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This brochure provides information about the qualifications and business practices of Gavekal Capital, LLC. If you 

have any questions about the contents of this brochure, please contact us at 303-763-1810. The information in this 

brochure has not been approved or verified by the United States Securities and Exchange Commission or by any 

state securities authority. 

 

Additional information about Gavekal Capital, LLC also is available on the SEC’s website at 

www.adviserinfo.sec.gov. 
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Item 2 – Material Changes 
 

As part of ADV Part 2, this section will outline any material changes from our last ADV Part 2, which was released 

December, 2015. 

 

Material Changes Since Last Update 

Rules issued by the US Securities and Exchange Commission in July 2010 require investment advisors to write 

ADV Part 2 in a narrative “plain English” format.  Updated in this version, please note a current list of assets under 

management as of March 31, 2016.  There is a proposal for current Portfolio Manager and Managing Director, 

Steven Vannelli to become the majority owner of the firm, while keeping the current owners as minority partners. 

There is an outstanding proxy vote to the shareholders of the Gavekal KL Allocation Fund that has been 

recommended for approval by the board of the Trust. The strategy and firm personnel will remain unchanged. 
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Item 4 – Advisory Business 
 

Firm Profile 

Gavekal Capital LLC (referred to herein as “we”, “us”, “our” or “Gavekal”) is a limited liability company formed 

under the laws of the State of Colorado. We were founded in 2006.  Steven Vannelli is the Managing Director of 

Gavekal, which is based in Denver, Colorado. Gavekal is a private company owned by Anatole Kaletsky and Louis 

Gave. There is a proposal for current Portfolio Manager and Managing Director, Steven Vannelli to become the 

majority owner of the firm, while keeping the current owners as minority partners. There is an outstanding proxy 

vote to the shareholders of the Gavekal KL Allocation Fund that has been recommended for approval by the board 

of the Trust. The strategy and firm personnel will remain unchanged. 

 

Our Services 

Gavekal is an investment advisory firm that manages a product called the Gavekal Knowledge Leaders Strategy. 

This strategy is offered in the following formats: 

 

 

1) For US investors: US Registered Investment Company – Gavekal KL Allocation Fund (GAVAX/GAVIX)  

 

2) For US investors: Separately managed accounts 

 

3) For Non-US Investors:  Ireland-based Gavekal Knowledge Leaders UCITS Fund 

 

4) For US Investors: we are the index provider to two strategic beta ETFs; The Gavekal Knowledge Leaders 

Developed World ETF (KLDW) and the Gavekal Knowledge Leaders Emerging Markets ETF (KLEM). 

 

 

Gavekal manages the Gavekal Knowledge Leaders Products. Knowledge leaders are a group of the world’s leading 

innovators with deep reservoirs of intangible capital. These companies often possess competitive advantages such as 

strong brand, proprietary knowledge or a unique distribution mechanism. Knowledge leaders are largely service-

based and advanced manufacturing businesses, often operating globally. 

The firm strives to identify the world’s leading knowledge companies by employing an investment process that 

incorporates measurements of corporate knowledge investments. We seek to identify high-quality growth companies 

demonstrating superior operating performance. By analyzing knowledge spending, we aim to uncover attractive 

long-term opportunities. 

 

When a client selects Gavekal, they will receive our Knowledge Leaders Strategy (referred in this document as the 

“Strategy”). There is little opportunity to customize a portfolio for an individual client.  In certain cases, a client 

could put a restriction on a security/industry that was too correlated to other investments – for example (XYZ 

Corporate client had a separately managed account at Gavekal and requested that Gavekal not invest in XYZ’s 

industry) or around asset allocation. This would be determined on a case-by-case basis.   

 

Assets Under Management 

As of March 31 2016, Gavekal’s assets were approximately $674.9 million under management. This includes a 

pooled investment vehicle, a registered investment company and separately managed accounts. All assets are fully 

discretionary. 

 

Additionally, as of March 31, 2016, we had over $18.6 million in two affiliated ETF’s. We provide the intellectual 

propriety of the underlying indexes upon which the ETFs are based.  

