Absolute attribution analysis:
attribution by individual positions,
180-181
defined, 180
fundamental characteristics-level,
187-188
industry-level, 183-187
market cap-level, 187
regional/country—level, 188-189
sector-level, 181-183
Absolute standard deviation, 265-266
Acambis ADR, 114, 119, 193-194
Accounting:
interview questions regarding, 229-231
responsibilities for, 275-276, 324-325
Acquisitions, 344-345
Active management, 114
Actuarial assumptions, 4
Administrative policy, 4
Administrative responsibilities, 275-276,
324-325
After-tax performance, 71
Ahearn, Chris, 160
All-cap market, 56
All-cash deals, 345
Allocation effect (AE), 190, 196-200, 204,
206-207
Alpha, 37, 88, 90-91, 334, 337
Alternative asset classes, asset allocation
guidelines, 7
Alternative investment manager analysis,
see Hedge fund manager
analysis
American depositary receipt (ADR),
113-114, 119, 167, 188, 291
American Eagle Outfitter, 114, 128
Amortization, 118
Annualized downside deviation, 92-93
Annualized performance, 17, 175
Annualized returns, 47-48, 345
Annualized standard deviation (ASD),
83-84, 336
Arbitrage:
convertible, 333, 338-340, 348
fixed income, 340-342, 348
risk (merger), 344-346, 349
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Arbitrageurs:
convertible bond, 338
fixed income, 341
Asian currencies, 334
Asset allocation:
attribution analysis, 189-191
in investment policy statement (IPS),
6-9
interview questions, 224-225
Asset classes:
AIMR’s performance presentation
standards, 70-72
asset allocation guidelines, 7-8
firm information, 16
return/risk profile, 8-9
screening criteria, 20
Asset/liability study, 7
Asset swaps, 341
Asset turnover, 123-124
Assets under management (AUM), 18
Association for Investment Management
and Research (AIMR):
audits, 76
compliance with, 16
as information resource, 16
performance presentation standards
(PPS), 40, 69-76
Atlantic Coast, 164-165
Attribution analysis:
absolute, 180-189
currency effect, 202-207
fixed income managers, 316-318
historical, 200-202
relative, 189-200
static portfolios, 179
transactional data, 179-180
using style analysis, 219-220
Audit, AIMR, 76
Autocorrelation, 211
Average weighted return, 74

Background checks:
credit checks, 290
design of, 289-290
fixed income managers, 325
reference checks, 285-288
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Backup system:
due diligence questionnaire, 138
interview questions, 224, 232-233
investment manager scoring model,
252-253,272-273
Bankruptcy, 117
Barra, portfolio analysis, 101, 108
Baseline database, 101, 162
Basic materials sector, 107-108, 194-195
Basis points, attribution analysis, 193, 200,
202, 207
Basis trades, 341
Bearish hedge, 340
Bench managers, 14, 24
Benchmarks, importance of:
investment objectives, 6
performance relative to, 17, 263-264, 266
Beta, 88-89, 91, 93
Beta neutral funds, 342
Big Dough, 22
Biographies:
information resources, 15, 21
requests for information, 32, 34
Bisys Group,128
Bloomberg, as information resource, 26
Bloomberg.com, 13, 154
Bloomberg database, portfolio analysis, 101
Board of directors, 6
Bond investments:
convertible bonds, 338-339
credit rating, 306, 321
duration of, 16, 305-306, 321
maturity, 16, 304-305
performance evaluation, 323-324
quality of, 16, 306, 321
yield, 321
Book value, 117
BP Prudhoe Bay Realty, 114
Bradshaw, Jim, 160-162, 166, 173-174,
237-240, 249-250, 252-253, 259, 262,
270,272, 274, 278, 280, 297-298
Brochures, 149-150
Bullish hedge, 340
Bull market, 5, 337-338
Business cycle, 107
Business Week, as information resource, 26
Busted convertibles, 339

