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1 Overview

The Horizon Ascend 5%� Index (the ‘Index’) is comprised of a diversified multi-asset universe of ETFs to
seek returns, while targeting a specific desired level of risk. The index utilizes trend following techniques
similar to those often used by hedge fund strategies. The multi-asset universe includes exposure to U.S.
equity securities, fixed income securities, and securities related to commodities. The Index components are
found in Table 1 and consist of some of the most highly liquid ETFs representing their respective markets.
Historically the securities have realized offsetting gains and losses, which could help make returns more
stable and increase the likelihood of positive returns. The published index is computed in excess of three
month LIBOR and includes an index fee of 50bp per year. All index components are eligible for inclusion
and the index methodology involves three distinct steps.

1. Market State Signal: At a daily frequency a market state signal uses a volatility-adjusted moving
average to determine whether to invest the ‘risky’ security or the reserve asset from Table 1. Exposure
is decreased to minimize losses during a downward market trend, or increased and maintained during
an upward market trend.

2. Risky Weight Calculation: At a monthly frequency the portfolio is reallocated towards the ‘risky’
securities that have the best combination of both high past return and low risk. Index returns after
these two steps represent the base index.

3. Volatility Control: A daily volatility control overlay is then applied to the base index returns to
target annualized volatility equal to 5%. A dynamic cash allocation is increased when the index is
above a 5% volatility target and decreased when the index is below a 5% volatility target. During
periods of extremely low volatility the net exposure to the base index may exceed 100%.

Table 2 shows the average weights over time for each asset class in the index. During periods of elevated
volatility and large losses such as 2008, equity exposure was relatively low, treasury exposure was relatively
high, and net exposure to the base index was relatively low. During periods of extremely low volatility and
large stock market gains such as 2017, equity exposure was relatively high, treasury exposure was relatively
low, and net exposure to the base index was high, even exceeding 100% on average. These weights show
the dynamic nature of the the trend following process to maximize returns and manage risk.

Key Conclusions

1. The Horizon Ascend 5%� Index (HZI Ascend5 Index) is the most efficient of all peer indices in terms
of an annual Sharpe ratio (computed by dividing the inception return by the volatility of annual
returns). The index also realizes the highest return over the period shown, with the exception of the
10% volatility target peer index.

2. The HZI Ascend5 Index realizes the highest consistency of positive rolling annual payoffs and the
least average downside risk of all indices.

3. The HZI Ascend5 Index realizes moderately low correlation to both stocks and bonds, while other
indices indicate a clear tilt towards either equity or interest rate risk.

4. The HZI Ascend5 Index may therefore blend well with either stock oriented indices such as the S&P
Daily Risk Control or interest rate sensitive indices such as the S&P Marc5 Index. It may not blend
well with indices with similarly low correlations like the JPM Mozaic Index.
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Table 1: Horizon Ascend 5% Index Components

Ticker Name Exposure

SPY US Equity SPDR S&P 500 ETF TRUST Equity
QQQ US Equity INVESCO QQQ TRUST SERIES Equity
DIA US Equity SPDR DOW JONES INDUSTRIAL AVERAGE ETF Equity
HYG US Equity ISHARES IBOXX HIGH YLD CORP Fixed Income
LQD US Equity ISHARES IBOXX INVESTMENT GRADE BOND ETF Fixed Income
TLT US Equity ISHARES 20+ YEAR TREASURY BOND ETF Fixed Income
GLD US Equity SPDR GOLD SHARES Commodity
IEF US Equity ISHARES 7-10 YEAR TREASURY BOND ETF Reserve Asset

Table 2: Average annual weights and exposures by year of the Ascend index prior to volatility control
(the ‘Base Index’) along with the average net exposure from the volatility control process.

Base Index

Year Equity Credit Treasury Commodity Net Exposure

2005 30.9 3.3 55.7 10.1 101.7
2006 39.6 16.8 37.3 6.2 91.1
2007 41.0 20.7 25.4 12.9 70.7
2008 4.1 15.7 73.3 6.9 54.6
2009 25.4 39.6 21.0 13.9 45.2
2010 26.8 42.1 20.6 10.5 63.6
2011 25.8 34.8 28.0 11.4 64.3
2012 29.5 46.3 19.4 4.7 91.5
2013 45.7 27.6 26.7 0.0 92.7
2014 37.4 36.8 23.1 2.7 100.9
2015 27.1 22.7 49.2 1.1 76.9
2016 24.6 34.9 33.9 6.6 76.8
2017 52.3 32.3 12.0 3.3 114.3
2018 29.7 21.5 42.7 6.0 98.0
2019 20.6 44.6 21.0 13.7 87.3
2020 29.7 32.7 22.7 14.9 50.5

Average 30.7 29.5 32.0 7.8 80
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2 Index Competitive Landscape

Volatility controlled indices take different approaches to diversification and risk management, which creates
unique performance expectations. Below is a brief description of key characteristics of common peer
indices in the space. Key comparisons are made to the Horizon Ascend 5%� Index (HZI Ascend5) where
appropriate.