 

Item 5 – Fees and Compensation 
 

Separately Managed Accounts: 

The advisory fee is based on all assets under management, pursuant to the following: 
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First $50 million at 0.75% 

Next $50 million at 0.70% 

Over $100 million- negotiable 

 

Registered Investment Company – Gavekal KL Allocation Fund: 

www.Gavekalfunds.com 

Advisor Class - $2,500 minimum initial investment  

Institutional Class - $500,000 minimum investment 

Advisory Fee: 0.90% 

 

Fees are negotiable for separately managed accounts.  Clients have the opportunity to have fees deducted from their 

account or have the fees invoiced.  Invoiced fees are due within 30 days of receipt of invoice.   

 

Bills are generated based on the market value at the end of each calendar quarter, payable in arrears. We feel that the 

fees are competitive with those charged by other investment advisors for comparable services; however, our fees 

may be higher or lower than fees charged by other investment advisors. Should an investment advisory agreement 

originate or terminate on a date other than the last day of the month, fees will be pro-rated accordingly.   

 

Other fees that clients pay are custody fees and brokerage/trading fees. More information on brokerage services and 

fees are outlined in Item 12 - Brokerage Practices. 

 

 

 
Item 6 – Performance-Based Fees and Side-by-Side Management 

 

Gavekal charges fees based on assets under management.  We do not charge performance-based fees. 

 

 

 

Item 7 – Types of Clients 
 

 

The following table outlines our types of clients and minimum account sizes. 

 

 

Type of Client Account Type Minimum Account Size 

Corporate Separately Managed Account $20 million (negotiable) 

Registered Investment Company US Mutual Fund $2,500-Advisor class 

$500,000- Institutional class 

Pooled Investment Vehicle  

(non-US investors) 

Pooled Investment Vehicle: 

Undertakings for Collective 

Investment in Transferable 

Securities ("UCITS") Fund-

domiciled in Ireland 

$20,000 

 
 

 

Item 8 – Methods of Analysis, Investment Strategies and Risk of Loss 
 

Principal Investment Strategies 

Gavekal will invest primarily in common stock of companies of any size located throughout the world, including the 

United States. The Gavekal Knowledge Leaders Strategy (the “Strategy”) will invest primarily in companies which 

Gavekal considers to be companies that incorporate knowledge components, or intellectual property, into their 

products and services, unlike companies that simply produce commodities or other raw materials. Examples of these 

companies include companies that focus on knowledge-based elements such as research and development, design, 
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marketing, distribution and services. Such companies are largely service-based and advanced manufacturing 

businesses and often operate globally. In selecting companies for investment, Gavekal focuses on companies with 

histories of demonstrating superior operating results through intelligent application of their knowledge capabilities 

and strong unit volume growth.  

 

The Strategy may invest in stocks of companies in all industry groups and geographic locations. From time to time, 

the Strategy may have a significant portion of its assets invested in the securities of companies in one or a few 

countries or regions. The Strategy may also have limited exposure to emerging markets (typically no more than 20% 

of the Strategy’s total assets).  Additionally, the strategy may include fixed income and fixed income ETFs that  

invest in government, municipal, corporate and mortgage-related fixed income securities. 

 

 

Gavekal’s sell discipline is designed to limit downside volatility and includes consideration of the following factors:  

 

1) price momentum;  

2) earnings momentum;  

3) currency level for foreign companies;  

4) valuation and 

5) macroeconomic factors. 

 

Principal Risks of Investing 

Before you decide whether to invest in Gavekal Knowledge Leaders Strategy, carefully consider these risk factors 

and special considerations associated with investing in the Strategy, which may cause investors to lose money. 

 

• Investment Risks: An investment in the Strategy is subject to investment risk, including the possible loss of 

the entire principal amount that you invest. 

 

• Equity Risks: A principal risk of investing in the Strategy is equity risk, which is the risk that the value of the 

securities held in the account will fall due to general market and economic conditions, perceptions regarding the 

industries in which the issuers of securities held by the account participate or factors relating to specific 

companies in which the Strategy invests. 

 

• Foreign Investment Risks: The Strategy’s investments in non-US issuers may involve unique risks compared 

to investing in securities of US issuers. Adverse political, economic or social developments could undermine 

the value of the account’s investments or prevent the account from realizing the full value of its investments. 

