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When making an investment, the key to a sound decision lies in the questions we
ask. It's pretty straightforward: the quality of our inquiries determines the caliber of
our investment choices. When beginning due diligence, the right set of questions
helps us cut through the noise to focus on what truly matters—the investment’s
asset class, the track record and strategy of the manager, and the underlying risks
and potential for consistent returns.

The first step is to get answers to a series of questions about an investment’s asset
class or category. Is the asset class investable? How does this asset class fit into a
portfolio? Where is the asset class in its cycle of returns?
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The next step is finding a manager in that space who has the process, the people,
and the expertise for the strategy’s mandate. When interviewing a manager for any
business, especially in the investment fund world, a demonstrated track record of
success is important. Still, the “how” and key drivers of the strategy are critical.

Understanding the “how” is essential for two reasons:

1. Risk — Was performance achieved by taking on more risk than similar
managers or funds? Was there more debt taking on? Was there more
volatility?

2. Repeatable—\We have all seen the following disclosure on an investment
pitch: “Past results are not a guarantee of future performance.” And yes,
there is no guarantee, but by understanding how the results were achieved,
one can learn from past results. We can get closer to determining if a
process may be repeatable or if the manager was just lucky.

A simple way to measure the risk is by comparing the manager’s “risk-adjusted
return” to the peer group. In other words, we want to make sure that the manager
outperforms while keeping the risk at the same or lower level than the category.
Another way to measure is by looking at historical holdings and exposures. Did the
portfolio or underlying holdings have more leverage? Were the fundamentals of the
assets or businesses higher quality than average? These and other questions
uncover the connection of the process to the portfolio.

Next, we want to analyze how repeatable the results could be. A common way to
evaluate this is through a diligence process called return attribution. This process
identifies the source of the excess return over its benchmark. It involves digging
deep into the specific winners and losers in a set period and determining whether
they match the fund’s stated process.

For example — If a fund states that it has expertise in identifying good international
companies — we would like to see that the attribution report will show a contribution
to performance from international securities across a variety of sectors. We also
want to avoid ‘one-hit-wonders’ where a single stock or two drive performance. We
prefer to see performance spread across many securities and periods, which can
potentially indicate process and expertise.

The quantitative part is important, but it is not enough!

Speaking to the management team and hearing directly from the decision-makers
is essential. There is much to learn from talking to the people and understanding
who makes the decision. Is it a one-person show, which can add risk or a team-
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based decision-making process, or are there any material changes expected in
their process?

We also want to identify the incentive structures. Is the manager invested
alongside investors? Will the manager’s bonuses be tied to an investor’s success
(an excess return target or minimum hurdle rate)? Is the organization set up to
achieve this?

To wrap up, the article has shown that diligent investing is about much more than
numbers; it’s about the critical questions that bring those numbers to life. Effective
due diligence involves a balanced approach of quantitative analysis and qualitative
assessment. By understanding the how and why behind a manager’s performance,
we can attempt to make well-informed ‘buy’ decisions rooted in a deeper
comprehension of risk and repeatable success. The better the questions we ask,
the more likely we are to uncover the investments over the long term.

Important Disclosure Information
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Past performance does not guarantee future results. Different types of investments
involve varying degrees of risk, and there can be no assurance that the future
performance of any specific investment, investment strategy, or product, or any
non-investment related content, made reference to directly or indirectly in this
communication, will be profitable, equal any corresponding historical performance
level(s), be suitable for your portfolio or individual situation, or prove successful.
Certain strategies and vehicles referenced in this communication, such as private
investments, Opportunity Zones, and ESG investing, may present increased or
novel risks, including potentially higher management fees, reduced liquidity, shorter
performance histories, or increased legal or regulatory exposure, compared to
more traditional publicly traded securities and investment strategies. All investors
should consider these potential risks in light of their individual circumstances,
objectives, and risk tolerance. Due to various factors, including changing market
conditions and/or applicable laws, the content may no longer be reflective of
current opinions or positions. Moreover, you should not assume that any
discussion or information contained in this commentary serves as the receipt of, or
as a substitute for, personalized investment advice from Wealth Enhancement. The
asset allocations reflected in this communication are targets only. Actual allocations
can and often will deviate from these targets, including in instances of volatile
markets, large deposits or withdrawals, or during account rebalancing.
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Historical performance results for investment indices, benchmarks, and/or
categories have been provided for general informational/comparison purposes
only, and generally do not reflect the deduction of transaction and/or custodial
charges, the deduction of an investment management fee, nor the impact of taxes,
the incurrence of which would have the effect of decreasing historical performance
results.

Not all services described herein will be necessary or appropriate for all clients.
The scope of the services to be provided depends upon the needs of the client and
the terms of the engagement. The potential value and benefit of the adviser’s
services will vary based upon a variety of factors, such as the client’s investment,
tax, and financial circumstances, and overall objectives. Neither personalized
services nor financial or professional resources or processes should be construed
as a guarantee of a particular outcome. All investing comes with risk, including risk
of loss.
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