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As of 06/30/2026, 82 funds in the Long/Short Equity category.   The Overall 
Morningstar Rating is based on risk adjusted gross returns, derived from a weighted 

average of the three-, five-, and 10-year (if applicable) Morningstar metrics.

2nd Quarter Review & Commentary
For the second quarter of 2026 the Convergence Long/Short 
Equity ETF (CLSE or the “Fund”) return was well above that of 
its benchmark’s return. The Fund was up 21.30%, as measured 
by the change in NAV, while  its benchmark, the Bloomberg 
US 3000 Index, was up 15.71% for the quarter. Over these 
three months, the Fund’s average net exposure was 61% (that 
is, the weekly average of the allocation to long stock positions 
less the allocation to short stock positions), much less than the 
benchmark’s 100% net long position.

The market has resumed its shift in preferences away from 
the largest growth and technology stocks to a broader set 
of industries, smaller cap stocks, and international stocks to 
a lesser extent.  Measuring the market’s preferences is a core 
element of our stock selection process, which seeks to identify 
those characteristics that stock investors are rewarding and at 
the same time those being avoided. What the market rewards 
leads us to the long portfolio, and that which it punishes leads 
us to the short portfolio.

We found these dynamics to be the most pertinent aspects of 
the market which began last year and continued in the current 
quarter:

•	 Year-to-date underperformance of the Mag 7 being a 
surprise given their dominance in the recent past

•	 Interest rate expectations flipping from cut to increase for 
the Federal Reserve

•	 Momentum working and working and working, but other 
signals gain favor in our investment process

The past twelve months ending June 30 were particularly 
strong for the Fund and stock market, with both benefiting from 
favorable economic and corporate developments. The Fund 
experienced well-above benchmark results, up 45.29%, which 
was greater than the Bloomberg 3000’s return of 23.15%.

Performance
1-Year 3-Year 5-Year 10-Year

CLSE @ NAV 45.29% 30.56% 19.85% 15.47%

CLSE @ Market Price 47.47% 30.56% 19.86% 15.47%

Morningstar Long-
Short Equity 13.62% 11.55% 6.61% 6.66%

Bloomberg US 3000 23.15% 20.42% 12.24% 15.07%

As of 06/30/2026.  Periods greater than 1 year have been annualized.

OVERALL MORNINGSTAR RATINGTM

Historical Sharpe Ratio
1-Year 3-Year 5-Year 10-Year

CLSE @ NAV 3.42 2.29 1.33 1.07

Morningstar Long- 
Short Equity 1.53 0.95 0.36 0.52

Bloomberg US 3000 1.49 1.15 0.53 0.80

 As of 06/30/2026

We present the following data for investors who also monitor 
the riskiness of their investments. A combination of risk and 
reward, the Sharpe ratio attempts to measure the efficiency 
of risk taking. That is, for each unit of return volatility (using 
standard deviation as a measure of risk) an investment manager 
has taken, how much return did the manager achieve over the 
risk-free rate?

Based on this historical comparison, the Fund has been more 
efficient than its peer group and benchmark, a track record 
we are proud of. It is influenced by both the target allocation 
between longs and shorts and the outperformance of individual 
stock selection on average.  Please keep in mind that Sharpe 
Ratio plays an important role in how we set the allocation target 
for the amount invested in the long and short components of 
the Fund’s portfolio (the “hedge ratio”). The managers have 
selected the current hedge ratio of roughly 115% long to 50% 
short because they believe it produces the highest expected 
Sharpe Ratio among the many possible combinations of long 
and short.

Market Commentary
The second quarter moved 2026 year-to-date US stock market 
performance from slightly negative to solidly positive.  Going 
back to the fourth quarter of 2025, we noted the shift in market 
preference away from the nearly singular dominance of the 
Magnificent 7 large-cap growth stocks, as they are known.  In 
fact, the Magnificent 7, as a group, are negative year-to-date 
while the broad market is up over 10%.  The broadening of 
market leadership appears to have resumed since the signing 
of a memorandum of understanding ceasing hostilities in the 
Middle East.  This includes the rest of the S&P 500 (that is, the 
other 493 stocks that are not the “Mag 7”), semiconductors 
generally, but also US small-cap stocks and certain segments 
of the international stock market.  Increased participation of 
stocks gaining in an upward market is beneficial to our process 
when a greater number of stocks possess the characteristics 
the market is rewarding.

