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In this Q&A, Teresa McRoberts explains why now is an exciting 
time for using an active portfolio management strategy for Health 
Care investing and why the sector offers compelling value. 

Q  Why is now an opportune time to invest in Health Care? 

A   Health Care was the only S&P 500 sector to decline in 2016, and at the end of May 
of this year, its price-to-earnings ratio was 8% below its 20-year median, making 
it the most attractively valued. We believe Health Care remains undervalued, 
especially since many stocks are still trading below their 2015 peaks. 

  Current valuations provide a strong tailwind for the sector because a regression 
to the mean, or the tendency for disparities in valuations to narrow, could result 
in Health Care sector gains. But more importantly, true innovation in health 
care has historically driven outsized gains as novel products came to market. 
We expect that trend to continue. With those considerations in mind, we see 
potential for continued strong relative performance for Health Care stocks 
through the end of the year, even if there is an economic slowdown in the U.S. 
The divergence in fundamentals and differences in levels of innovation among 
companies are also substantial, making this a particularly appealing time for 
active portfolio management. 

Q   How does Alger’s investment philosophy align with characteristics of the 
Health Care Sector?

A   We believe the Health Care sector illustrates our time-tested belief that 
innovative companies that pursue opportunities created by large-scale changes 
are attractive investment opportunities. Such companies experience Positive 
Dynamic Change. Within this category, high unit volume growth companies 
benefit from rapidly growing product demand, strong business models, and 
market dominance, while positive life cycle change companies benefit from new 
management, product innovation, regulations, and mergers and acquisitions. 

Q   What role does innovation play in the Health Care sector? 

A   Innovative companies have traditionally produced earnings growth that exceeds 
expectations, supports higher valuations, and produces outsized returns. However, 
innovation is not guaranteed, so performance of companies can vary widely. As 
an example, mid cap size pharmaceutical companies tend to have newer and 
more innovative treatments than large cap companies. Smaller companies are 
therefore more likely to generate strong earnings growth. 

  By using a research-driven strategy, we seek to identify the most innovative 
companies that are most likely to rapidly grow their earnings. In some instances, 
we find companies that are also benefitting from demographics, such as aging 
baby boomers’ increasing demands for health care.
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Q   Please provide examples of innovation that you are observing. 

A   We currently see innovation occurring among many different types of Health 
Care companies.   

 •   A new and life changing treatment has been developed for specific types of 
cystic fibrosis that occur in children. In the past, such patients had no viable 
alternatives.

 •   A new process eliminates the need to perform highly invasive heart surgery 
to replace faulty valves. With the new technology, a replacement heart valve 
is threaded through an artery. Only a few small incisions are required.

 •    Innovation also exists among certain Health Care Providers & Services 
companies. The subsector is highly regulated, which limits innovation at most 
companies. Yet some managed care providers are generating revenue with 
novel uses for patient data, including selling the data to other organizations 
that use the information for research. The research is helping determine 
which medical treatments are the most effective.

 •   Genome sequencing, which is being developed to provide highly personalized 
treatments, is also noteworthy. At one time, completing genome sequencing 
on an individual would cost $1 million. It now costs only $5,000 and the price 
is expected to drop below $1,000. 

 •   Advances are also being made to fight cancer. A novel treatment that trains 
the body’s immune system to kill cancer cells received much publicity last 
year when it saved Jimmy Carter’s life. 

Q   How is innovation reflected in the Health Sciences fund portfolio?

A   As bottom-up investors, our search for innovation involves assessing not only 
subsectors but also various types of forward thinking companies. For example, 
when looking at med-tech companies within the Health Care Equipment & 
Supplies subsector, we seek out companies with the most innovative products. 
In a similar manner, when looking at the Life Sciences Tools & Services 
category, we assess innovation, including genome sequencing, that various 
companies may offer.

Q   What are some of the implications of potential health care reform and 
other government policies? 

A   Around the world, governments not only approve products and services, but 
in most countries, they also pay for over half of health care costs. In most 
instances, including the current debate in Washington, determining how 
government should pay for health care is a central issue. After having observed 
numerous government health care debates in my career, I have learned that the 
outcomes of such processes can take a long time to materialize. Furthermore, 
when the debate about paying for health care is at a fever pitch, which is 
currently the case in Washington, it can create market volatility, which in turn 
creates great long-term entry points for many stocks. But even with a great 
entry point, it is important to understand whether a company is a winner or 
loser in innovation because innovation ultimately drives outsized performance. 
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Q   How is Washington’s ongoing debate over health care reform reflected in  
the portfolio?

A   Our process, based on in-depth fundamental research, requires us to develop bull, 
base, and bear case models for our holdings. Thus we consider many factors that 
can affect a company, both short term and long term. We believe this discipline 
helps us avoid succumbing to the daily vagaries of Washington politics, and 
instead forces us to make long-term decisions that are in the best interests of our 
shareholders. It is this disciplined and long-term view that has contributed to the 
Fund generating attractive returns over time. 