Calendar year performance, 17, 58, 175,
345
CAM Asset Management, small-cap
portfolio, see specific types of analyses
attribution analysis, 181-189, 192-202
composite analysis, 72-76
growth analysis, 125-128
performance analysis, 39-55, 57-69,
72-76

portfolio analysis, 102-116, 119-127,
129-133, 176-178
risk analysis, 81-97
up/down market analysis, 174-175
valuation analysis, 120-122
Canada, multicurrency attribution, 206-207
Capital asset pricing model (CAPM), 89
Capital expenditures, 118
Capital markets, 6
Cash, see Cash flow
asset allocation guidelines, 7
sample investment manager contract,
294
Cash flow:
performance analysis, see Cash flow
performance analysis
price/cash flow (P/CF) , 117-118
valuation and, 117-118
Cash flow adjusted dollar weighted return
(CFADWR), 49, 52
Cash flow performance analysis:
dispersion, 74-75
modified Dietz formula, 50-52
significance of, 48-50
time weighted (TWCF), 50-51
time weighted returns, 52-55
Cash ratio, 128
Catalina Marketing, 195
Certifications, 289-290, 325
Chain-linking returns, 42-44, 292
Charles & Colvard, 112, 119, 164
Checkfree Mobius, 22
Cisco, 98-100, 336
Client references, 286, 288-289
Clients/assets:
fixed income questionnaire, 308
hedge fund questionnaire, 351-352
Client service, 230-231, 277-278
Closed products, 21, 262
CNBC, 12
Coinstar, 164-165
Columbia Sportswear, 112, 114, 170-171
Commercial services sector, 109, 182-183,
195-196
Commingled funds, 16, 53
Commodity trading advisers
(CTAs)/managed futures, 350
Common stock, 291
Compensation, 233
Compliance, 233-234, 274-275
Composite analysis:
composite dispersion, 72-74
composite/firm assets, 75-76
number of portfolios, 72
purpose of, 41, 72
Compounding, 43-44
Computer industry, changes in, 11-12
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Computer systems:
interview questions about, 233
investment manager scoring model,

273-274

Concentrated portfolio, 114, 176

Confidence level, 98-99

Consumer cyclical sector, 102, 108,
181-182, 196

Consumer noncyclical sector, 107-108,
182-183, 196-197

Consumer price index (CPI), 6

Consumer services sector, 108, 183, 197

Contribution dates, 53

Contribution to return (CTR), 193-194

Conversion premium, 340

Conversion price, 339

Conversion ratio, 339

Convertible arbitrage, 333, 348

Cooperman, Leon, 334

Corporate bonds, 306, 339

Correlation, 94-95

Correlation coefficient, 94-96

Correlation matrix, 95-96

Covariance, 96

Credit checks, 290

Credit quality, 306, 321

Credit rating, 306

Credit Suisse First Boston (CSFB)/Tremont
Hedge Fund Index, 330-332

CSK ADR, 112-114, 119, 167

Cumulative performance, 17, 62-63

Cumulative returns, 44-47

Cumulative standard deviation, 79, 81-83

Currencies, 343

Currency effect (CE), in attribution analysis:

at time of purchase, 202
Canada, 206-207
multicurrency example, 204-206
one month after purchase, 203
relative attribution for non-U.S. holdings
portfolio, 204
stock price movement during month,
203
United States, 206
Currency-hedging effect, 9, 189
Current portfolio, 32-33
Current ratio, 128
Custodial policy, 4, 294
Cyclical sector, 102, 108, 119

Daily dollar standard deviation (DDSD),
97-98
Database sources, see specific databases
internal, 24-25
third-party, 15-23, 67
Day-to-day portfolio management, 223
Debt/equity (D/E) ratio, 113, 128, 370

Dedicated product investment professionals:
fixed income questionnaire, 312-313
hedge fund questionnaire, 359-360

Deep Value Advisors (DVA), 18-19

Depreciation, 118

Derivatives, 306

Designations, 289-290, 325

Disaster recovery:
due diligence questionnaire, 138
interview questions, 232
investment manager scoring model,