 

• Currency Risks: Foreign securities that trade in, and receive revenues in, foreign currencies are subject to the 

risk that those currencies will decline in value relative to the US dollar or, in the case of hedging positions, that 

the US dollar will decline in value relative to the currency being hedged. 

 

• Emerging Markets Risks: The Strategy invests in foreign issuers primarily in developed markets. However, 

there could be exposure to emerging market countries which involve exposure to changes in economic and 

political factors. The economies of most emerging market countries are in the infancy stage of capital market 

development. As a result, their economic systems are still evolving and their political systems are typically less 

stable than those in developed economies. Emerging market countries often suffer from currency devaluation 

and higher rates of inflation. 

 

• Small- and Mid-Cap Company Risks: The securities of small- or mid-cap companies may be subject to more 

abrupt or erratic market movements and may have lower trading volumes or more erratic trading than securities 

of larger companies or the market averages in general. 

 

• Management Risks: The Strategy is subject to management risk because it is an actively managed portfolio. 

Gavekal applies investment techniques and risk analyses in making investment decisions for the Strategy, but 

there can be no guarantee that these will produce the desired results.  
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• Exchange Traded Fund (ETF) Risks:  Investing in an ETF will provide the Fund with exposure to the 

securities comprising the index on which the ETF is based and will expose the Fund to risks similar to those of 

investing directly in those securities. Shares of ETFs typically trade on securities exchanges and may at times 

trade at a premium or discount to their net asset values.  Investing in ETFs, which are investment companies, 

may involve duplication of advisory fees and certain other expenses.  The Fund will pay brokerage 

commissions in connection with the purchase and sale of shares of ETFs.   

 

• Fixed Income Securities Risk: The prices of fixed income securities respond to economic developments, 

particularly interest rate changes, as well as to changes in an issuer’s credit rating or market perceptions about 

the creditworthiness of an issuer. Generally fixed income securities decrease in value if interest rates rise and 

increase in value if interest rates fall, and longer-term and lower rated securities are more volatile than shorter-

term and higher rated securities. 

 

The Gavekal Knowledge Leaders Strategy is a long-only, allocation strategy investing in the following: 

 

Common Stock. Common stocks are shares of a corporation or other entity that entitle the holder to a pro-rata share 

of the profits of the corporation, if any, without preference over any other class of securities, including the 

company’s debt securities, preferred stock and other senior equity securities. While broad market measures of 

common stocks have historically generated higher average returns than fixed income securities, common stocks 

have also experienced significantly more volatility in those returns. 

 

Foreign Investments. Investments in the securities of foreign issuers may involve risks in addition to those 

normally associated with investments in the securities of US issuers. All foreign investments are subject to risks of 

foreign political and economic instability, adverse movements in foreign exchange rates and the imposition or 

tightening of exchange controls and limitations on the repatriation of foreign capital. Other risks stem from potential 

changes in governmental attitude or policy toward private investment, which in turn raises the risk of 

nationalization, increased taxation or confiscation of foreign investors’ assets. Additional non-US taxes and 

expenses may also adversely affect the Strategy’s performance, including foreign withholding taxes on foreign 

securities’ dividends, and generally higher commission rates payable on foreign transactions. Foreign companies 

may be subject to different accounting, auditing and financial reporting standards and accordingly, less information 

may be available about foreign companies than is generally available on issuers of comparable securities in the 

United States. Foreign securities may also trade less frequently and with lower volume and may exhibit greater price 

volatility than US securities. Changes in foreign exchange rates will affect the value in US dollars of all foreign 

currency denominated securities held in the account. Exchange rates are generally influenced by the forces of supply 

and demand in the foreign currency markets and by numerous other political and economic events occurring outside 

the United States, many of which may be difficult, if not impossible, to predict. 

 

Foreign Currency Transactions. Gavekal may conduct foreign currency exchange transactions either on a spot, 

(i.e., cash basis at the prevailing rate in the foreign exchange market) or by entering into a forward foreign currency 

contract. A forward foreign currency contract (“forward contract”) involves an obligation to purchase or sell a 

specific amount of a specific currency at a future date, which may be any fixed number of days (usually less than 

one year) from the date of the contract agreed upon by the parties, at a price set at the time of the contract.  

