Value Line Small Cap Opportunities Fund
(VLEOX/VLEIX)

Outperformance in 7 of 7 Down Quarters

Overall

Rating

Lower risk is often best illustrated by real life examples.
(Investor)
Among 658 Small Growth Funds
(as of 3/31/16)

Case in Point: With an Overall “Low” Risk Rating by Morningstar, the Value
Line Small Cap Opportunities Fund has often rewarded investors with
outperformance in down periods. As shown below, the Fund has outperformed
the Morningstar Small Growth Funds Category in all 7 of the past 7 down
quarters since the market recovery began in 2009.
Quarter

Q2 2010 Q3 2011 Q2 2012 Q4 2012 Q3 2014 Q3 2015 Q1 2016

Value Line Small Cap
Opportunities Fund

-8.66% -15.35% -2.50%

3.75%

-4.44%

-5.88%

-0.21%

Morningstar Small
Growth Category

-9.12%

-0.13%

-5.80%

-11.95%

-4.33%

-22.37%

-5.40%

The Overall Morningstar RatingTM is based
on risk adjusted returns, derived from a
weighted average of the 3-, 5-, and 10year Morningstar metrics.

Fund Facts
Symbol
Investor
Institutional

VLEOX
VLEIX

Inception Date

The Fund reduces its risk profile by favoring companies with a 10+ year history
of growth in both earnings and stock price. In fact, the Fund was one of only
three funds in the Morningstar Small Growth Funds Category (out of 423 funds)
to produce top quintile performance for the 1, 3, 5 and 10 year periods and hold
Morningstar’s Overall “Low” Risk Rating as of March 31, 2016.

Investor
Institutional

6/23/93
11/1/15

Total Assets

$403M
(as of 3/31/16)

For More Information:
800.243.2729
www.vlfunds.com
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Overall

Rating

(Investor)
Among 660 Small Growth Funds
(as of 12/31/15)
The Overall Morningstar Rating is
based on risk-adjusted returns,
derived from a weighted average of
the Fund’s 3, 5, and 10-year
(if applicable) Morningstar metrics.

Risk-Adjusted Return:
A Better Small-Cap Measure

Portfolio Manager Q&A

Executive Summary

Value Line Small Cap Opportunities Fund (VLEOX/VLEIX)

For most investors, the first step in evaluating a mutual fund is to look at its historical performance
despite mutual fund disclosure that “past performance is no guarantee of future results.” The second step

Q1: Would you please discuss the Fund’s attractiveness especially in light
of the underperformance of small companies in 2015?

likely would be to look at a fund’s rating by a financial data company such as Morningstar or Lipper,
but these ratings are primarily derived from past performance, so the investor returns to square one.

In 2015, small-cap stocks, in general, underperformed their larger counterparts. For

Often in strong rising markets, risk-adjusted returns are underappreciated, especially in the small-

the year ended December 31, 2015, the Russell 2000 Index declined 4.4% while the

cap market. In weak or volatile markets, risk-adjusted returns take on even more importance. In this
paper, we look at the significance of incorporating a risk-adjusted return measure in the evaluation of

S&P 500 Index rose 1.4%. However, the Value Line Small Cap Opportunities Fund fared
better than both with a total return of 1.9%.
This result was significantly better than the

Stephen E. Grant

Morningstar Small Growth category average

Portfolio Manager
Mr. Grant has been Portfolio
Manager of the Value Line Small
Cap Opportunities Fund since 1998
and has over 20 years of investment
experience. Mr. Grant earned an
MBA from Wharton and a BA from
Stanford University.

Investor
Institutional

of -2.4% for the same time period.
While smaller company investing has the
reputation for providing higher volatility
as compared to larger company investing,
we believe small-cap portfolios do not need

PERFORMANCE VS
RISK-ADJUSTED RETURNS
Most investors focus on absolute and relative
performance, regardless of asset class. This is
capital appreciation. However, as it relates to capital

track record of consistently increasing earnings and stock price over a period of generally

preservation, investors also need to be keenly aware of

10 years or more.

their exposure to risk and volatility. When investing in
the volatility-prone small-cap sector, these are essential

We believe holding these time-tested companies will result in a portfolio that provides

6/23/93
11/1/15

factors to consider.

long-term outperformance with a lower risk profile compared to other small-cap funds.

$378M
(as of 12/31/15)

Top 10 Holdings (as of 12/31/15)
Company

reasonable, since the primary purpose of investing is

Research to find smaller companies that fit our stringent criteria of having a successful

VLEOX
VLEIX

Inception Date

Total Assets

consistent long-term performance.

we leverage the expertise of Value Line

Symbol
Investor
Institutional

small-cap mutual funds rather than focusing solely on performance metrics. In addition, we explore
the notion that it is high-quality small-cap stocks rather than headline-grabbing stocks that lead to

“We believe holding these
time-tested companies
will result in a portfolio
that provides long-term
outperformance with a
lower risk profile compared
to other small-cap funds.”

to be exposed to undue risk. For the Fund,

Fund Facts

In fact, the Fund’s risk-adjusted results have caught investors’ attention. Over the five-

The Chase for Performance

year period ended December 31, 2015, the Fund had the #2 highest Sharpe ratio (out of

Human nature is such that we want to be associated with

185 funds) in the Morningstar Small Growth category. Sharpe ratio measures how much

winners and we believe that winners will continue to

return the investor received for every unit of risk assumed.

win. In behavioral finance, the inclination to lean toward

Weight (%)

iShares Russell 2000 ETF
Tyler Technologies, Inc.
Lennox International, Inc.
Middleby Corp. (The)

4.28
2.88
2.67
2.38

winners is called “recency bias,” which is the tendency to

2.17

We hold micro-cap stocks on a very select basis. Most micro-cap companies have not

2.13

achieved a long-term record of consistently growing both their earnings and stock price.

