis of KAM that investing in these types of securities, via a disciplined approach, gives the 

investor a much higher likelihood of achieving superior long-term results than had the investor invested 

in the underlying index.  Moreover, this is exactly what KAM’s clients have seen in the decade plus of 

actual live investing using this strategy: outperforming the S&P 500 by over 500 bps per year. 

Catalyst 

 Stuart Kruse was employed at Bear Stearns as a Registered Representative from 2000 – 2007.  

During that time Bear Stearns management was converting their brokers from a transactional 

commission-based business to fee-only.  The majority of the asset managers selected by Bear Stearns 

for their fee-based platform were underperforming their respective benchmarks, which is fairly common 

in the asset management business.  However, in effort to add value to his clients’ portfolios and become 

a portfolio manager (as opposed to a financial salesman), Kruse set out to develop a systematic 

investment process inspired by his technical background as a chemical engineer from Northwestern and 

his masters in game theory and finance from Kellogg. 

Initial Thought Experiment 

Benchmarks are generally comprised of a bundle of individual securities.  After some period of 
time, the returns of those individual securities will vary widely and will make up the composite return of 
the benchmark.  By definition, approximately half of the securities will have a higher return than the 
benchmark average and half a lower return.   

Initial Fundamental Question: Are there characteristics of stocks at any given period, that have 
tended to lead towards outperformance a year from that point in time, that were statistically 
significant and consistent over most economic cycles?  If so, how consistent were they?  Under what 
market conditions did they exist? 

Preliminary findings were that there are many fundamental and technical characteristics that, 
when used as a buy criterion, tended to consistently help predict where in the return dispersion a stock 
might fall long-term. 

One should be able to build an asset scoring model, incorporating some or all of these 
individually statically significant characteristics that tend to show predictive behavior, with the end goal 
of selecting assets in the present that would have a higher likelihood to outperform (or underperform) a 
given benchmark. 

  



 

General Process 

Stocks are selected and evaluated from a universe of approximately 10,000 companies.  First, 
they are initially screened for relative market cap and value characteristics to ensure minimal style drift 
occurs over time relative to the current universe.  Second, stocks are then sorted into individual fractals 
by each characteristic evaluated.  Third, proprietary scores and weightings are applied to those stocks’ 
performances based on the robustness of each individual characteristic over economic condition relative 
to the universe of remaining stocks.  Characteristic measures include, but are not limited to, 
fundamental measurements such as Price-to-Sales ratios, Book Value, Price/Earnings ratio (PE) and 
Return-On-Assets (ROA), as well as technical trends such as momentum and relative strength.  
Proprietary scores and weighting are based on mathematical curve definitions, evaluated and created by 
Kruse Asset Management. 

Finally, scores are aggregated, normalized and evaluated relative to the remaining universe.   A 
concentrated portfolio is formed of the top 35 names, subject to trading rules that generally (but are not 
guaranteed to) include minimum holding periods, automatic stop loss sales, minimum black-out periods 
for stocks sold from the portfolio, etc. 

  



 

Back-tested Performance of $100 Invested in the QVP vs. the S&P 5001 

 

Back-tested data from 1/1/1990 - 1/2/2005 

 

Hypothetical Annual Returns of Back-tested portfolio 

   

                                                           
1 Please see Important Information section pertaining to Back-testing. 

Year 
Portfolio 

Ret. 
Benchmark 

Ret. 
Excess 

Ret. 

1990 -20.2% -6.6% -13.7% 

1991 43.5% 26.3% 17.2% 

1992 20.3% 4.5% 15.9% 

1993 17.0% 7.1% 9.9% 

1994 3.0% -1.5% 4.5% 

1995 33.9% 34.6% -0.8% 

1996 22.0% 22.9% -0.9% 

1997 35.9% 33.4% 2.5% 

1998 2.1% 28.6% -26.5% 

1999 -4.9% 21.0% -25.9% 

2000 12.9% -9.1% 22.0% 

2001 13.8% -11.9% 25.7% 

2002 -1.9% -22.1% 20.2% 

2003 40.8% 28.7% 12.1% 

2004 20.9% 10.9% 10.1% 

Total 667.5% 297.4% 370.0% 



 

Sector Weightings: 

 
 

There are no sector maximum or minimum restraints.  Back-tested dynamic sector break-down 

from Jan, 1990 to Dec, 2004:

 



 

Back-tested Portfolio Statistics from 1990 - 2005 

 

  