1. S&P MARC 5 Index (S&P MARC5): An overview of the index can be found here Indices (2021b).
The index utilizes three underlying component indices that represent the S&P 500, 10-year U.S.
treasury bonds, and gold. The process assigns higher weights to the component indices with lower
risk and targets a 5% annual volatility. Due to the risk weighting framework the historical allocations
are heavily tilted towards 10-year U.S. treasury bonds and are consistently high. While the asset
classes are similar to HZI Ascend5, the processes and specific holdings used are different, with HZI
Ascend5 showing lower average exposure to bonds over time.

2. JP Morgan Mozaic II Index (JPM Mozaic): An overview of the index can be found here Nationwide
(2019). The index utilizes 15 asset classes consisting of stocks, bonds, and commodities. The asset
classes also include international markets making the JPM Mozaic index the most globally diversified
of these peer indices. The strategy incorporates a momentum-based allocation process, selecting and
weighting securities with the highest past return. Volatility smoothing is also used to target a specific
level of risk. Compared to HZI Ascend5, the processes are similar but the holdings are different. The
HZI Ascend5 index also utilizes trend following to minimize risk, while the JPM Mozaic primarily
relies on diversification to manage risk outside of the volatility control process.

3. Bloomberg U.S. Dynamic Balance Index (BB Dynamic): An overview of the index can be found
here Allianz (2021). The BB Dynamic index is the most similar to S&P MARC5 in its holdings and
process. The index only uses the S&P 500 and Investment Grade U.S. bonds, while not investing
in commodities. Similar to the S&P MARC5, the BB Dynamic index assigns higher weights to the
component indices with lower risk and therefore is consistently allocated heavily to bonds. The index
does not explicitly use a volatility control process but produces comparable risk to the other peer
indices.

4. Shiller Barclay’s CAPE US Sector Risk Controlled 10% (Barc Cape10): An overview of the index can
be found here Barclays (2021). This index is the most distinct among the peer indices. It does not use
multiple asset classes and only allocates to a base equity index and cash to maintain a 10% volatility
target. Additionally, the base index allocates monthly among U.S. sectors that are determined to be
the most undervalued. Given this process, the expected level of risk is nearly double the peer indices
as measured by volatility. The underlying base equity index also maintains a consistent value tilt
compared to broad market indices and therefore may be the most cyclical and exposed to economic
shocks, both good and bad.

5. S&P Daily Risk Control (S&P RC5): An overview of the index can be found here Indices (2021a).
The S&P RC5 has the most basic process of all peer indices. It allocates to the S&P 500 and
cash utilizing a standard risk control process targeting 5% annual volatility. It is therefore the least
diversified of all peer indices.
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3 Performance Analysis

Figure 1: Growth of $100 of peer indices since the common inception date of September 30, 2005 to
December 31, 2020.
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Table 3: Annual returns in (%) of peer indices since common inception date of September 30, 2005 to
December 31, 2020.

HZI Ascend5 S&P MARC5 JPM Mozaic BB Dynamic Barc Cape10 S&P RC5

Inception Return 5.7 5.4 4.9 5.3 8.6 3.0

2005 -1.7 1.5 2.1 -0.8 2.4 -0.2
2006 3.6 4.7 4.6 6.1 15.4 5.2
2007 4.9 8.4 6.8 2.9 7.6 -0.2
2008 5.3 1.1 4.3 0.4 -7.5 -7.2
2009 7.3 6.9 2.3 5.8 9.9 5.5
2010 9.4 13.2 6.7 8.5 11.0 4.8
2011 5.8 11.2 5.7 5.2 4.2 -0.9
2012 3.7 6.0 4.5 6.9 8.4 3.5
2013 10.5 -3.1 7.6 8.0 23.4 11.9
2014 6.0 6.5 10.2 6.9 6.7 3.7
2015 -2.6 -2.9 0.1 -1.3 -0.6 -1.8
2016 3.8 4.3 11.8 4.9 9.6 3.1
2017 15.6 10.7 6.7 14.7 25.2 13.5
2018 4.0 -3.3 -0.3 -0.7 1.6 -1.3
2019 9.7 13.7 6.8 12.8 17.9 7.4
2020 5.4 8.3 -2.1 4.4 5.1 1.6

Vol of Annuals 3.9 5.5 3.7 4.3 8.4 5.1
Annual Sharpe 1.43 0.98 1.32 1.23 1.02 0.58
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Figure 2: Percentage of positive rolling annual returns of peer indices since the common inception date of
September 30, 2005 to December 31, 2020 as a measure of consistency. Returns are sampled monthly.
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Figure 3: Return and volatility in the left panel and downside risk statistics in the right panel.
Computed since the common inception date of September 30, 2005 to December 31, 2020. Returns are
sampled daily for all calculations.
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Figure 4: The correlation of peer indices with stocks (S&P 500 Index) and bonds (Bloomberg Barclays
Aggregate Bond Index) since the common inception date of September 30, 2005 to December 31, 2020.
Rolling annual returns sampled monthly are used for all calculations.
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Figure 5: The average return of peer indices during the worst 20% of stock markets (S&P 500 Index) and
worst 20% of bond markets (Bloomberg Barclays Aggregate Bond Index) since the common inception
date of September 30, 2005 to December 31, 2020. Rolling annual returns are used for all calculations.
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4 Discussion of Results

The tables shown in Section 3 use data from the common inception date of September 30, 2005 through the
end of 2020. This time period spans over fifteen years and arguably covers multiple market cycles, including
the run up to the 2008 financial crisis, the subsequent recovery spurred by accommodative monetary policy,
and the 2020 global pandemic.