 

Exchange Traded Funds.  ETFs are pooled investment vehicles that generally seek to track the performance of 

specific indices. ETFs may be organized as open-end funds or as unit investment trusts. Their shares are listed on 

stock exchanges and can be traded throughout the day at market determined prices. Accordingly, the level of risk 

involved in the purchase or sale of ETF shares is similar to the risk involved in the purchase or sale of traditional 

common stock, with the exception that the pricing mechanism for ETF shares is based on a basket of stocks. 

Disruptions in the markets for the securities underlying ETF shares purchased or sold could result in losses on such 

shares. 

 

Fixed Income Securities. The firm may invest in debt securities directly or indirectly through investments in ETFs 

that invest in debt securities. 
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Item 9 – Disciplinary Information 
 

There are no disciplinary events in regard to Gavekal or any of its supervised persons. 

 

Item 10 – Other Financial Industry Activities and Affiliations 
 

Gavekal is affiliated, by basis of being under common ownership, to the following investment companies and/or 

investment advisors: 

 

Gavekal Fund Management (Ireland) Limited is the manager of the Gavekal (Multi) Fund PLC.  

 

Gavekal (Multi) Fund PLC is an open-ended umbrella variable capital investment company with segregated liability 

between sub-funds incorporated under the laws of Ireland. 

 

Gavekal Knowledge Leaders UCITS Fund is a sub-fund of the Gavekal (Multi) Fund PLC.  

 

Gavekal Capital Limited – Hong Kong is an investment adviser registered and regulated by the Hong Kong 

Securities and Futures Commission and the Securities and Exchange Commission (SEC).   

 

Gavekal Research Limited is an international, investment-research firm geared towards institutional investors.   

 

Gavekal Knowledge Leaders Developed ETF/ Gavekal Knowledge Leaders Emerging Markets ETF- Gavekal is the 

index provider for these ETFs. 

 

Some existing clients of Gavekal are also clients of other affiliated investment entities. In order to mitigate any 

conflict with any cross-over relationships, we work with our clients to understand their investment objective and 

review suitability prior to engagement.  

 

 

Item 11 – Code of Ethics, Participation or Interest in Client Transactions and Personal Trading  
 

Gavekal maintains and enforces a Code of Ethics as required by Section 204A-1 of the Investment Advisers Act of 

1940. The purpose of the Code is to ensure honest and ethical behavior by all supervised persons within Gavekal. 

We spend time to ensure that our client’s interests are our first priority, and take great care to identify any conflicts 

of interest.  We then establish procedures on how to mitigate those issues. 

 

The Code of Ethics applies to all “supervised persons” which include all of Gavekal’s officers and employees who 

provide investment advice on behalf of Gavekal.  Upon employment or affiliation and at least annually thereafter, all 

supervised persons will sign an acknowledgement that they have read, understand and agree to comply with the 

Gavekal’s Code of Ethics. Gavekal has the responsibility to make sure that the interests of all clients are placed 

ahead of Gavekal and its supervised persons’ own investment interests. Full disclosure of all material facts and 

potential conflicts of interest will be provided to clients prior to any services being conducted. This disclosure is 

provided to give all clients a summary of our Code of Ethics, but if a client would like a copy of the Code in its 

entirety, it will be provided upon request. 

 

Gavekal and its supervised persons may buy or sell for their personal accounts, investment products identical to 

those recommended in client accounts.  In order to mitigate any potential conflict of interest, it is our policy, 

however, that no supervised person may purchase or sell any security prior to a transaction being implemented for 

an advisory account, and therefore, prevent such persons from benefiting from transactions placed on behalf of 

advisory accounts.  However, as a benefit of employment, Gavekal supervised persons may have personal accounts 

managed by Gavekal with fees waived. In this case, the accounts of supervised persons could be traded concurrently 

with other clients and receive the average fill price with transaction costs shared pro-rata based on participation. 