Performance data quoted represents past performance and is no guar-
antee of 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 their original cost.  Current perfor-
mance may be lower or higher than the performance data quoted. For 
the most recent month-end performance, please call 877-677-9414 or 
visit the Fund’s website at investcip.com/etfstrategies.html.
Total Expense Ratio on the fund is applicable to investors is 1.52%, comprised 
of the Management Fee of 0.95%, and dividends and interest on short 
positions of 0.57%.
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Investors’ assessment of Artificial Intelligence has shifted from 
the direct producers of AI capacity to their suppliers and 
expected users.  As AI providers (the spenders) build out AI 
capacity, it is money spent with an uncertain return.  Alongside 
this, the end users are expected to become vastly more efficient 
(the beneficiaries).  The impact has been a change in what 
stocks constitute the group with the highest price momentum.  
Our process measures price momentum over multiple months 
and years, and it too is detecting the momentum shift away 
from a concentrated group of technology stocks toward a more 
diversified group that now includes even Capital Goods and 
Utilities stocks. This is also reflected in our signals measuring 
the market’s expectations for sales and future profits, both 
impacted by either providing the infrastructure to host AI and/
or operating efficiencies expected to come from the application 
of AI.

Expected interest rates have increased in the past quarter, 
particularly the Federal Funds overnight rate. This is a shift from 
looking for the next rate cut to now looking for the next rate hike.  
The market believes the employment picture has improved.  
Without indications of increasing unemployment or wage 
inflation, the Federal Reserve is expected focus on inflation, 
confirmed by the new Federal Reserve Chair Kevin Warsh, 
making a rate increase the next most likely move.  This reminds 
us that modest increases in interest rates have benefited our 
stock selection process in the past through greater dispersion 
of company financial performance.  Higher rates can pressure 
stocks with weak financials (candidates for the short portfolio) 
or improve investor sentiment for stocks with strong current 
fundamentals (those for the long portfolio).

Valuations were less of a concern at the end of the quarter.  We 
note that the market’s price-to-earnings (P/E) ratio has fallen 
this year, even though broad market indexes have risen.  The 
math is straightforward.  If price is up, then earnings must be 
up even more.  This is the case.  We believe that valuation is not 
a reliable timing tool, but we have observed that our valuation 
signals across the portfolio, on average, have been increasing in 
relevance to investors.  It seemed that investors who relied very 
little on this signal three or four years ago.

Performance Discussion
As our long-term investors know, the Convergence Long/
Short process intends for our long positions to outperform our 
short positions within every industry group. During the second 
quarter of 2026, we achieved this in 13 out of 25 industry groups. 
Nonetheless, the Fund was able to outperform its benchmark 
handsomely.  Just like we saw in the first quarter of 2026, 
we found that the magnitude of long vs. short performance 
(“spread”) was notably higher in the groups where there was 
a positive spread than a negative spread. For example, in the 
groups with a positive long vs. short spread, the average returns 
differential was 15.2%, whereas the groups with negative spread 
averaged a long vs. short spread of -7.3%. 

Additionally, our hedge ratio played a significant role in our 
performance for the quarter. In the second quarter of 2026, our 

long positions did all the heavy lifting, contributing significantly 
to fund performance.  For the quarter, our shorts detracted, 
meaning they outperformed the index.  The Fund had an 
average net exposure of 60.9% of total invested assets, with 
long positions averaging 115.7% and short positions averaging 
54.8%.

Our long portfolio notably outperformed both the Bloomberg 
3000 Index and our short portfolio (giving us positive long-
short spread).  For the quarter, our short portfolio outperformed 
the benchmark and, therefore, detracted from our absolute 
and relative performance.  This weaker short performance 
was a change from the first quarter and a return to the 
“unfundamental” rally that we observed coming off the Tariff 
Turnaround in April 2025, most likely fueled by relief induced 
by the war/conflict in Iran ending.  We continue to keep a close 
eye on the Unprofitable Tech and High Short Interest baskets 
of stocks to monitor this theme and have expected it would 
provide a tail wind for our shorts.