272-273
Disclosures:
composite analysis, 72, 76
due diligence questionnaire, 140-141
initial interview transcripts, 168-169
standards, 71, 75
Dispersion, 72-75
Distressed bonds, 368
Distressed debt, 306
Diversification:
investment manager scoring model,
258-259, 322-323

sample investment manager contract,
295

significance of, 114, 258-259

Dividend ratio, 16

Dividends, 41, 116, 188

Dollar growth, 44, 46-47

Dollar weighted returns (DWRs), 41-42,

44-45, 47,49
Downside deviation, 17, 92-93
Drawdowns, 17, 266-267

Earnings estimates, 125
Earnings growth, 115
Earnings per share (EPS), 116-117
Earnings revisions, 125
Economic conditions, significance of, 4, 6,
24,107
Educational history, 289, 325
Effron/PSN, 22
Emerging markets, 336, 343
Employee turnover, 268-269, 324
Employer references, 286-288
Employment history, 289, 325
End-of-period weight, 181
Energy sector, 108, 182-183, 197-198
Entrepreneurial investment managers, 171
Equity benchmarks:
non-U.S., 57
overview of, 56-63
U.S., 56-57
Equity investments, asset allocation
guidelines, 7
Equity long/short funds, 334, 336-338,
347-348, 370
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Equity manager analysis, components of:
attribution analysis, 179-207
background checks, 285-290
information gathering, 133-154
initial interview, 155-178
investment contracts, 290-299
investment manager scoring model,

241-283
on-site meeting, 221-240
overview of, 301-302
performance analysis, 39-76
portfolio analysis, 101-132
risk analysis, 77-100
style analysis, 209-220

Equity market neutral funds, 342-344

Equity portfolio, 98-100

Estimate consensus, 125

European bonds, 334

Event risk, 344

Exchange rate, 203

Exchange violations/censures, 290

External investment management, 6

Face-to-face meetings, see On-site meeting
Fact sheets, 150
FactSet database, 101, 239
Fees:
due diligence questionnaire, 147
fixed income managers, 315
fixed income questionnaire, 315
hedge fund questionnaire, 361-362
screening criteria, 20, 22
Fiduciaries, role of, 3
Financial leverage, 123
Financial media, as information resource,
12-13,26-27
Financial services sector, 102, 109, 119
Financial software, 11-12, 274
Financials sector, 107, 182-183, 198
Financial statements, 5
Financial Times, as information resource,
26,151
Fitzpatrick, Tara, 161, 163, 166, 170, 174,
239-240, 250-252, 254, 271-272, 274,
276-278,298
Fixed income arbitrage, 340-342, 348,
369-370
Fixed-income investments:
asset allocation guidelines, 7
information resources, 16
Fixed income manager analysis:
attribution analysis, 316-317
background checks, 325
information gathering, 307
investment manager scoring model,
318-325
interview process, 316

outline of, 302-303
performance analysis, 303
portfolio analysis, 304-307
preparation for, 301-302
questionnaire, 307-315
references, 325
risk analysis, 303-304
style analysis, 317-318
Fixed-income portfolio, short-term
domestic, 3
Fixed-rate cash flows, 341
Floating-rate cash flows, 341
Forbes, 26,153
Form ADV:
copy requests, 148-149
purpose of, 24, 32, 34, 148
responsibility for, 233-234
Fortune, 26, 153, 333
Free cash flow (FCF), 118
Fundamental analysis:
components of, 115
growth-based characteristics, 116,
123-128
investment style and, 259-260
liquidity characteristics, 116,
128-132
valuation-based characteristics,
116-123
Fundamental characteristics-level
attribution analysis, 187-188
Fundamentals, information resources, 16.
See also Growth-based fundamentals
Fund capacity, hedge fund questionnaire,
362
Fund of funds, 5
Fund or limited partnership (LP) agreement,
299

GAAP EPS, 116
GE, 336
Generalist analysis, 233
Generally accepted accounting principles
(GAAP) EPS, 116-117
Global macro funds, 334, 343-344, 349
Government policy, 343
Graphs:
cumulative returns, 45-46
quartile chart, 68-69
return/risk, 85-86
rolling style analysis graph, 218-219
style, 215-217
Growth, accommodation of, 270-271
Growth at a reasonable price (GARP), 115,
159,173,176, 255-260, 294
Growth-based fundamentals:
CAM portfolio analysis, 125-129
earnings estimates, 125
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price/growth (PEG) ratio, 124
return on assets (ROA), 115, 124
return on equity (ROE), 115, 123-124,
188
revenue/sales growth, 125
Growth investing:
characteristics of, 62, 65
management tendencies, 115
Growth-oriented stocks, 175
Growth portfolios, 107
Growth rate, 16