 

The Code of Ethics policy outlines the safeguards in place to monitor the personal security holdings of supervised 

persons.    The Chief Compliance Officer (“CCO”) maintains current and accurate records of all personal securities 

transactions of all Gavekal supervised persons for “reportable securities”. Ownership of securities by a supervised 
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person’s household family member is presumed be to be ownership by the supervised person.  Filing reports with 

the CCO does not apply to automatic investment plans or accounts over which the supervised person has no control.  

Furthermore, all securities are “reportable securities” except: 

 

1) US government securities; 

2) money market instruments; 

3) shares of money market funds; 

4) shares of unaffiliated mutual funds;  

5) shares of unit investment trusts including unaffiliated mutual funds and 

6) debt securities and currency transactions (as conflicts would not be expected in these types of securities). 

 

Should Gavekal recommend any securities for which it has a material financial interest, any potential conflict would 

be addressed with the client, and documented in writing the relationship and any financial impact on the client. 

 

 

Item 12 – Brokerage Practices 
 

Gavekal provides discretionary investment advisory services when managing client assets.  Gavekal has complete 

authority to determine the type of securities and the amount of securities that can be bought or sold in clients’ 

accounts. Unless directed otherwise, Gavekal will select the broker used for security transactions. The brokers used 

are unaffiliated with Gavekal, and we are required to provide our clients with “best execution”.  

 

Gavekal must always seek to obtain best execution of transactions for client accounts. “Best execution” is 

determined on a trade-by-trade basis, and should result in the best qualitative execution, not necessarily the lowest 

possible commission cost. 

 

It is Gavekal’s practice when placing trades, to combine orders of clients having the same transaction into one 

aggregate order. Upon the fill of the trade, each client in the aggregated order receives the same price for trades 

placed in the same day – the average fill price. The ability to aggregate orders may possibly produce a better 

execution for clients. However, the increase in volume of the trade could affect the market price by creating an 

increased supply of shares to sell or demand of shares to buy. 

 

Clients may designate a brokerage firm for execution services. Clients should understand that such directed 

brokerage arrangements could have the following implications: 

 

Gavekal may not be able to negotiate executions and costs; therefore, their transaction costs could be higher than 

other clients, and 

 

 - Clients may not be able to acquire certain securities. 

 - Clients may not be able to confirm “best execution” on trades executed by a directed broker. 

 

When exercising brokerage discretion, Gavekal will periodically review trade reports to evaluate price and 

commissions and the performance of the broker-dealers it selects to handle client transactions. In such review, we 

will consider the “full range and quality of a broker’s services in placing brokerage.” These factors, to name a few, 

are execution capability, the value of research provided, commission rate, financial responsibility and 

responsiveness to Gavekal and effectiveness in clearing and settling trades.  

Gavekal shall never have custody of any client funds or securities, as client assets will be held by a custodian.  In 

addition to Gavekal’s fees, clients’ assets may be subject to custodial fees, transaction fees and mutual funds fees.  

We do not share in any portion of the brokerage fees/transaction charges imposed by the custodian.  

 

Soft Dollar/Commission Sharing.  Gavekal receives research in return for directed client transactions (“soft dollar” 

relationship). Gavekal may purchase from brokers, or allow brokers to pay for certain research services such as 

economic and market information, portfolio strategy advice and technical data. Gavekal and our selected brokers 

have created a fee schedule that entitles Gavekal to use some of the proceeds from a brokerage transaction to pay for 

research either from the broker, or a third party. This means that clients pay more for each trade than they otherwise 
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might have paid in commissions. Gavekal shall determine in good faith that the amount of commissions paid is 

reasonable in relation to the value of the brokerage and research services provided by a broker-dealer, viewed in 

terms of either that particular transaction or Gavekal’s overall responsibilities to all of its clients.  Gavekal shall also 

ensure that such research and brokerage services provided by broker-dealers fall within the safe harbor under 

Section 28(e) of the Exchange Act.  The types of services received in the past have been boutique research providers 

and financial research solutions/investment analytics tools. It is our opinion that all clients benefit from the receipt 

of this research, but the benefit is not allocated proportionately across the accounts. Gavekal has a fiduciary duty to 

its clients and puts the interests of its clients first.  However, the receipt of such services and products creates a 

potential conflict of interest. The firm considers soft dollar practices to also include Commission Sharing 

Agreements (CSAs) as well. 

