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Introducing the
Alger Russell
Innovation
Strategy

ALEX BERNSTEIN: Hello, I'm Alex Bernstein and
you’re listening to The Alger Podcast: Investing in
Growth and Change. During the first week of
January, Alger launched the Alger Russell Innovation
ETF-Ticker INVN—an ETF strategy that, while highly
focused on innovation, looks and behaves quite
differently than other Alger products. For one thing,
it's a top-down strategy created in conjunction with
Russell, that takes its starting point from the Russell
1000 index. For another, its history starts with what
some might consider “outdated accounting
standards”. Here to break things down with me, is
one of the architects of this new ETF, Alger’s Director
of Market Strategy, Brad Neuman. Brad, thanks so
much for joining me this afternoon.

BRAD NEUMAN: Thanks, Alex.

ALEX: Brad, just to get started, this product is a real
departure for Alger in many ways. In so many words,
how would you describe it to somebody on the
street?

BRAD: Well, the strategy is called the Alger Russell
Innovation strategy, and it seeks to identify
companies that are very innovative and where that
innovation may be, we believe, underrecognized or
undervalued in the stock market. So, we think it
solves a few problems that exist. Number one,
accounting hasn’t been keeping up with the
changing nature of the economy. So, investments in
intangible assets like software or new drug
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development that research and development isn’t
captured on financial statements adequately, and so
this, we believe, solves that problem. So, it’s really
allowing investors to directly invest in R&D and
innovation.

ALEX: This strategy has multiple managers working
on it. Who else is on the product other than you?

BRAD: Well, Dan Chung, our CEO and CIO, so his
experience is always helpful and guidance, and then
Greg Adams who is head of Risk, and he has a lot of
experience in managing risk and putting together
portfolios. So, his experience is also very helpful.

ALEX: Brad, before we break down what the strategy
actually is and does, | want to take a step back and
discuss how, to some degree, outdated accounting
practices drove the philosophy behind this new
product. You wrote a piece awhile back about this,
called “Big Changes are Coming,” which people can
still find on Alger.com. What Big Changes were you
talking about — and why were they so important?

BRAD: So, the Financial Accounting Standards
Board determines how companies account for
investments that they make and the revenue they
take in and expenses they spend to make that
revenue happen. They right now deem research and
development, especially when it's done internally, to
be an expense and not lead to an asset. So, because
they don't see any asset that R&D necessarily leads


https://www.alger.com/Pages/Content.aspx?pageLabel=Insights-Video-Big-Changes-Coming
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to, it isn't capitalized on the balance sheet, and that
means that it's missing from the balance sheet,
missing from book value, and it means that it detracts
from a net income. It’s just purely an expense, and it
doesn't get recognized over many years like an
investment in a tangible asset would.

The Financial Accounting Standards Board | think
has recognized that that needs to change, and so
they're exploring ways to give investors more detail
on intangible assets like research and development,
and those are the changes that are coming, but
they're coming at a glacial pace. | think it will take
many, many years.

ALEX: What kind of intangibles are we talking about
here?

BRAD: So there's two kinds of assets, tangible
assets — those are things like property, plant,
equipment, things that you can taste and touch and
feel — and intangible assets that you can't touch. So,
an example of a tangible asset would be like a factory
property, plant and equipment, inventory. Those are
all tangible. Intangible are things like brands, human
resources training, software code, patents on new
drugs, those kinds of things, and the research and
development that goes into those intangible assets is
accounted for very differently than the same
expenditure on property, plant and equipment.

So, a tangible investment is normally capitalized.
That means that it goes on the balance sheet, and if
you spend $100 million on say your bank, and you
spend $100 million on a bunch of bank branches to
attract new customers, you might depreciate that
over, | don't know, five or ten years.

If, however, you spent that $100 million on research
and development on software that you thought was
going to attract new customers as kind of a virtual
bank, and you've developed that internally, that $100
million would be expensed, and so it would not
appear on the balance sheet. It would not be in book
value, it would be $100 million of expenses. So, it
would dramatically weigh down your earnings much
more than the same decision to invest in tangible
assets. So, it's accounted for totally differently, yet |
don't think that that necessarily makes sense
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because the intangible investment could be just as
much or even a better asset than the tangible one.

ALEX: Something like branding, for example.