HCC Insurance Holdings, 114
Headline EPS, 117
Health care sector, 102, 108, 119, 176,
182-183, 186, 193, 198
Hedge Fund Index, 332
Hedge fund manager analysis:
historical performance, 330-333
importance of, 329-330
interviews, 346-350
questionnaire, 350-362
scoring model, see Hedge fund scoring
model
Hedge funds:
characteristics of, 329-330
contribution dates, 53
convertible arbitrage strategy, 333,
338-340, 348
defined, 329
due diligence, 346
equity long/short strategy, 336-338
equity market neutral strategy, 342-343,
349
fees, 75
fixed income arbitrage strategy, 340-342,
348, 369-370
global macro strategy, 343-344, 349
historical performance, 330-332
historical perspective, 333-334
investment policy statement (IPS), 5
risk (merger) arbitrage strategy, 344-346,
349
strategies, generally, 334-336
strategy evolution, 334-335
Hedge fund scoring model:
direct hedge fund experience, 365, 367
grades, 364
leverage, 369-370
overview of, 362-364
sample of, 366-367
style/strategy drift, 368-369
transparency, 370-372
Hedge ratios, 340
Hedge risk, 335-336
High/low estimate, 125
High yield bonds, 368

High yield debt, 306

Histograms, risk analysis, 79-80

Historical attribution analysis, 200-202

Historical benchmark returns, 211

Historical method, VaR calculation, 100

Historical performance, 32-33

Historical portfolio/funds returns, style
analysis, 210-211

Historical returns, 89-90, 92, 259

Historical volatility, 87, 243

Holdings, number of, 16, 114

IBM, 97-100, 336
Incentive fees, 75
Incentive programs, 243, 271-272
Index sector return (ISR), 190-191
Index sector weight (ISW), 190-191
Index total currency return (ITCR),
203-204
Index total return (ITR), 190
Individual position attribution (IPA),
180-181, 183
Industrials sector, 107-108, 182-183, 199
Industry contacts, 26, 28
Industry-level attribution analysis, 183-187
Industry-level portfolio attribution (ILA),
186
Industry weights, 109-111, 167-168
Inflation, 6, 343
Information crossover, 102
Information gathering:
data from manager, 149-151
fixed income managers, 307
Form ADV, 24, 32, 34, 148-149,
233-234
news search, 151-154
questionnaires, 133-147
Information ratio, 88
Information technology sector, 182-183,
199
Initial interview:
duration of, 156
format, conference call sample, 156-172
meeting memo, 172-178
setting up, 155-156
Innes, Mark, 156-173, 176-177, 235-240,
249-250, 252-253, 255, 259, 262,
270,272,278, 280,297-298
Institutional Investors Publications, 154
Interaction effect by sector (IE), 191
Interest, 41 ’
Interest rate risk, 305-306
Interest rates, 339, 343
Internet, as information resource:
generally, 12
news search tips, 152-153
third-party databases, 15-22, 67



378

INDEX

Internet Public Library (IPL), 152
Interpore, 113-114, 119
Interview process, fixed income managers,
316
Interview questions:
accounting and operations personnel,
229-231
client service professionals, 230-231
hedge fund managers, 346-350
investment professionals, 221-228
legal/compliance personnel, 233-234
technical/systems personnel, 231-233
Interviews, see Initial interview; Interview
questions; On-site meeting
Inventory, 129
Investment contracts:
fund or limited partnership (LP)
agreement, 299
sample, 293-299
submanager guidelines (SMG) section,
290-292
Investment-grade bonds, 306
Investment guidelines, investment policy
statement (IPS), 3-10
Investment management analysis, work flow,
13-14
Investment manager scoring model:
example, 246-247
fixed income managers, 318-325
grades, 244-245,252
hedge funds, see Hedge fund scoring
model
interpretation of, 279-283
investment professionals section, 243,
247-254, 320-321
manual adjustment, 278-279
notes on, 281-283
operations, 243, 275-278, 324-325
organization, 243, 268-275, 324
overview of, 242-243
performance-related risk/reward, 243,
263-268, 323-324
portfolio risk, 243, 257-263, 322-323
problems with, 241-242
process, 243, 254-257, 321
purpose of, 241
scoring methodology, 243-247
Investment objectives:
characteristics of, 5
example of, 6
investment policy statement, 5-6
Investment philosophy and process:
due diligence questionnaire, 146-147
fixed income questionnaire, 313-315
hedge fund questionnaire, 360-361
Investment policy statement (IPS):
asset allocation, 6-9