 Portfolio Benchmark

Monthly Statistics

Total Return 667.48% 297.44%

Annualized Return (Arithmetic) 15.76% 10.81%

Annualized Return (Geometric) 14.55% 9.64%

Annualized Std. Dev. 14.60% 14.62%

Avg. Period Return (Arithmetic) 1.23% 0.86%

Avg. Period Return (Geometric) 1.14% 0.77%

Period Std. Dev. 4.22% 4.22%

Max % Drawdown 29.63% 44.71%

Delta Ratio 0.936 0.632

Sharpe Ratio 0.655 0.351

Sortino Ratio 0.634

Upside Volatility 6.6%

Downside Volatility 7.0%

Volatility Ratio 0.94

Alpha 0.5%

Beta 0.769

Annualized Alpha 6.0%

Information Ratio 0.597

Tracking Error 0.101

R Squared 0.587

T-Statistic (Alpha) 2.385

T-Statistic (Beta) 15.921

Percent Winning Trades 52.44%

Avg Holding Period 768 days

Market Value Turnover 24.44%

Position Turnover 26.86%

Benchmark Correlation 0.77

Beat Benchmark Periods 57.22%

Percent Up Periods 66.11%

Percent Down Periods 33.89%

Max Consecutive Down Periods 5 5



 

Implementation 
While employed at Bear Stearns, Stuart Kruse presented his findings to Bear-Stearns Asset 

Management (“BSAM”) to be vetted.  BSAM approved his strategy, and Kruse began trading his clients’ 
dollars on a discretionary basis live in 2005.  After outperforming in 2005 and into 2006, other Bear 
Stearns brokers began using the QVP strategy for their clients as well.  Ultimately, Kruse began working 
with an internal group Bear Stearns that managed $800 million AUM. 

In January of 2007 (two days after the peak of the Bear Stearns stock price), Stuart Kruse 
resigned from Bear Stearns to open Kruse Asset Management taking only Kruse’s personal clients who 
were invested in QVP with him to the new firm of Kruse Asset Management (“KAM”). 

Trading 

While stocks purchased at any given period should, on average, outperform a year from that 
point in time, the portfolio is generally re-evaluated monthly.  Each month is likely to include one sell (of 
the worst rated stock in the portfolio) and one buy of the next-best stock that is not currently in the 
portfolio.  Average portfolio turn-over tends to be approximately 33% with an average holding time of 
approximately 450 days. 

Client Results (Unaudited) 

Since inception, Kruse Asset Management clients have received an average annual 
outperformance of 310 bps, net of all fees and costs, which were generally 1.75% per year (see chart 
below), which yields a gross outperformance of 485 bps per year over the S&P.  More importantly, the 
proportionate returns and portfolio statistics for the 12-years of actual history relative to the S&P 500 
have been in-line with those of the 15 years of back-tested results, giving a combined 27 years of 
consistent outperformance with the Strategy. 

 

  



 

Actual Annual Returns of QVP as a Composite 

 

QVP 
(net) 

QVP 
(gross) 

S&P 
500 

Net 
Difference 

Gross 
Difference 

QVP 
Cumulative 

Return 

S&P 500 
Cumulative 

Return 

2005 17.2% 17.2% 3.0% 14.2% 14.2% 17.2% 3.0% 

2006 22.6% 22.6% 13.6% 9.0% 9.0% 43.7% 17.0% 

2007 -11.5% -11.4% 3.5% -15.0% -15.0% 27.2% 21.2% 

2008 -40.5% -40.0% -38.5% -2.0% -1.5% -24.3% -25.5% 

2009 39.6% 41.4% 23.5% 16.1% 17.9% 5.7% -8.0% 

2010 16.5% 18.3% 12.8% 3.7% 5.5% 23.1% 3.8% 

2011 4.1% 5.5% 0.0% 4.1% 5.5% 28.1% 3.8% 

2012 20.9% 22.5% 13.4% 7.5% 9.0% 54.8% 17.7% 

2013 35.3% 37.1% 29.6% 5.7% 7.5% 109.4% 52.5% 

2014 15.1% 16.7% 11.4% 3.7% 5.4% 141.0% 69.9% 

2015 -9.3% -8.1% -0.7% -8.6% -7.4% 118.5% 68.7% 

2016 19.5% 21.0% 9.5% 10.0% 11.5% 161.2% 84.7% 

2017 YTD 0.1% 0.4% 1.8% -1.7% -1.4% 161.4% 88.0% 

Total 
Return 161.4% 195.2% 88.0% 73.4% 107.1% 

  Annualized 8.3% 9.4% 5.4% 2.9% 4.0% 
   

 