  From a long-term perspective, we have assessed if potential health care reform 
could result in a reduction in the number of people with health insurance, which is 
negative for hospitals in particular. When conducting research we therefore seek to 
understand which hospitals may be less susceptible to that concern. As the health 
care debate continues, we have been assessing the appeal of companies that 
provide products, such as pet care or dental, that consumers typically pay for out 
of pocket. 

Q  What differentiates Alger and how you invest in Health Care companies? 

A   We are experienced investors who know the language and nuances of health 
care and science. The members of our four-person team have an average of 19 
years of experience and I have been investing in Health Care since 1994. With this 
experience comes confidence that allows me to impart my skills and knowledge 
to my team members, helping them become better investors. I also believe that 
our investment philosophy, which is based on identifying companies experiencing 
Positive Dynamic Change, differentiates Alger. This investment philosophy has 
been in place since Alger was started in 1964 and has been used through a variety 
of market cycles. 

Q  Please provide your outlook for the Health Care sector. 

A   We are optimistic. Innovation comes in waves and the last few years have brought 
us a major wave in treatments for cancer and orphan diseases. Demand also exists 
for new treatments, including those for Alzheimer’s and various forms of cancer. 

  Health Care valuations remain attractive, which implies that the sector may 
continue to generate strong performance relative to the broad market. We 
continue to see various factors that make active portfolio management highly 
appropriate for the Heath Care sector. There is a wide divergence in innovation 
among health care companies and corporate fundamentals vary significantly 
among sector constituents. Finally, the debate over health care reform is driving 
market volatility, which is creating attractive buying opportunities for active 
portfolio managers. We will continue to identify and invest in companies that are 
experiencing Positive Dynamic Change. I thank you for putting your trust in Alger. 
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a significant amount of the 2016 performance shown in the table above was caused by the planned acquisition of a private equity investment held in the fund. it is unlikely that 
a similar contribution to performance will reoccur in 2017.
fred alger management, inc. has contractually agreed to reimburse fund expenses (excluding interest, taxes, brokerage, and extraordinary expenses) to the extent necessary 
to limit the total annual fund operating expenses of the class Z to 0.99%, of the class’ average daily net assets. this expense reimbursement cannot be terminated. fred alger 
management, inc. may recoup reimbursed expenses during the one-year term of the expense reimbursement contract if the expense ratio falls below the stated limitation at 
the time of the reimbursement. please see the prospectus for more details on contractual waivers.
only periods greater than 12 months are annualized.

The performance data quoted represents past performance, which is not an indication or a guarantee of future results. 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 performance may be lower or higher than the performance quoted. Performance figures assume all distributions are reinvested. 
Returns with sales charges reflect a maximum front-end sales charge on Class A Shares of 5.25%. For performance current to the most recent 
month end, visit www.alger.com or call 800.992.3863.

QTR YTD 1 Year 3 Years 5 Years 10 Years Since Inception 
Class A (incepted 5/1/02)
         Without sales charge 16.29 16.29 34.04 10.50 14.33 9.95 11.71
         With sales charge 10.19 10.19 26.97 8.54 13.11 9.35 11.31
Class Z (incepted 5/28/15) 16.43 16.43 34.57 — — — 0.28

S&P 500 Index 6.07 6.07 17.17 10.37 13.30 7.51 (since 05/01/2002) 7.52
(since 05/28/2015) 8.33

Russell 3000 Health Care 8.90 8.90 13.25 10.16 16.95 10.94 (since 05/01/2002) 8.68
(since 05/28/2015) 0.66

Morningstar Category Average (Health)  
Based on total returns

Class A — — 3% 
4/140

21%
27/126

73%
88/119

69%
67/96 —

Class Z — — 1% 
2/140 — — — —

total annual operating expenses by class 
(prospectus dated 2/28/17)

Without Waiver:
With Waiver:

a: 1.41%
—

Z:1.16%
0.99%

Average Annual Total Returns (%) (as of 3/31/17)