components of, 4
investment objectives, 5-6
investment restrictions, 9
operational issues, 10
portfolio/performance evaluation,
9-10
purpose of, 3-4
responsibilities, 6
Investment professionals section, investment
manager scoring model:
depth (backup), 252-253
direct product experience, 249-250,
320-321
hedge funds, see Hedge fund scoring
model
manager/team skill, 250-251
portfolio knowledge, 251-252
research capabilities, 253-254
Investment restrictions, investment policy
statement, 9
Investment strategy, sample investment
manager contract, 293-294
Investment style, 7, 10, 15, 20
Investment value, 338-339
Investor Force, 22
Investor’s Business Daily, as information
resource, 151
InvestWorks, 22

Jensen’s alpha, 90-91, 93, 175
Jones, Alfred Winslow, 333
Journals, as information resource,

26

Kiplinger’s Personal Finance, 153
Kramer, Jenny, 278, 298

Labor issues, 343
Large-cap market, defined, 56
Large-cap portfolio, market capitalization,
112
Large-cap stocks, characteristics of, 53, 78,
291
Legal advisers, roles of, 6
Legal status, 289
Lehman Aggregate index, 6
Leverage, 87, 123, 338, 353, 369-370
Liabilities, 7, 128-129
Licenses, 289-290
Lipper Analytics, 22
Liquidity, 52-53, 129-132, 260-261
Liquidity-based fundamentals:
CAM portfolio analysis, 129-132
current ratio, 128
debt/equity (D/E) ratio, 128
quick ratio, 129
Liquidity ratio, 128
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Long position, 330
Lycos, 154

Magazines, as information resource, 26, 153
Management data:
marketing presentation/brochure,
149-150
portfolio/fund fact sheets, 150
portfolio reports, 150
press clippings, 150-151
Management fees, screening criteria, 20, 22
Manual adjustment section, investment
manager scoring model, 278-279
Market capitalization, generally:
analysis, 111-113
diversification and, 258
implications of, 7, 16, 56, 176
Market capitalization neutral, 343
Market cap-level attribution analysis, 187
Market conditions:
significance of, 4, 6, 24, 337
up/down chart, 64-66
Marketing book, 32, 34
Market leader, qualifications of, 19
Market value, 41-43
MarketWatch.com, 13, 154
Maturity/maturity date, 16, 304-305
Meeting memo:
components of, overview, 172-173
initial interview, 172-178
on-site meeting, 234-240
purpose of, 24-25
Merger arbitrage, 344-346, 349
Merrill Lynch High Yield Index, 318
Micro-cap market, 56
Micro-cap portfolio, market capitalization,
112-113, 176
Micro-cap stocks, 53, 187
Microsoft Excel, 94-96, 210-215
Mid-cap market, 56
Mid-cap portfolio, market capitalization,
112
Mid-cap products, 211
Modern portfolio theory, 6
Modified Dietz return (MDR), 50-52
Modigliani, Franco and Leah, 87
Modigliani-Modigliani ratio, see M? ratio
Money, 153
Money Management Directory, 22
Monte Carlo simulation, VaR calculation,
100
Monthly performance comparison, 59-61,
63
Moody’s, 306
Morningstar, as information resource, 22
Morningstar.com, 154
MSCI:

EAFE index, 6

World Index, 330, 333
MSN, as information resource,101, 154
MSN.com, 13
M? ratio, 87
Multicurrency attribution, 204-206
Multimedia Games, 113-114
Multistrategy hedge funds, 368-369
Mutual Funds, as information resource, 26

National Med, 186
Navigators Group, 113-114
Nelson Marketplace, 22
Net cash flows, 49
Net exposure, equity long/short funds, 337
Net short, 330
Networking, 26, 28
Neutral hedge, 340
New accounts, 75
Newsletters, as information resource, 154
NewsLink, 152
Newspapers, as information resource,
151-153
News search, information resources:
dedicated investment sites, 154
magazines, 153
newsletters, 154
newspapers, 151-153
News Voyager, 152
Non-investment-grade bonds, 306
Nonlinear analysis process, 13-15
Nonlinear portfolios, 100
Nonnormally distributed portfolios, 100
Nontraditional asset classes, 71-72
Nordic American Tanker, 129
Normalized EPS, 117
Northfield database, 101

