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Summary
Alpha Chaser (AC) is a new advisory firm that will manage accounts using Portfolio123 (P123) mechanical strategies which are grouped into “Stages” by certain key statistics. The Stage used to manage an account is determined by the size of the account. As the account size grows due to appreciation, it is automatically moved to a Stage with more suitable strategies. 
Alpha
Every portfolio wants "Alpha". Alpha is a measure of an investment's performance on a risk-adjusted basis. Simply stated, alpha represents the value that a portfolio manager adds (or subtracts) from a portfolio's return. For investors, the more positive an alpha is, the better it is.
Locating
Alpha is found in strategies with their own “secret sauce” that consistently find undervalued stocks. 

Another place to look for alpha is in small stocks. Historically portfolios that have used small-cap strategies have often achieved higher alphas than those using large-cap strategies. There are many reasons for this, but an important one is that there are fewer big players in small caps since liquidity is low. 
Combining the above two methods is a way to find optimal alpha: using strategies that find the best, smallest stocks for a given amount of capital. 

Achieving
To achieve positive alpha in a portfolio, the following challenges need to be overcome:
· You need access to affordable alpha strategies, whether your own or licensed.

· Strategy diversification is needed since high alpha strategies may lose effectiveness over time. 

· Individually managed accounts can encounter excessive trading costs due to the typical minimum fees (ex. $8/trade). 
· The cost of the strategies (“research costs”) can be prohibitive for smaller accounts.
· An account’s “market friction” or “adverse market impact” due to its own trading can easily wipe out alpha. In order to maximize alpha the account must be managed by strategies that can be invested without negatively impacting the stock’s price. 

· Trading one's nest-egg is not for everyone: it requires commitment, experience, mental fortitude, and time.
AlphaChaser
AlphaChaser will be a Registered Investment Advisory firm (RIA) that provides portfolio management services. AC will direct the trades in clients' accounts using strategies designed solely by expert users of P123 grouped in “Stages”. Each account will only be invested in one stage at any given moment determined by the account size so that the “market friction” when trades are placed is nominal. When an account grows due to appreciation (or inflows) the account is moved to the next suitable Stage. 
Mission

AlphaChaser’s mission is to generate the best possible returns for a given account size.

Stages
A Stage is a set of P123 automatic strategies with similar risk/reward statistics generated from simulated results (or out-of-sample when available). The main statistics used when creating a Stage are: alpha, liquidity (as defined in the Ready-2-Go section of P123), number of positions, and yield.

Every Stage has a maximum AUM (Assets Under Management). When this amount is reached the Stage closes to new investors. This is because Stages are designed to maximize alpha by using lower market cap stocks with lower levels of liquidity. A maximum AUM is therefore imposed to maintain efficient trading against market friction (aka: slippage, bid/ask spread). A Stage's maximum AUM is calculated by examining the lowest liquidity stocks the strategies bought in the past, and calculating an amount that can be safely traded without impacting the prices (for ex. 5% of the avg. turnover).
To make the Stage open to as many clients as possible a Maximum Account Size is also imposed. This prevents a Stage reaching the maximum AUM due to a handful of large accounts.
Alpha Chaser will launch with 4 Stages with these approximate statistics:

	
	ROCKETS
	RISE ABOVE
	CLUB MILLION
	VIP

	Start Account Size
	50K to 100K
	$100K to $500K
	$500K to $1M
	$1M to $20M

	Account Staging Trigger
	Above $200K for three months
	Above $1M for three months
	Above $2M for three months
	--

	Max AUM
	$20M
	$100M
	$500M
	$10B

	
	
	
	
	

	Median Market Cap
	$300M
	$500M
	$750M
	$2B

	Average Yield
	0.5%
	1%
	1.5%
	2%

	#Strategies / #Stocks
	20 / 150
	15 / 130
	10 / 100
	7 / 90

	Median α
	30%
	20%
	15%
	10%

	
	
	
	
	

	Management Fee 1
	2%
	1.75%
	1.5%
	1.2%

	Strategy Fee 2
	$10
	$20
	$50
	$100


1. Management fees are deducted from client’s account.

2. Strategy fees are paid by AlphaChaser to the designer.
NOTE: These numbers are for illustration only. They are based on some quick calculations from Ready-2-Go models (but not completely unreasonable!)
Staging
The automatic movement of a client’s account from one Stage to the next is called “Staging”. Staging only happens from left to right, or from a lower liquidity Stage to a higher liquidity Stage.  The main parameter used for Staging is the account size compared to the "Staging Trigger". 
Staging is best explained with an example:
An Investor with $600K is allowed to invest in the CLUB MILLION or VIP Stage.  If CLUB MILLION is chosen the account is invested in the Stage's current holdings and weights (approximately 100 stocks). If the account grows and stays above $2.5M for three months, it is moved automatically to the VIP Stage by rebalancing and/or reconstituting to match the VIP Stage holdings and weights.