BRAD: Yes, branding, coding. Google has arguably
one of the better assets in the history of business in
the Google search engine, and the Google search
engine has a value of precisely zero on the balance
sheet. It's missing from the balance sheet, despite the
fact that everyone knows it's a fantastic asset, and
that's because it was intangible investment done
internally, and no one could put a value on it when
they were doing the research and development.

ALEX: And of course, we live in an Al world now.
What's the impact of Al as an intangible?

BRAD: So, research and development on Al models,
so all that training that models go through, very
compute-intensive and a lot of data, that also is
generally expensed as it's done internally. So, these
Al models clearly are very powerful, and | think that
they’re assets for everyone who uses them, yet they
would detract from income statements and be
missing from the balance sheet generally.

ALEX: So, this idea of bad accounting for intangibles
really stays with you, and ultimately you and the team
actually turn the idea into a fully formed strategy — the
Alger Russell Innovation Strategy. Tell me about that.

BRAD: Well, the strategy brings research and
development and intangible investment out of the
shadows of financial statements and allows investors
to be able to use it to find potentially attractive
investments. So, research and development, like |
said, is really just a negative to the extent that you
even find it on financial statements. It's missing from
the balance sheet like we said, and it can be an
expense or just missing from the income statement.
But if you can treat it as an asset or look at it relative
to the value that the market ascribes to the business,
then you could potentially highlight intangible assets
or innovative assets.
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ALEX: So, how does this strategy actually work? As
we mentioned, it's a very different product for Alger. A
top-down strategy created in conjunction with

Russell, that starts with the Russell 1000 index? How
do you get from the Russell 1000 to Alger Russell
Innovation?

BRAD: Well, there's kind of two pieces to the
strategy. The first is we eliminate companies in the
bottom third of the Russell 1000 in terms of free cash
flow relative to sales. So, companies with weak free
cash flow margin are excluded from the universe, and
that's because when we look at innovative
companies, we want to look at companies that are
mature, have businesses that have strong
profitability. We don't want kind of like pre revenue
companies or companies very early in their lifecycle
when we look for innovation.

So anyway, once we have whittled down the Russell
1000 universe by that free cash flow margin metric,
we simply take the top 50 companies ranked by
research and development to enterprise value. Now
you can think of enterprise value a lot like market
capitalization. It's the value of the entire business, so
not only the value for the equity but also the value for
the debt less cash. So, companies that are spending
a lot of money on research and development, but it's
not necessarily being valued that highly by investors,
those are companies that rise to the top of this
screening.

And you could think of it as kind of a new factor. And |
think with the way the economy is evolving,
innovation is probably the most important investment
a company can make, and this strategy focuses on
that innovation investment and allows investors to
express this factor as part of their portfolio and | think
really for the first time allows investors to have an
allocation to innovation.

ALEX: And how did you first approach Russell?

BRAD: Well, we came to Russell, and we said we
had this idea for this strategy, and we think it was
being misunderstood in the market or not adequately
valued in the market. Then once they did research,
we started talking about what was most optimal in
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terms of how often it should be rebalanced and how
many holdings it should have, and what exact metrics
should go into building it. So, I think they helped
refine it, but we brought the idea.

| think Russell brought obviously some brand
recognition. A lot of our clients are very familiar with
Russell, and they trust Russell's analysis, and
Russell, even though we had done our own analysis,
Russell did its own analysis of the factor performance
or of the testing of what we wanted to do, and they
were impressed. So, Russell brings both a brand
expertise and ability to manage and promote the
index and also brought some good analysis to the
table.

ALEX: And you decided on 50 names? And how
often do you rebalance?

BRAD: So, we decided to rebalance it quarterly. To
rebalance it more often wouldn't add that much in
performance and would create some more tax
headaches. We decided to use 50 stocks because
the signal is so strong from the metric. So, it's going
to be equal weighted, two percent of holding,
balanced quarterly, and we're using the Russell 1000
but, truthfully, the strategy works whether you do it
within the Russell 1000 Growth, within the Russell
1000 Value or internationally frankly.

ALEX: And as | mentioned, this is Alger’s first rules-
based, top-down product. Why is that significant for
Alger?