On-site meeting:
interview questions, see Interview
questions
office assessment, 234
meeting memo, 234-240
Open products, 21, 262
Operations, investment policy statement,
10
Operations section:
due diligence questionnaire, 137-138
hedge fund questionnaire, 351
investment manager scoring model, see
Operations section, investment manager
scoring model
Operations section, investment manager
scoring model:
client service, 277
hedge funds, see Hedge fund scoring
model
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Operations section, investment manager
scoring model (Continued)
quality/quantity of people, 278
reconciliation/administration, 275-276,
324-325
reporting, 276-277
Opportunity risk, 78
Organizational chart, 6
Organization section:
due diligence questionnaire, 135-136
hedge fund questionnaire, 350
investment manager scoring model, see
Organization section, investment
manager scoring model
Organization section, investment
manager scoring model:
accommodation of growth,
270-271
backup/recovery, 272-273
compliance, 274-275
computer systems, 273-274
hedge funds, see Hedge fund scoring
model
ownership/incentive, 271-272
succession plan, 269-270
turnover, 268-269, 324
Outperformance, 64-66, 68, 87, 107, 159,
169, 174175, 207
Outsourcing, 233
Overdiversified portfolio, 114
Overperformance, 189
Overweight sector position, 189-190,
196
Ownership, 243, 271-272

Parametric methodology, VaR calculation,
100
Passive management, 90
PDR (period decimal return), 43-435, 52,
54-55
Pediatrix Medical Group, 114, 186
Peer group comparisons, 17, 67-69, 174,
264-266
Pension plans:
asset allocation, 6-7
investment guidelines, see Investment
policy statement (IPS)
Performance, generally:
analysis of, see Performance
analysis
consistency, 267-268
screening criteria, 20, 22
Performance analysis:
AIMR’s performance presentation
standards (PPS), 40, 69-71
composite analysis, 41, 72-76
conceptual aspects, 40-55

fixed income managers, 303
importance of, 24, 39-41
performance formulas, applications of,
40, 55-69
Performance data:
fixed income questionnaire, 309-310
hedge fund questionnaire, 352-353
Performance evaluation:
in investment policy statement (IPS), 9-10
sample investment manager contract,
295-296
Performance-related risk/reward section,
investment manager scoring model:
absolute/relative standard deviation,
265-266
consistency, 267-268
drawdown, 266-267
hedge funds, see Hedge fund scoring
model
performance relative to benchmark,
263-264
performance relative to peers, 264-265
Permissible investments, sample investment
manager contract, 294-295
Personal references, 285-287
Personnel, interview questions for:
accounting, 229-231
investment professionals, 221-228
legal/compliance, 233-234
operations, 229-231
technical/systems, 231-233
Pertrac, 22
Plan Sponsor, 26-27
Portfolio, screening criteria, 20, 22. See also
Portfolio analysis
Portfolio analysis:
fixed income managers, 304-307
fundamental analysis, 115-132
information resources, 101
purpose of, 101-102
summary-level data, 102-115
summary report, sample, 103-106
third-party packages, 101
Portfolio data:
due diligence questionnaire, 141-145
fixed income questionnaire, 310-312
hedge fund questionnaire, 353-359
Portfolio evaluation:
components of, 24, 32
sample investment manager contract,
295-296
Portfolio reports, as information resource,
150
Portfolio risk section, investment manager
scoring model:
capacity, 262
diversification, 258-259, 322-323
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hedge funds, see Hedge fund scoring
model
liquidity, 260-261
overview, 257-258
sell discipline, 261-262
style drift, 259-260
Portfolio sector return (PSR), 191
Portfolio sector weight (PSW), 190-191
Portfolio turnover, 16, 179
Portfolio weighting, 113, 204, 224
Posis Medical, 119
Preferred investment manager setup, 14
Preferred stock, 116
Presentations, 24, 32, 34, 71, 149-150
Press clippings, 150-151
Price/book (P/B) ratio, 115, 117
Price/cash flow (P/CF) ratio, 115, 117-118,
162
Price-earnings (P/E) ratio, 16, 115-117, 125,
162, 188
Price/forward earnings, 125
Price/growth (PEG) ratio, 124
Price/sales (P/S) ratio, 115, 118-119, 162
Private equity funds, 53, 75
Private placements, 71
Process section, investment manager scoring
model:
consistent application, 255, 321
hedge funds, see Hedge fund scoring
model
overview, 254-255
portfolio consistent with process,
256-257
portfolio construction/review process, 257
well thought out/disciplined, 255-256
Product, screening criteria, 21-22
Product information:
due diligence questionnaire, 138-147
fixed income questionnaire, 308-315
hedge fund questionnaire, 351
Professional staff:
due diligence questionnaire, 136-137
hedge fund questionnaire, 350-351
Profit margin, 123
Pro forma EPS, 117
Prohibited transactions, sample investment
manager contract, 296
Prospectus, 5
Proxy votes, 10, 297
Pxre, 164-165