Risk Disclosures: investing in the stock market involves gains and losses and may not 
be suitable for all investors. growth stocks tend to be more volatile than other stocks 
as the prices of growth stocks tend to be higher in relation to their companies’ earnings 
and may be more sensitive to market, political, and economic developments. investing in 
companies of small capitalizations involves the risk that smaller, newer issuers may have 
limited product lines or financial resources, or lack of management depth. foreign invest-
ing involves special risks including currency risk and risks related to political, social, or 
economic conditions. the strategy can leverage, that is, borrow money to buy additional 
securities. By borrowing money, the strategy has the potential to increase its returns if 
the increase in the value of the securities purchased exceeds the cost of borrowing, in-
cluding interest paid on the money borrowed. the strategy concentrates its investments 
in the health sciences sector, the value of the strategy’s shares may be more volatile than 
similar strategies that do not have concentrated investments. furthermore, because 
many of industries in the health sciences sector are subject to substantial government 
regulations, changes in applicable regulations could adversely affect companies in those 
industries. in addition, the comparative rapidity of product development and technologi-
cal advancements in many areas of the sector may be reflected in greater volatility of the 
stock of companies operating in those areas. the strategy may invest in private equity. 
the sale of private equity investments may be limited or prohibited by contract or law. 
private equity investments are generally fair valued as they are not traded frequently. the 
strategy may be required to hold such positions for several years, if not longer, regardless 
of valuation, which may cause the strategy to be less liquid. there are additional risks 
when investing in an active investment strategy, such as increased short term trading, 
additional transaction costs and potentially increased taxes that a shareholder may pay, 
which can lower the actual return on an investment.
the fund’s class Z shares are generally subject to a minimum initial investment of 
$500,000, which may be waived for group employer-sponsored 401(k) plans, 457 
plans, employer sponsored 403(b) plans, profit-sharing and money purchase pension 
plans, defined benefit plans, retiree health benefit plans and non-qualified deferred 
compensation plans. the waiver is available only for retirement plans that hold omnibus 
positions, or for aggregate plan participant positions, for each fund made available for 
the plan. the waiver is generally not available to non-retirement accounts, traditional 
and roth individual retirement accounts, coverdell education savings accounts, seps, 
sarseps, simple iras, individual 401(k) plans or individual 403(b) plans. sector al-
locations shown are exclusive of cash.
the s&p indexes are a product of s&p dow Jones indices llc and/or its affiliates and 
has been licensed for use by fred alger management, inc. and its affiliates. copyright 
2017 s&p dow Jones indices llc, a subsidiary of mcgraw Hill financial inc., and/or 
its affiliates. all rights reserved. redistribution or reproduction in whole or in part are 
prohibited without written permission of s&p dow Jones indices llc. for more informa-
tion on any of s&p dow Jones indices llc’s indices please visitwww.spdji.com. s&p® is 
a registered trademark of standard & poor’s financial services llc and dow Jones® is 
a registered trademark of dow Jones trademark Holdings llc. neither s&p dow Jones 
indices llc, dow Jones trademark Holdings llc, their affiliates nor their third party 
licensors make any representation or warranty, express or implied, as to the ability of 

any index to accurately represent the asset class or market sector that it purports to 
represent and neither s&p dow Jones indices llc, dow Jones trademark Holdings llc, 
their affiliates nor their third party licensors shall have any liability for any errors, omis-
sions, or interruptions of any index or the data included therein.
© 2017 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. past performance is no guarantee of future results. 
morningstar percentile rankings are based on the total return percentile rank that 
includes reinvested dividends and capital gains (excluding sales charge) within each 
morningstar category. the highest (or most favorable) percentile rank is 1 and the 
lowest (or least favorable) percentile rank is 100. if sales charges were included, 
performance would be lower and the rank may be lower.
rankings and ratings may be based in part on the performance of a predecessor fund 
or share class and are calculated by morningstar using a performance calculation 
methodology that differs from that used by fred alger management, inc.’s. differences 
in the methodologies may lead to variances in calculating total performance returns, in 
some cases this variance may be significant, thereby potentially affecting the rating/
ranking of the fund(s). When an expense waiver is in effect, it may have a material effect 
on the total return or yield, and therefore the rating/ranking for the period.
s&p 500®: an index of large company stocks considered to be representative of the 
U.s. stock market. the russell 3000 Health care index is an unmanaged index that 
measures the performance of those companies in the russell 3000 index involved in 
the medical services or health care field. the russell 3000 index measures the perfor-
mance of the 3,000 largest U.s. companies based on the total market capitalization, 
which represents 99% of the U.s. equity market. investors cannot invest directly in any 
index. index performance does not reflect deductions for fees, expenses or taxes. note 
that comparing the performance to a different index might have materially different 
results than those shown. any views and opinions expressed herein are not meant to 
provide investment advice and there is no guarantee that they will come to pass.

Before investing, carefully consider the Fund’s investment 
objective, risks, charges, and expenses. For a prospectus and 
summary prospectus containing this and other information 
or for the Fund’s most recent month-end performance data, 
visit www.alger.com, call (800) 992-3863 or consult your 
financial advisor. Read the prospectus and summary prospectus 
carefully before investing. Distributor: Fred Alger & Company, 
Incorporated. Member NYSE Euronext, SIPC. NOT FDIC INSURED.
NOT BANK GUARANTEED. MAY LOSE VALUE.


