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DoubleLine’s Shiller CAPE fund beating
rivals while adding smart alpha to smart beta
Fixed-income foundation pushed fund to the top of the large-value category
By Jeff Benjamin
For someone who really doesn’t like the concept of smart beta,
DoubleLine Capital LP portfolio manager Jeffrey Sherman sure has
nailed the strategy.
The 17-month-old DoubleLine Shiller Enhanced CAPE Fund
(DSENX), which Mr. Sherman co-manages with chief executive
Jeffrey Gundlach, has been leaving most of the large-cap value fund
category in the dust by employing a strategy that seems to tap every
performance and yield access point.
The fund’s 3.4% advance since the start of the year compares to
0.99% for the large-cap value category, as tracked by Morningstar
Inc., and 1.69% for the S&P 500 Index.
The fund, which has grown to an impressive $383 million, has a
12-month trailing return of 18.9%, compared with 9.76% for the
category, and 14.74% for the S&P.
Last year, its first full calendar year in operation, the fund gained
17.7%, while the category averaged 10.21%, and the S&P climbed
13.69%.
Unfortunately, the fund is too new to hit most financial advisers’
mutual fund screens.
TWO SOURCES OF RETURN
Mr. Sherman attributes the impressive performance to a strategy
he describes as a “portfolio with two distinct return sources.”
That means, basically, equity and fixed income.
The equity side is where the smart beta comes in, a term Mr.
Sherman will begrudgingly use because it has become a common
phrase people are starting to understand.
“There is no true definition of smart beta, aside from it being any
systematic rules-based strategy that does not use price or market
capitalization as a basis for the index,” he said.
The fund is DoubleLine’s first move into the smart beta world,
and it has been done in a way one might expect from a company
with DoubleLine’s reputation for pushing the envelope.
The equity side of the portfolio tracks the Shiller Barclay’s CAPE
U.S. Sector Total Return Index, which is built aroundYale University
economics professor and Nobel Laureate Robert Shiller’s cyclically
adjusted price-earnings ratio.
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The index invests equally in the four most undervalued U.S. stock
sectors based on their CAPE ratio and price momentum.
“The idea is that bubbles form and burst, and you can’t predict
exactly when that will happen,” Mr. Shiller said.
100-YEAR-OLD CONCEPT
In terms of why it has taken so long for a mutual fund to employ
a strategy that can trace its origins in some form back at least 100
years, Mr. Shiller pointed to “conservatism in finance.”
“The [investing] public is just generally very skeptical and lacks a
willingness to move to new ideas when it comes to finance,” he said.
Mr. Sherman, who only half-jokingly promotes a preferred
moniker of “smart alpha” for the fund’s overall strategy, explains
that systematic, rules-based equity exposure is part of a “dual value
proposition” that begins with a foundation in fixed income that
investors might not expect from a fund hanging out in the large-cap
value category.
Because the equity exposure is gained through swaps that are paid
for as part of the fund’s ongoing expense, every dollar that comes
into the fund first lands in a diversified bond portfolio. That ongoing
expense is 90 basis points, which is low for a smart beta mutual fund.
“The index is the smart beta part, but since we don’t have to
put any capital up front to enter the swaps, we might as well do
something with that capital,” Mr. Sherman said. “It is a multi-sector
approach to fixed income, with short to intermediate duration, 1.6year average duration.”
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He explained that the fixed-income side of the portfolio is rooted
in what DoubleLine does across its various multi-sector portfolios,
but said the fund shouldn’t be confused or compared with a
balanced strategy, because almost all of the risk is still coming from
the equity exposure.
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Performance data quoted represents past performance;
past performance does not guarantee future results. The
investment return and principal value of an investment
will fluctuate so that an investor’s shares, when redeemed,
may be worth more or less than the original cost. Current
performance of the fund may be lower or higher than the
performance quoted. Performance data current to the most
recent month-end may be obtained by calling 213-633-8200
or by visiting www.doublelinefunds.com. The performance
information shown assumes the reinvestment of all dividends
and distributions.
*The Advisor has contractually agreed to waive its investment
advisory fee and to reimburse the Fund for other ordinary
operating expenses to the extent necessary to limit ordinary
operating expenses to an amount not to exceed 0.65% for
Class I shares and 0.90% for Class N shares. Ordinary operating
expenses exclude taxes, commissions, mark-ups, litigation
expenses, indemnification expenses, interest expenses,
Acquired Fund Fees and Expenses, and any extraordinary
expenses. These expense limitations are expected to apply until
at least July 31, 2015, except that they may be terminated by the
Board of Trustees at any time.

“The fixed-income side is absolute-return-focused and it bleeds
through to the portfolio’s total return; that’s why I’m calling it smart
alpha,” Mr. Sherman said. “While you’re waiting for returns to kick
in from the equity side, why not generate some alpha by allocating
across virtually every part of the fixed-income market?”