Looking at the most recent twelve-month period, our returns 
have been very strong.  CLSE was up 47.5% compared to its 
benchmark which was up 23.15%.  During this period the 
longs delivered all of the outperformance.  The long portfolio, 
unlevered, handsomely outperformed the Bloomberg 3000 
index, nearly doubling its return while our shorts narrowly 
outperformed the benchmark (bad for shorts). For the trailing 
twelve months, we generated a positive long-short spread at 
the portfolio level, experiencing positive contribution from both 
long and short positions. We are extremely excited to report that 
over this twelve-month period our long portfolio outperformed 
our Bloomberg 3000 benchmark in every single month. 

We continue to see notable volatility within our short portfolio.  
For the full second quarter and the trailing twelve months, 
our short portfolio outperformed the market (bad for shorts).  
However, the relative performance of individual months was 
quite volatile.

Our process emphasizes stock selection.  You may know that 
long/short managers have “levers” they can pull when trying 
to adjust a portfolio when trying to outperform.  Our process 
limits these intentionally.  Specifically, we focus on four major 
opportunities:

Long portfolio vs. the Benchmark

The first is quite straightforward.  When our portfolio of long 
names outperforms our benchmark, we add alpha, and this is 
amplified by any leverage.

Short vs. the Benchmark

The second is the same but applied to the short book.  This 
happens when stocks underperform the market or have a 
negative return.

Long vs. Short

The third source is the one most commonly associated with 
a long/short portfolio.  It is the spread between the long and 
short portfolio. What’s exciting about this source is that this 
outperformance can be generated regardless of how the long 
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or short sides perform relative to the benchmark; a positive 
spread adds to our final performance.

Income earned from the cash collateral on short positions

The fourth alpha source is the short rebate from the interest rate 
paid on the cash that results from selling short. When you sell 
a stock short, you borrow shares from a broker and sell them 
on the open market, generating cash proceeds. This cash sits 
in an account at the broker as collateral for the short position. 
The broker pays an interest rate on this cash, slightly lower than 
prevailing money market rates (for obvious reasons), and this 
interest income directly benefits our ETF holders. 

Signal Attribution
Our systematic, signal-driven investment process is purposely 
designed to deliver strong performance and ideally capture 
upside and mitigate downside returns relative to our broad 
market benchmark, the Bloomberg 3000. To guide portfolio 
construction, Convergence builds and maintains its own 
suite of factors, which we use as signals for what the market 
is rewarding and punishing. More generally, these signals are 
robust enough to drive stock selection decisions across all 
portfolios managed for clients. Please note that the following 
attribution commentary compares the Fund’s performance to 
a particular signal’s performance. These are computed relative 
to the Fund’s selection universe, defined as an equally weighted 
composite of the top half of the Bloomberg 3000 Index when 
stocks are ranked by market capitalization.

For the long holdings during the second quarter, our Price 
Momentum, Sales Momentum and Historic Growth signal 
composites were the largest contributors to our relative returns. 
The largest detractors from the long side of the portfolio were 
our Economic Size, RiskOn, and Earnings Risk signals.  Given the 
strong returns over the quarter, it makes sense that momentum 
was the right place to be for the three months.  Additionally, 
given that the Magnificent 7 trailed the 493 other large cap 
stocks and small cap names, our size signal was a notable 
detractor for the quarter.  

Looking at the short portfolio during the quarter, there 
was positive contribution from our Price Momentum, Sales 
Momentum, and Expected Growth signals. The short signal 
composites that detracted the most were Accruals, Earnings Risk 
and Capital Discipline. Our largest contributor for the quarter 
was Price Momentum.  This signal contributed meaningfully as 
a result of both higher relative returns and higher exposure.  The 
signal contributions from the past two quarters are summarized 
in the following tables.