4.1 Returns and Risk

Figure 1 shows the value of diversification as all peer indices decidedly outpaced the S&P RC5 index. While
the Barc Cape10 index outpaces all the others, it also targets the most aggressive volatility target of 10%
per year, double the other peer indices. Table 3 provides more detail, showing the returns by year along
with the volatility of the annual returns. The HZI Ascend5 Index averages 5.7% per year, outperforming
all peer indices other than the Barc Cape10, which targets twice the level of volatility. Given that the
Barc Cape10 does not have double the return, its return to risk tradeoff is less efficient. The HZI Ascend5
Index is the most efficient realizing an annual volatility Sharpe ratio of 1.43.

Multiple years are illustrative for these comparisons. In 2008, all of the multi-asset indices realized a
positive return, while the equity-only indices realized negative returns. 2015 was a difficult year that saw
no index realize a meaningful positive return. Figure 2 plots the percentage of rolling annual returns
sampled monthly. This chart is designed to demonstrate the consistency of positive payoffs if used within
a fixed-indexed annuity. The HZI Ascend5 index is the outperformer in this analysis, realizing positive
returns 96% of the time. This consistency is due to the trend following aspects of the process. The equity-
only indices are the least consistent on average, with the simple S&P RC5 index only realizing positive
returns 72% of the time. Figure 3 plots risk and return in the familiar efficient frontier chart, along with
measures of worst case scenario risk. The left panel shows the clustering of the lower risk indices compared
to the more aggressive Barc Cape10. The right panel shows the efficacy of the trend following process used
by the HZI Ascend5 index to mitigate risk, as this index has the smallest left tail risk of all indices. These
lower drawdowns and losses contribute largely to the high consistency of positive payoffs.

4.2 Stock and Bond Correlations

Figure 4 shows the correlations of each index to broad stocks and bonds as a gauge of equity market
exposure and interest rate risk. In order to provide estimates of correlation most consistent with the
experience of an investor, the correlations were estimated from rolling annual returns sampled monthly.
There is a delineation of the indices with the BB Dynamic, Barc Cape10, and S&P RC5 showing the highest
correlation to stock markets and the S&P Marc5 and JPM Mozaic showing the lowest. As expected the
indices with the highest correlations to stocks have the lowest correlations to bonds and vice versa. The
HZI Ascend5 index has moderately low exposure to both stocks and bonds compared to the peers, while
the S&P Marc5 shows extreme sensitivity to bonds, with a correlation of 76%. Since the JPM Mozaic has
significant international exposures it shows the smallest sensitivity on average to either stocks or bonds.
Figure 5 takes a deeper look at correlations by looking at average returns in only the worst periods of stocks
and bonds. The HZI Ascend5 index is among the top performers during both the worst stock markets and
worst bond markets, suggesting it has a diversifying effect for both stocks and bonds. The JPM Mozaic
index shows similar balanced exposure (although not as strong), while all other indices are biased one way
or the other. These correlation metrics offer great insights for how to blend product related to these indices
with each other, or into a financial plan, to maximize diversification.
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5 Disclaimers

The Horizon Ascend 5%� Index is a trademark of Horizon. The Horizon Ascend 5%� Index is the exclusive
property of Horizon and is made and compiled without regard to the needs, including, but not limited
to, the suitability needs, of those who license the index, or any related annuity, or any annuity contract
owners. The Index is not an investment advisory product or service.

The Horizon Ascend 5%� Index is calculated by Solactive AG. Financial instruments referencing the
Horizon Ascend 5%� Index are not sponsored, promoted, sold or supported in any other manner by So-
lactive AG nor does Solactive AG offer any express or implicit guarantee or assurance either with regard
to the results of using the Index and/or Index trade mark or the levels of the Index at any time or in
any other respect. The Index is calculated and published by Solactive AG. Solactive AG uses its best
efforts to ensure that the Index is calculated correctly. Irrespective of its obligations towards Horizon,
Solactive AG has no obligation to point out errors in the Index to third parties including but not limited
to investors and/or financial intermediaries of the financial instruments. Neither publication of the Index
by Solactive AG nor the use of the Index or Index trade mark in connection with the financial instrument
constitutes a recommendation by Solactive AG to invest capital in said financial instrument nor does it in
any way represent an assurance or opinion of Solactive AG with regard to any investment in this financial
instrument.
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