For Investors

Benefits
· Cost effective. Since potentially hundreds of stocks are owned in a Stage this is only efficiently possible with “block trading” where the minimum transaction cost is divided among the accounts (and is effectively reduced to 0). The only transaction cost that remains is per/share costs, which is considerably less with “block trading” in managed accounts vs. an individual discount broker account. 

· More safety. Question: What could be better than a sophisticated P123 strategy with good alpha and risk? Answer: a set of P123 strategies!

· Convenience. All the benefits of top-notch P123 strategies, with the convenience of a mutual fund.

Rules of the Game
· The available Stages are determined by the account size and whether a Stage is open.

· An investor/household can only have one account invested in one of the available Stages.

· When a Stage reaches the maximum amount it closes to new investors. 

· A Stage opens to new accounts when the amount invested falls below the maximum amount by either:  market action, an account is closed by an investor, or an account is moved by Staging. 

· An account is moved to a Stage on the right when the "Staging Trigger" event is met.

For Designers

Benefits
· The amount earned grows along with accounts sizes (but still complies with regulations that prohibit non registered advisors from receiving management fees based on % of the assets)

· A small-cap strategy is safe-guarded from a single large account "blowing up" the bid/ask spread.

· Large-cap strategies payout potential is much higher: higher fees/account and number of accounts.

· The "revolving door" effect of Staging opens up seats in lower stages, guaranteeing a constant influx of new accounts.

Revenue potential

Back-of-the-envelope example for the VIP Stage:

1. 500 accounts in the Stage

2. Each account  $1M

3. 7 strategies each getting $100/account

Therefore each of the 7 strategies earns 500 * $100/mo = $50,000/mo.

Rules of the game
· A strategy can only belong in one Stage. 
· AC will pay the designer a fixed amount per account invested in a Stage. 
· License fees are solely determined by the Stage in which a strategy is used, with higher market cap Stages paying higher fees per account.
· Strategies will be "hosted" in P123 accounts owned by AC.
· A strategy remains the Intellectual Property (IP) of the designer, however an exclusive license to AC is granted while it's in use in a Stage.
· A strategy inclusion or exclusion in a Stage is at AC's sole discretion.

· Designer may not enter into any other strategy licensing contracts without AC written consent.

· Designer may not publish, license, disseminate any stock picks without AC written consent.

· AC will adopt improvements or revisions done by the designer at its own discretion. 

· It is illegal for a designer to "front-run" a strategy. They will only be able to buy/sell the same stocks 48 hours after the Stages are rebalanced. 

· AC may require designers to supply brokerage statements from time to time.

 FAQ (Frequently Asked Questions)
Where is the money?
The custodian for each client account will be Interactive Brokers (most likely) as a Separately Managed Account (SMA). AlphaChaser cannot touch the money, it can only direct trades in the account. An investor opens the account directly with the broker and signs a document to allow AlphaChaser to trade it.
Can I invest using my IRA?

Yes, all stages are IRA “friendly”: no shorting nor leverage, and only stocks. We may have stages in the future that will require margin accounts.
Can the strategies in a Stage change?

Yes, substitutions and changes may occur but only under exceptional situations. For example: a strategy’s recommendations consistently exhibit abnormal jumps in the open prices, or the out-of-sample performance is not representative of simulated results.

Do you allow Market Timing in a Strategy?
Yes, a strategy may be fully or partially in cash. Extra care will be used to guarantee that strategies in the same Stage do not use the same market timing rules to avoid “curve-fitting” to a particular timing rule.
How do you decide which strategies to use?

A strict set of automatic checks will be done for each strategy to look for signs of curve-fitting, survivorship bias, one-time events, etc. We will also perform qualitative checks and ask for explanations from the designer about anything in the algorithm that looks strange. For example buy rules like "Price to Earnings < 3.14159" would need to be justified.
How do you assign strategies to a Stage?

The first check is whether the liquidity is enough for the Stage. Beyond that a strategy will be used where needed to complement a Stage based on yield, number of stocks, draw-down, turnover, etc. 
Can Designers control which Stage uses the strategy?

No. We use strategies where needed, but we will work with the designer as much as possible to maximize his/her revenue.
Is the rebalance process fully Mechanical ?

No. The recommendations and rebalance weights are automatically aggregated and generated by P123. This output is processed by a human trader at AC that may make changes due to market conditions (like flash crashes), special situations (like mergers), stock specific news, etc. The trade executions are then reconciled with the virtual portfolios running in P123.
Can a Stage own stocks suitable for higher Stages?

Yes. The limits are only enforced to avoid high market friction due to low liquidity.  A low liquidity Stage can hold high liquidity stocks, but not vice-versa.