Q2-2026 Contributors Detractors

Long
Price Momentum
Sales Momentum
Historic Growth

Earnings Risk
RiskOff 
Size

Short
Price Momentum
Sales Momentum
Expected Growth

Accruals 
Earnings Risk
Capital Discipline

Q1-2026 Contributors Detractors

Long
Price Momentum
Traditional Value 
RiskOn

Sales Momentum
Capital Discipline
Historic Growth

Short
Value 
Price Momentum
Accruals

Historic Growth
Sales Momentum

Top Performers Bottom Performers

Q2-2026

Technology Hardware Household & Personal Products

Commercial & Professional Srvs Consumer Staples

Insurance Consumer Durables & Apparel

Semiconductors & Semi Eqpt Telecommunication Services

Capital Goods Materials

2025

Household & Personal Products Consumer Staples

Technology Hardware Telecommunication Services

Capital Goods Utilities

Semiconductors & Semi Eqpt Software & Services

Insurance Consumer Services

Now we turn to look at which industry groups delivered the 
strongest and weakest absolute performance during the prior 
quarter and trailing twelve months. As our long-term investors 
know, we do all our work at the industry group level, using models 
specific to each group. These models (one for long analysis and 
one for short analysis, in each industry group) are designed to 
identify the best long and the best short opportunities within 
each group. The groups below delivered the best and worst 
returns for the final CLSE portfolio over the respective period. 
To be clearer, these are not absolute long/short spreads. They 
are returns generated by the portfolio at the target hedge ratio.

Final Thoughts
CLSE has delivered strong returns in the past 1-, 3-, 5- and 
10-years, as shown in the tables above. At Convergence we 
strive to deliver outperformance in many different market 
environments from a process that seeks to identify the best 
candidates to go long and short within each industry group, 
while also considering the market environment. We evaluate 
what the market is rewarding or punishing within each industry 
group in the current market regime and adjust our stock picks 
accordingly. By focusing on what the market prefers, instead 
of what we think the market should be, we seek to eliminate 
managerial bias and instead focus on repeatability and 
consistency. We make no attempt to identify the one big idea 
or one big rally in our work. We try and adapt to the market 
and adjust to what investors are rewarding or punishing and, 
of course, adhere to our philosophy: stocks with strong and 
improving fundamentals outperform those with weak and 
eroding fundamentals.
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Disclosures:

ETF investing involves risk. Principal loss is possible.
Prior to listing on February 22, 2022, the ETF operated as a mutual fund.  The NAVs of the predecessor mutual fund are used for both NAV 
and market price performance from inception to listing.  Performance includes reinvestment of dividends and other earnings.  Returns for 
periods shorter than one year are not annualized.  The market price return is calculated from closing prices as determined by the fund’s listing 
exchange.  If you trade your shares at another time, your return may differ.  For ETFs, the market price return is calculated from closing prices 
as determined by the Fund’s listing exchange.  If you trade your shares at another time, your return may differ.  For the period from inception 
date to listing date, the NAV of the Fund is used as a proxy for the market price to calculate returns.
ETFs trade like stocks, fluctuate in market value and may trade either at a premium or discount to their net asset value.  ETF shares trade 
at market price and are not individually redeemable with the issuing fund, other than in large share amounts called creation units.  ETFs are 
subject to risk similar to those of stocks, including those regarding short-selling and margin account maintenance.  Brokerage commissions and 
expenses will reduce returns.  Certain fund investments may be subject to restrictions on resale, trade over-the-counter or in limited volume, or 
lack an active trading market.  Illiquid securities may trade at a discount and may be subject to wide fluctuations in market value.  The portfolio 
managers of an actively managed portfolio will apply investment techniques and risk analyses that may not have the desired result.
The Bloomberg US 3000 Index is a float market-cap-weighted benchmark of the 3,000 most highly capitalized US companies The Russell 
3000 Index measures the performance of the 3,000 largest publicly traded US companies based on total market capitalization.  Frank Russell 
Company is the source and owner of the trademarks, service marks and copyrights related to the Russell Indexes.  Indices are not available 
for direct investment.  The Bloomberg US 1000 Equal Weight Total Return Index is a float equal-weight benchmark of the 1,000 most highly 
capitalized US companies.