Barclays Capital Inc. and its affiliates (“Barclays”) is not the
issuer or producer of DoubleLine Shiller Enhanced CAPE ®
(the “Fund”) and Barclays has no responsibilities, obligations
or duties to investors in the Fund. The Shiller Barclays CAPE®
US Sector USD Index (the “Index”) is a trademark owned by
Barclays Bank PLC and licensed for use by the Fund. While the
Fund may execute transaction(s) with Barclays in or relating
to the Index, Fund investors acquire interests solely in the
Fund and investors neither acquire any interest in the Index
nor enter into any relationship of any kind whatsoever with
Barclays upon making an investment in the Fund. The Fund is
not sponsored, endorsed, sold or promoted by Barclays and
Barclays makes no representation regarding the advisability of
the Fund or use of the Index or any data included therein.
Barclays shall not be liable in any way to the Fund, investors or
to other third parties in respect of the use or accuracy of the
Index or any data included therein.
The Shiller Barclays CAPE® US Index Family (the “Index Family”)
has been developed in part by RSBB-I, LLC, the research
principal of which is Robert J. Shiller. RSBB-I, LLC is not an
investment advisor and does not guarantee the accuracy and
completeness of the Index Family or any data or methodology
either included therein or upon which it is based. RSBB-I, LLC
shall have no liability for any errors, omissions or interruptions
therein and makes no warranties expressed or implied, as to the
performance or results experienced by any party from the use
of any information included therein or upon which it is based,
and expressly disclaims all warranties of the merchantability
or fitness for a particular purpose with respect thereto, and
shall not be liable for any claims or losses of any nature in
connection with the use of such information, including but not
limited to, lost profits or punitive or consequential damages
even, if RSBB-I, LLC is advised of the possibility of same.
The fund’s investment objectives, risks, charges and expenses
must be considered carefully before investing. The statutory
and summary prospectuses contain this and other important
information about the investment company, and may be
obtained by calling 1 (877) 354-6311/ 1 (877) DLINE11, or
visiting www.doublelinefunds.com. Read the prospectus
carefully before investing.
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The DoubleLine Shiller Enhanced CAPE® may invest in foreign
securities which involve greater volatility and political,
economic and currency risks and differences in accounting
methods. These risks are greater for investments in emerging
markets. In order to achieve its investment objectives, the
Fund may use certain types of exchange traded funds or
investment derivatives. Derivatives involve risks different
from, and in certain cases, greater than the risks presented
by more traditional investments. Derivatives may involve
certain costs and risks such as liquidity, interest rate, market,
credit, management and the risk that a position could not
be closed when most advantageous. Investing in derivatives
could lose more than the amount invested. ETF investments
involve additional risks such as the market price trading at a
discount to its net asset value, an active secondary trading
market may not develop or be maintained, or trading may
be halted by the exchange in which they trade, which may
impact a fund’s ability to sell its shares. Investments in debt
securities typically decrease in value when interest rates rise.
This risk is usually greater for longer-term debt securities.
Investments in Asset-Backed and Mortgage-Backed securities
include additional risks that investors should be aware of
including credit risk, prepayment risk, possible illiquidity
and default, as well as increase susceptibility to adverse
economic developments. Investments in lower rated and
non-rated securities present a greater risk of loss to principal
and interest than higher-rated securities. The Fund may also
invest in securities related to real estate, which may decline
in value as a result of factors affecting the real estate industry.
Equities may decline in value due to both real and perceived
general market, economic and industry conditions. The fund
may make short sales of securities, which involves the risk
that losses may exceed the original amount invested.
Diversification does not assure a profit or protect against loss
in a declining market.
DoubleLine Funds are distributed by Quasar Distributors, LLC..
Definitions:
S&P 500® = The S&P 500 is a free-float capitalization-weighted
index published since 1957 of the prices of 500 large-cap
common stocks actively traded in the United States.
Shiller Barclays CAPE® US Sector Index (Total Return)= Shiller
Barclays CAPE US Sector Index (Total Return) was launched
on September 2012 (“Index”). Any provided performance
information relating to a period prior to that date is

hypothetical. The Index methodology is available for review
upon request. Barclays Bank PLC (“Barclays”) or an affiliate
of Barclays prepared the provided performance information
(including the hypothetical performance information), is the
index sponsor for the Index and potentially is the counterparty
to a transaction referencing the Index. It is in Barclays interest
to demonstrate positive pre-inception index performance. The
pre-inception index performance is included from the period
from Feb 1988 to September 2012. The index data reflects a
cost of 0.28% per annum that is incorporated into the Index
formula. The performance information, however, does not
reflect any additional fees that may be paid by counterparty
to a transaction referencing the Index that may be agreed
between the parties thereto. Fees are not reflected in the
provided Index performance information.
Shiller Barclays CAPE® Ratio= CAPE® stands for Cyclically
Adjusted Price-Earnings. The CAPE® Ratio is a valuation metric
that takes the current price of an equity or index divided by its
inflation adjusted average of ten years of earnings.
Duration – Duration is a commonly used measure of the
potential volatility of the price of a debt security, or the
aggregate market value of a portfolio of debt securities, prior
to maturity. Securities with a longer duration generally have
more volatile prices than securities of comparable quality with
a shorter duration.
Basis Point- A basis point is a unit that is equal to 1/100th of 1%,
and is used to denote the change in a financial instrument.
Morningstar Large Cap Value Peer Group – Large-value funds
focus on big companies that are less expensive or growing more
slowly than other large-cap stocks. These funds often feature
investments in energy, financial, or manufacturing sectors.
You cannot invest directly in an index.
Alpha: A measure of performance on a risk-adjusted basis.
Alpha takes the volatility (price risk) of a mutual fund and
compares its risk-adjusted performance to a benchmark index.
The excess return of the fund relative to the return of the
benchmark index is a fund’s alpha.
Beta: A measure of the volatility, or systematic risk, of a
security or a portfolio in comparison to the market as a whole.
Beta is used in the capital asset pricing model (CAPM), a model
that calculates the expected return of an asset based on its
beta and expected market returns.
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