Waste Connections, Inc.
Toro Co. (The)

2.08
1.93

RLI Corp.

1.87
1.83

believe recent events will persist indefinitely in the future.

Q2: As a small-cap fund manager, how does your criteria limit your
micro-cap exposure?

Acuity Brands, Inc.
Casey’s General Stores, Inc.

AptarGroup, Inc.

February 2016

“Performance chasing” is a common occurrence in the

mutual funds attract the most assets from investors.
According to a 2009 research paper, individual investors
consider a fund’s performance track record to be the
most important factor in their purchase decision, with the
10-year and previous-year performance being the most
influential. Performance chasing was found to be most
predominant in the top quintile of funds.1
But it’s not just individual investors who are swayed
by the recency bias. In a study of the fund selection
and termination practices of 3,400 retirement plan
sponsors between 1994 and 2003, researchers found that
retirement plan sponsors tended to select funds after they
had experienced large excess returns. However, these
funds typically performed no better post-selection than
the funds they were replacing. The researchers write,
“We find that plan sponsors hire managers after superior
performance but on average, post-hiring excess returns
are zero.”2

investment world. Research shows that top performing

Also, many smaller companies have not been publicly traded for a period of 10 years or

1. Palmiter, Alan R. and Taha, Ahmed E., Star Creation: The Incubation of Mutual Funds (October 31, 2009). Vanderbilt Law Review, Vol. 62, p. 1485.
2. Goyal, Amit and Wahal, Sunil, The Selection and Termination of Investment Managers by Plan Sponsors (November 2004).

more. As such, we favor companies with demonstrated results which tend to be on the
larger end of the small-cap category.
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Value Line Small Cap Opportunities Fund Performance (as of 3/31/16)
Average Annual Returns
1 Year

3 Year

5 Year

10 Year

Investor Class - VLEOX

-3.03%

9.56%

11.12%

6.75%

Institutional Class - VLEIX1

-2.92%

9.60%

11.14%

6.76%

Russell 2000 Index

-9.76

6.84

7.20

5.26

Morningstar Small Growth Category Avg.

-11.66

6.34

6.48

5.38

Morningstar Category Rank (%) - VLEOX

6

10

3

17

721

658

588

423

Above Avg.

High

Above Avg.

Low

Low

Low

# of Funds in Category
Morningstar Return
Morningstar Risk

Gross Expense Ratio: 1.27% (VLEOX), 1.02% (VLEIX)
Morningstar rates funds based on enhanced Morningstar risk-adjusted returns. Morningstar Ratings and
Rankings based on Investor class shares.
Indicates Morningstar Extended Performance. Extended performance is an estimate based on the performance
of VLEOX, adjusted for fees. The Inception Date of VLEIX is November 1, 2015.
1

The performance data quoted herein represents past performance and does not guarantee future results. Market
volatility can dramatically impact the fund’s short term performance. Current performance may be lower or higher
than figures shown. The investment return and principal value will fluctuate so that an investor’s shares, when
redeemed may be worth more or less than their original cost. Past performance data through the most recent month
end is available at vlfunds.com or by calling 800.243.2729. You should carefully consider investment objectives, risks,
charges and expenses of Value Line Mutual Funds before investing. This and other information can be found in the
fund’s prospectus and summary prospectus, which can be obtained free of charge from your investment representative,
by calling 800.243.2729, or by clicking on the applicable fund at www.vlfunds.com. Please read it carefully before you
invest or send money.
The average annual returns shown above are historical and reflect changes in share price, reinvested dividends and are net of
expenses. Investment results and the principal value of an investment will vary.
The Morningstar Rating™ for funds methodology rates funds based on an enhanced Morningstar Risk-Adjusted Return measure, which also
accounts for the effects of all sales charges, loads, or redemption fees. Funds are ranked by their Morningstar Risk-Adjusted Return scores and
stars are assigned using the following scale: 5 stars for top 10%; 4 stars next 22.5%; 3 stars next 35%; 2 stars next 22.5%; 1 star for bottom
10%. Funds are rated for up to three periods: the trailing three-, five-, and 10-years. For a fund that does not change categories during the
evaluation period, the overall rating is calculated using the following weights: At least 3 years, but less than 5 years uses 100% three-year
rating. At least 5 years but less than 10 years uses 60% five-year rating / 40% three-year rating. At least 10 years uses 50% ten-year rating
/ 30% five-year rating / 20% three-year rating. The Value Line Small Cap Opportunities Fund (Investor) received 5 stars for the 3-, 5- and 10year periods ended 3/31/16 among 658, 588 and 423 Small Growth funds, respectively.
There are risks associated with investing in small and mid cap stocks, which tend to be more volatile and less liquid than stocks of large
companies, including the risk of price fluctuations.
The inception dates of Value Line Mutual Funds range from 1950 to 2015. Value Line Mutual Funds are distributed by EULAV Securities
LLC. Past performance is no guarantee of future results.
Value Line, Value Line Logo, Timeliness, Safety are trademarks or registered trademarks of Value Line Inc. and/or its affiliates in the United
States and other countries. Used by permission.
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