BRAD: So, Alger has a 60-year history of investing in
growth and change, and we've always done it from a
bottom-up fundamental basis. | think, though, that
there is another way to identify innovation, and that is
through a top-down systematic approach by looking
at innovation across companies and seeing how the
market is valuing that innovation. So, this top-down
approach is different from the bottom-up approach
that Alger has used for 60 years. Still trying to identify
innovative assets that will produce strong returns for
the company and shareholders, but it's doing it in
more of a quantitative way than a fundamental way,
and | think that that's really neat.
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ALEX: Can you give an example of a company that
emphasizes the strategy’s overall philosophy?

BRAD: So, AppLovin is a company that perfectly fits
the intangible mold. It's a software company that
helps apps monetize better and find larger audiences,
so perfectly suited for the mobile Internet, and
AppLovin was a stock that suffered greatly in ‘22 and
'23, and | think it did that because the company was
spending a lot of money on research and
development and coming up with a fantastic solution
for app developers, yet the market wasn't valuing that
innovation yet. So, | think that's a good example of
the type of software company that is represented in
the strategy.

By the way, on the flip side of that, it didn't own Apple
over the past year or two. So why didn’t it own Apple?
Well, Apple market value relative to its research and
development was more or less elevated because the
company's products have already found a fantastic
audience. I'm not saying it's not innovative. It still is
an innovative company, but its innovation is widely
understood by the market, whereas this strategy, we
believe, is more likely to pick out innovation that's not
well recognized or understood by investors.

ALEX: Brad, | have a very general question: why
does the world need another innovation strategy?

BRAD: Well, | don't really think there is another
innovation strategy quite like this. There isn't anything
that really looks at research and development to
enterprise value the way we're looking at it. | think
there's very few assets that are allocated to
innovation and none in the way that we're doing it.

ALEX: Do you think this new strategy will give
investors more ways to invest in innovation with
Alger?

BRAD: So, | think historically for 60 years Alger has
typically invested in innovation from a bottom-up
fundamental basis by trying to figure out what
products and services that companies were working
on that would succeed in the future, so what was in
their innovation pipeline like new drugs, new software
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products, et cetera. This is a way, instead of doing it
bottom-up on a fundamental basis, this does it top-
down and more of a quantitative and systematic way.
So, I think it rounds out the ability for investors to
allocate to innovation within Alger.

ALEX: Final question, why this strategy for Alger right
now?

BRAD: Well, | think the time was right from Alger’s
perspective. It was our 60th anniversary. We're
looking for new strategies to celebrate the milestone.
So, | think that played a role into it. It's also clear that
the trends continue to accelerate. We keep moving to
a more digital world where innovation is more
important, not less important. | talk a lot about this,
that it used to take many decades to reach 50
percent household penetration from, say, the washing
machine or dishwasher being introduced, whereas
the Internet and social media took only 14 and nine
years, respectively, and the tablet took seven years.

So, innovation is happening a lot faster. It took the
Microsoft Office and Windows products about a
quarter of a century to reach a billion users, whereas
many of the Google products did it in under a decade,
and TikTok did in five years, and ChatGPT may do it
even sooner. So, | think that the trends have
accelerated, and it was the right time for Alger.

ALEX: Brad, thanks so much for joining me this
afternoon.

BRAD: Thanks, Alex. Great talking with you.

ALEX: And thank you for listening. For more
information on the Alger Russell Innovation Strategy—
Ticker INVN—and for more of our latest insights,

please visit www.alger.com.
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The views expressed are the views of Fred Alger Management, LLC (“FAM”) and its affiliates as of January 2025. These views are subject to change at any time and may
not represent the views of all portfolio management teams. These views should not be interpreted as a guarantee of the future performance of the markets, any security or
any funds managed by FAM. These views are not meant to provide investment advice and should not be considered a recommendation to purchase or sell securities.

Risk Disclosures: Investing in the stock market involves risks, including the potential loss of principal. There is no guarantee that the Fund’s investment results will have a
high degree of correlation to the Alger Russell Innovation Index (“ARII") or that the Fund will achieve its investment objective. In addition, the Fund’s value will generally
decline when the performance of the securities within the ARII declines. Investing in innovative companies may not be successful. The Fund may in invest companies that
do not currently derive nor may never derive revenue from innovation or developing technologies. To the extent the ARII is concentrated, a significant portion of the Fund’s
assets will be concentrated in securities in related industries, and may be similarly affected by adverse developments and price movements in such industries. The Fund is
not “actively” managed and performance could be lower than actively managed funds. Because the Fund equally weights its holdings and rebalances its holdings
quarterly, it may incur increased transaction costs, brokerage commissions, and taxes, which can lower the return on investment.