 

 

 

Item 13 – Review of Accounts 
 

Clients who participate in the Strategy typically have the same holdings. The accounts are managed to a “model” so 

that the portfolio managers can compare the percentage of each security to the model, to review drift.   While the 

calendar is the main triggering factor for reviews, other factors include the relative valuation changes between asset 

classes and deviation from the management style of the Client’s objectives. The Management Committee reviews 

client portfolios on an ongoing basis. 

 

Gavekal prepares and sends to separately managed account clients a quarterly statement summarizing account 

holdings.   Additional reports are available upon request.  

 

 

 

Item 14 – Client Referrals and Other Compensation 
 

Gavekal does not currently have any persons outside of Gavekal providing marketing or referral opportunities. We 

have a dedicated sales team that has a component of their salary compensation based on asset growth. We feel this is 

standard practice and is not commonly considered a conflict of interest, but their incentive is to grow assets under 

management.  

 

Should we enter into an agreement with a third party marketing relationship, we would have a “solicitors 

agreement” that outlines how the solicitor is compensated, and the terms that would need to be outlined and 

acknowledged by the client in advance of any payment. 

 

 

 

Item 15 – Custody 
 

We do not maintain custody of our client’s assets. All clients receive bank or brokerage statements from their 

custodian. In addition, Gavekal will also send a quarterly statement with a disclosure that clients should review and 

compare the statements from the advisor and custodian, and to notify us immediately if there are any discrepancies. 

 

 

 

Item 16 – Investment Discretion 
 

Gavekal maintains the discretion in Client accounts, which can be explained by our authority to determine the 

following: 

 

 1) which securities to buy and sell; 

 2) the amount of securities to be bought and sold; 

 3) in some cases, brokers to be used to execute the transactions (please see Item 12 on Brokerage 

  Practices) and 



11 
 

 4) upon the client’s direction, and working with the custodian, have investment advisory fees 

 deducted from the account directly. 

 

Gavekal’s clients participate in the Gavekal Knowledge Leaders strategy so there is limited direction that clients can 

impose on the buys and sells of their account. In certain cases, a client could put a restriction on a security/industry 

that was too correlated to other investments, or on asset allocation. This would be determined on a case by case 

basis.   

 

Clients grant us full discretionary trading authority by signing the Investment Advisory Agreement, which clients 

must sign before we can assume authority to trade a client’s account. 

 

 

Item 17 – Voting Client Securities 
 

Gavekal has entered into an agreement with the Institutional Shareholder Services (ISS) in order to vote proxies for 

which Gavekal is responsible. ISS will vote such proxies in accordance with ISS’s proprietary research and its proxy 

voting guidelines which have been adopted by Gavekal. Notwithstanding the contractual delegation to ISS, we will 

continue to monitor the proxy voting. If Gavekal disagrees with a proxy voting recommendation made by ISS, we 

maintain the right to override their recommendation and instruct them to vote (which could include voting “abstain” 

or withholding a vote completely) the proxy based on Gavekal’s determination. 

 

Gavekal does not anticipate conflicts of interest with respect to proxy voting. In addition, Gavekal anticipates that it 

will generally follow the recommendations of ISS, thus further reducing the likelihood of potential conflicts of 

interest. If we elect to override a recommendation from ISS, we will determine whether such override presents a 

potential conflict of interest.  Our policy is to resolve any conflicts of interest to the client’s benefit.  

 

In accordance with the Investment Adviser’s Act of 1940, Gavekal will maintain the required documents, proxy 

statements, record of votes on clients’ behalf and any other material documents. Clients may expressly retain the 

right and obligation to vote any proxies or take action relating to specified securities held in the account upon 

written notice to Gavekal.  A copy of Gavekal’s proxy voting policies and record are available upon request.  

 

Gavekal does not take responsibility for filing class action claims on behalf of its clients. 

 

 

Item 18 – Financial Information 
 

Gavekal is not required to provide further financial information because Gavekal: 

 

 1) does NOT solicit pre-payment of more than $1,200 in fees per client, 6 months in advance; 

 2) does NOT have discretion of custody of assets and  

 3) has NOT been the subject of a bankruptcy petition at any time during the past ten years. 