The Fund’s investment objectives, risks, charges and expenses must be considered carefully before investing.  The 
summary prospectus and statutory prospectus contain this and other important information about the investment 
company, and may be obtained by calling 877-677-9414, or visiting investcip.com/etfstrategies.html.  Read it 
carefully before investing.
Not FDIC Insured | Not Bank Guaranteed | May Lose Value.
The Fund may use derivatives which may involve risks different from, or greater than, those associated with more traditional investments.  
Short sales by the fund is subject to the risk of when the value of a security sold short may increase and because the market price of the 
security sold short could increase without limit, the fund could be subject in theory to unlimited loss.  Fund holdings and sector allocations are 
subject to change.  The Fund may lend securities from its portfolio to brokers, dealers, and financial institutions in order to increase the return 
on its portfolio, primarily through the receipt of borrowing fees and earnings on invested collateral.  The Fund may invest in foreign companies, 
typically through the sale and purchase of American Depositary Receipts ('ADRs').  Exposures to foreign securities entail special risks, 
including political, diplomatic, economic, foreign market and trading risks.  In addition, a Fund's investments in securities denominated in other 
currencies could decline due to changes in local currency relative to the value of the U.S.  dollar, which may affect the Fund's returns.
Investments in midcap companies involve additional risk such as limited liquidity and greater volatility than larger capitalization companies.  
The Fund invests in foreign securities which involve greater volatility and political, economic and currency risks and differences in accounting 
methods.  The Fund regularly makes short sales of securities, which involves unlimited risk including the possibility that losses may exceed the 
original amount invested.  However, a mutual fund investor’s risk is limited to one’s amount of investment in a mutual fund.
Standard Deviation is a measure of price variability (risk).  Alpha is an indication of how much an investment outperforms or underperforms 
on a risk-adjusted basis relative to its benchmark. Beta is a measure of price variability relative to the market. Sharpe Ratio is a measure of 
excess reward per unit of volatility. Drawdown is the measurement of the greatest difference between an investment's highest cumulative 
performance (peak) and subsequent lowest cumulative performance (trough) over a specified time period. Up-Capture Ratio is the ratio of the 
average monthly returns of a portfolio to the average monthly returns of the benchmark in months when the market was up.  Similarly, Down-
Capture Ratio applies to months during the time period when the benchmark was down.
Convergence Investment Partners is the advisor to the Convergence Long/Short Equity ETF, which is distributed by Foreside Fund Services, 
LLC. Convergence Investment Partners is not affiliated with Foreside Fund Services, LLC.
© 2026 Morningstar, Inc. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) 
may not be copied or distributed; and (3) is not warranted to be accurate, complete, or timely. Neither Morningstar nor its content providers 
are responsible for any damages or losses arising from any use of this information. The Morningstar RatingTM for funds, or “star rating”, is 
calculated for managed products (including mutual funds, variable annuity and variable life subaccounts, exchange-traded funds, closed end 
funds, and separate accounts) with at least a three-year history. Exchange-traded funds and open-ended mutual funds are considered a single 
population for comparative purposes. It is calculated based on a Morningstar Risk-Adjusted Return measure that accounts for variation in a 
managed product’s monthly excess performance, placing more emphasis on downward variations and rewarding consistent performance. 
The Morningstar Rating does not include any adjustment for sales loads. The top 10% of products in each product category receive 5 stars, 
the next 22.5% receive 4 stars, the next 35% receive 3 stars, the next 22.5% receive 2 stars, and the bottom 10% receive 1 star. The Overall 
Morningstar Rating for a managed product is derived from a weighted average of the performance figures associated with its three-, five-, and 
10-year (if applicable) Morningstar Rating metrics. The weights are: 100% three-year rating for 36-59 months of total returns, 60% five-year 
rating/40% three-year rating for 60-119 months of total returns, and 50% 10-year rating/30% five-year rating/20% three-year rating for 120 
or more months of total returns. While the 10-year overall star rating formula seems to give the most weight to the 10-year period, the most 
recent three-year period actually has the greatest impact because it is included in all three rating periods. Convergence Long/Short Equity 
ETF was rated against the following numbers of US Fund Long-Short Equity funds as of 06/30/2026 over the following time periods: 5 stars 
- 82 funds in the last three years, 5 stars - 77 funds in the last five years, and 5 stars - 56 funds in the last ten years. Past performance is no 
guarantee of future results.