Actual Portfolio Quantitative Statistics of Composite 

(as of 03/31/2017) QVP S&P 500 

Sharpe ratio 
            

0.397  
            

0.347  

beta 
               

1.04  
 

Correlation to S&P 500 
            

0.919  
 

   Percentage quarters beat S&P 500 62.1% 
 Percentage up quarters 69.4% 69.4% 

Percentage down quarters 30.6% 30.6% 

   Up/Down capture ratio 120.5% 
 Up capture ratio 132.1% 
 Down capture ratio 109.6% 
  

The results of the past ten years of actual trading in client accounts is statistically similar to that 

of the back-tested results, suggesting this model is robust long-term over a variety of economic 

conditions and not a function of being multiple standard deviations outside of an expected value – in 

other words, it is highly statistically unlikely that KAM’s QVP was just a “lucky” strategy. 

 



 

Important Disclosure Information 

Back-testing and other statistical analysis material that is provided in connection with 

the explanation of the potential returns of the securities linked to the Strategy use simulated 

analysis and hypothetical circumstances to estimate how the Strategy may have performed 

prior to its actual existence.  The results obtained from such “back-testing” information should 

not be considered indicative of the actual results that might be obtained from an investment or 

participation in a financial instrument or transaction referencing the Strategy.  Neither Kruse 

Asset Management nor Charles Schwab provides any assurance or guarantee that the securities 

linked to the Strategy will operate or would have operated in the past in the manner consistent 

with these materials.  The hypothetical historical levels presented herein have not been verified 

by an independent third party, and such hypothetical historical levels have inherent limitations.  

Alternative simulations, techniques, modeling or assumptions might produce significantly 

different results and prove to be more appropriate.  Actual results will vary, perhaps materially, 

from the simulated returns presented herein. 

Any historical composite performance records included in this pamphlet are 

hypothetical and it should be noted that the constituents have not traded together in the 

manner show in the composite historical replication of the indices included herein.  No 

representation is being made that the indices will achieve a composite performance record 

similar to that shown.  In fact, there are frequently sharp differences between a hypothetical 

historical composite performance record and the actual record that the combination of those 

underlying elements subsequently achieved. 

The information contained herein is obtained from sources believed to be reliable, but 

its accuracy or completeness in not guaranteed.  This report is for informational purposes only 

and is not a solicitation or a recommendation that any particular investor should purchase or 

sell any particular security.  All expressions of opinions are subject to change without notice. 

Kruse Asset Management and our affiliates do not provide tax advice.  Accordingly, any 

discussion of the U.S. tax matters contained herein is not intended or written to be used, and 

cannot be used, in connection with the promotion, marketing or recommendation by anyone 

affiliated with Kruse Asset Management of any of the matters addressed herein or for the 

purpose of avoiding U.S. tax-related penalties. 

Investment suitability must be determined individually for each investor, and the 

financial instruments described herein may not be suitable for all investors.  All investments 

should be considered within the context of a well-diversified portfolio.  This information is not 

intended to provide and should not be relied upon as providing accounting, legal, regulatory or 

tax advice.  Investors should consult with their own advisors as to these matters. 

Risks Associated with the QVP Strategy 

There are risks associated with a momentum-based investment strategy, and while KAM’s QVP 
strategy is not primarily or even majority momentum-based, there are components that might be 
affected similarly.  The Strategy employs a mathematical model that can implement some momentum 



 

based factors, which seek to capitalize on positive market price trends based on the supposition that 
positive market prices trends may continue.  This Strategy is different from a strategy that seeks long-
term exposure to a portfolio consisting of constant components with fixed weights.  The Strategy may 
fail to realize gains that could occur from holding assets that have experienced price declines, but 
experience a sudden price spike thereafter. 

Other Key Risks: 

• The strategy may not be successful, may not outperform any alternative strategy related to the 

benchmark, or may not achieve its target performance metrics. 

• Data mining, or finding patterns in data that naturally exist in spite of inherent randomness, can 

lead to drawing false conclusions and is always a risk when back-testing occurs.  Care should be 

taken to not invest excessive confidence in any one strategy at any given time. 

• The investment strategy involves periodic rebalancing which may limit potential returns. 

• The Strategy has a limited operating history – a form of it was established in May of 2005; 

however, significant changes have been made to the Strategy since its inception, including 

inclusion decisions and weighting of most of the factors within the model. 

• The Strategy has not been audited or evaluated by any independent third party in its present 

form. 

• This and all other investment strategies should be considered within the framework of your own 

personal appetite for risk and current asset allocation plan.  Failure to allocate and diversify 

appropriately could lead to unexpected and adverse effects at any time and without warning.  

Please consider your own objectives and risk tolerance levels before making any investment 

decisions. 