ETF shares are based on market price rather than net asset value (“NAV”), as a result, shares may trade at a price greater than NAV (a premium) or less than NAV (a
discount). The Fund may also incur brokerage commissions, as well as the cost of the bid/ask spread, when purchase or selling ETF shares. The Fund faces numerous
market trading risks, including the potential lack of an active market for Fund shares, losses from trading in secondary markets, periods of high volatility and disruption in
the creation and/or redemption process of the Fund. Any of these factors, among others, may lead to the Fund’s shares trading at a premium or discount to NAV. Thus,
you may pay more (or less) than NAV when you buy shares of the Fund in the secondary market, and you may receive less (or more) than NAV when you sell those
shares in the secondary market. The Manager cannot predict whether shares will trade above (premium), below (discount) or at NAV. Certain shareholders, including other
funds advised by the Manager or an affiliate of the Manager, may from time to time own a substantial amount of the shares of the Fund. Redemptions by large
shareholders could have a significant negative impact on the Fund.

Companies involved in, or exposed to, Al-related businesses may have limited product lines, markets, financial resources or personnel as they face intense
competition and potentially rapid product obsolescence, and many depend significantly on retaining and growing their consumer base. These companies may
be substantially exposed to the market and business risks of other industries or sectors, and may be adversely affected by negative developments impacting those
companies, industries or sectors, as well as by loss or impairment of intellectual property rights or misappropriation of their technology. Companies that utilize Al could face
reputational harm, competitive harm, and legal liability, and/or an adverse effect on business operations as content, analyses, or recommendations that Al applications
produce may be deficient, inaccurate, biased, misleading or incomplete, may lead to errors, and may be used in negligent or criminal ways. Al companies, especially
smaller companies, tend to be more volatile than companies that do not rely heavily on technology. Investing in innovation is not without risk and there is no
guarantee that investments in research and development will result in a company gaining market share or achieving enhanced revenue. Companies exploring
new technologies may face regulatory, political or legal challenges that may adversely impact their competitive positioning and financial prospects. Developing
technologies to displace older technologies or create new markets may not in fact do so, and there may be sector-specific risks. There will be winners and losers that
emerge, and investors need to conduct a significant amount of due diligence on individual companies to assess these risks and opportunities. Past performance is not
indicative of future performance.

Important Information for US Investors: This material must be accompanied by the most recent fund fact sheet(s) if used in connection with the sale of mutual fund and
ETF shares. Fred Alger & Company, LLC serves as distributor of the Alger mutual funds.

Important Information for UK and EU Investors: This material is directed at investment professionals and qualified investors (as defined by MiFID/FCA regulations). It is
for information purposes only and has been prepared and is made available for the benefit investors. This material does not constitute an offer or solicitation to any person
in any jurisdiction in which it is not authorised or permitted, or to anyone who would be an unlawful recipient, and is only intended for use by original recipients and
addressees. The original recipient is solely responsible for any actions in further distributing this material and should be satisfied in doing so that there is no breach of local
legislation or regulation.

Certain products may be subject to restrictions with regard to certain persons or in certain countries under national regulations applicable to such persons or countries.

Alger Management, Ltd. (company house number 8634056, domiciled at 78 Brook Street, London W1K 5EF, UK) is authorised and regulated by the Financial Conduct
Authority, for the distribution of regulated financial products and services. FAM, Weatherbie Capital, LLC, and/or Redwood Investments, LLC, U.S. registered investment
advisors, serve as sub-portfolio manager to financial products distributed by Alger Management, Ltd.

Alger Group Holdings, LLC (parent company of FAM and Alger Management, Ltd.), FAM, and Fred Alger & Company, LLC are not an authorized persons for the purposes
of the Financial Services and Markets Act 2000 of the United Kingdom (“FSMA”) and this material has not been approved by an authorized person for the purposes of
Section 21(2)(b) of the FSMA.