Quality personnel, 278
Questionnaires:
benefits of, 133-134
for fixed income managers, 307-315
formal, 31
hedge funds, 350-362

information gathering, 133-147
sample due diligence, U.S. equity,
134-147
simple, 32
Quick ratio, 129

Rate of return, 6
Real estate investments, 71
Reconciliation:
due diligence questionnaire, 138
investment manager scoring model,
275-276
Reference checks:
contact with, 275-276, 325
types of, 228, 285-288, 325
Regional/country-level attribution analysis,
188-189
Regression analysis, 89-90
Regression-backed statistics, 94-96
Regulation(s):
due diligence questionnaire, 137
violations/censures, 290
Relative attribution analysis:
components of, 189
relative sector, 189-194
results, interpretation of, 194-200
Relative contribution, 201-202
Relative performance, 58, 201-202
Relative standard deviation, 265-266
Relative value trades, 342
Remington Oil and Gas, 128
Replacements, in search process, 14-15
Reporting requirements:
due diligence questionnaire, 137
sample investment manager contract, 297
types of, 276-277
Reporting standards, 71
Reports, monthly/quarterly, 24-25
Requests for information (RFIs):
formal questionnaire, 31
purpose of, 11, 15, 31
sample, 32-35
simple questionnaire, 32
writing guidelines, 32-35
Research capability, 226-228, 253-254
Return(s), generally:
analysis of, see Return analysis
histogram, 79-80
objectives, 5, 294
Return analysis:
annualized, 47-48
cash flow adjustments, 48-51
chain-linking, 42-44
cumulative, 44-47
dollar weighted, 41-42, 44-45, 47, 49
modified Dietz (MDR), 50-52
time weighted (TWR), 52-55
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Return on assets (ROA), 115, 124
Return on equity (ROE), 115, 123-124,
162, 188
Return/risk graph, 85-86
Return/risk profile, 8
Returns-based style analysis, 209-212
Reuters, as information resource,
101
Revenue growth, 115
Revenue/sales growth, 125
Risk, generally:
analysis of, see Risk analysis
arbitrage, 334, 344-346, 349
defined, 77-78
measures of, see Risk measurement
objectives, 5
opportunity, 78
shortfall, 78-79
Risk-adjusted return, 86
Risk analysis, see Risk measurement
fixed income managers, 303-304
interview questions, 225
purpose of, 24
Risk controls:
due diligence questionnaire, 147
fixed income questionnaire, 315
hedge fund questionnaire, 361
Risk-free rate, 91
Risk measurement:
downside deviation, 92-93
information ratio, 88
Jensen’s alpha, 90-91, 175
M? ratio, 87
regression-backed statistics, 94-96
return histogram, 79-80
return/risk graph, 85-86
Sharpe ratio, 86-87
Sortino ratio, 93-94, 175
standard deviation, 79, 81-84,
97
Treynor ratio, 88-90, 175
Value at Risk (VaR), 96-100
Risk/return charts, 17
Risk tolerance, sample investment
manager contract, 294
Robertson, Julian, 334
R? (R-squared), 96, 219
Rumors, trading on, 346
Russell 2000 index, 6, 55-56

Sales growth, 115

Salomon World Bond Index, 318

S&P 500 index, 6, 108, 291, 330,
333,338

S&P 600 index, 57-58

Scaling factor, 97

Scoring model, see Investment manager
scoring model
equity manager analysis, 241-283
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price/book (P/B), 115, 117
price/cash flow (P/CF), 115, 117-118,
162
price-earnings (P/E), 115-117, 162, 188
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