Important information for Investors in Israel: Fred Alger Management, LLC is neither licensed nor insured under the Israeli Regulation of Investment Advice, of
Investment Marketing, and of Portfolio Management Law, 1995 (the "Investment Advice Law"). This document is for information purposes only and should not be
construed as an offering of Investment Advisory, Investment Marketing or Portfolio Management services (As defined in the Investment Advice Law). Services regulated
under the Investment Advice Law are only available to investors that fall within the First Schedule of Investment Advice Law ("Qualified Clients"). It is hereby noted that
with respect to Qualified Clients, Fred Alger Management, LLC is not obliged to comply with the following requirements of the Investment Advice Law: (1) ensuring the
compatibility of service to the needs of client; (2) engaging in a written agreement with the client, the content of which is as described in section 13 of the Investment
Advice Law; (3) providing the client with appropriate disclosure regarding all matters that are material to a proposed transaction or to the advice given; (4) a prohibition on
preferring certain Securities or other Financial Assets; (5) providing disclosure about "extraordinary risks" entailed in a transaction (and obtaining the client's approval of
such transactions, if applicable); (6) a prohibition on making Portfolio Management fees conditional upon profits or number of transactions; (7) maintaining records of
advisory/discretionary actions. This document is directed at and intended for Qualified Clients only.

Alger pays compensation to third party marketers to sell various strategies to prospective investors.

The Alger Russell Innovation Index (“ARII") is comprised of a subset of the companies within the Russell 1000 Index, which is a broad measure of the performance of U.S.
equity securities of large-cap growth and value companies. The ARII represents innovative companies in the Russell 1000 Index based generally upon the amount such
companies spend on research and development as a percentage of enterprise value. For a full description of the ARII methodology call 212.806.8800 or for a summary of
the ARIl methodology visit https://www.Iseg.com/content/dam/ftse-russell/en_us/documents/ground-rules/alger-russell-innovation-index-ground-rules-redacted. pdf.

The Alger Russell Innovation ETF (INVN”) has been developed solely by Fred Alger Management, LLC. INVN is not in any way connected to or sponsored, endorsed,
sold or promoted by the London Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). FTSE Russell is a trading name of certain of the
LSE Group companies.

All rights in the Alger Russell Innovation Index (the “Index”) vest in the relevant LSE Group company which owns the Index. FTSE®” “Russell®”, “FTSE Russell®”,
“FTSE4Good®”, “ICB®", “The Yield Book®,” are trade mark(s) of the relevant LSE Group company and is/are used by any other LSE Group company under license.

The Index is calculated by or on behalf of FTSE International Limited, FTSE Fixed Income, LLC or its affiliate, agent or partner. The LSE Group does not accept any
liability whatsoever to any person arising out of (a) the use of, reliance on or any error in the Index or (b) investment in or operation of the INVN. The LSE Group makes no
claim, prediction, warranty or representation either as to the results to be obtained from the INVN or the suitability of the Index for the purpose to which it is being put by
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Fred Alger Management, LLC.

The Russell 1000® Index measures the performance of the large-cap segment of the US equity universe. The Russell 1000 Index is a subset of the Russell 3000® Index
which is designed to represent approximately 98% of the investable US equity market. It includes approximately 1,000 of the largest securities based on a combination of
their market cap and current index membership. The Russell 1000 is constructed to provide a comprehensive and unbiased barometer for the large-cap segment and is
completely reconstituted annually to ensure new and growing equities are included.

Source: London Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). © LSE Group 2025. FTSE Russell is a trading name of certain of
the LSE Group companies. “FTSE®” “Russell®”, “FTSE Russell®”, “FTSE4Good®”, “ICB®", “Mergent®, The Yield Book®,” are trade marks of the relevant LSE Group
companies and are used by any other LSE Group company under license. All rights in the FTSE Russell indexes or data vest in the relevant LSE Group company which
owns the index or the data. Neither LSE Group nor its licensors accept any liability for any errors or omissions in the indexes or data and no party may rely on any indexes
or data contained in this communication. No further distribution of data from the LSE Group is permitted without the relevant LSE Group company’s express written
consent. The LSE Group does not promote, sponsor or endorse the content of this communication.

Investors cannot invest directly in any index. Index performance does not reflect deductions for taxes.

The following represents the noted percentages of assets under management in the Alger Russell Innovation ETF as of January 21, 2025: Microsoft Corp., 0.0%,
Alphabet, Inc., 0.0%, Apple, Inc., 0.0%, AppLovin Corp., 0.0%.

Fred Alger & Company, LLC 100 Pearl Street, New York, NY 10004 / 212.806.8800 / www.alger.com
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