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Accounting systems, 79-81

Active management, 34-39, 68-70. See also
Business management

Agency issues, 129-133

Allen, Greg, 157

Appraisals, 54-57

Audits, 81-83

Barclays Global Investors, 34
Benchmarks, 133-134
Buffet, Warren, 15, 58-59, 158
Business management. See also Clients;
Fund-raising
chicken-and-egg problem, 118
commingled funds, 73-76, 134-137
creating value, 71-72
investment team, 86-94
launching a firm, 72-73
operations, 79-86, 169-172
separate accounts, 77-78, 96,
134-135

Capital requirements, 51
Capping assets, 29-31;1-14,147-148
Cash levels, 67-68
Center for Research in Security Prices
(CRSP), 10-12
Clients. See also Business management
chicken-and-egg problem, 118
consulting firms, 105-108
databases, 115-116
foundations and endowments, 104-105
high-net-worth individuals, 112-114
institutional, 98-103
pension plans, 108-112
third-party marketers and, 116-118
wrap fee relationships, 114-115
Commingled funds, 73-76, 134-137
Commissions/compensation, 24-28, 30-31,
73-74,78
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Company management, 48-50

Competitive position, 37-38, 46—48,
142-145

Compliance, 81-83, 92-93, 171-172

Concentrated portfolios, 62-66, 159,
162-164

Consulting fees, 126-127

Consulting firms, 105=108

Contributions and.witzdrawals, 172-173

Costs, 24-26, 12(-129

CRSP (Centeiior Research in Security
Priceq).*0-12

Databases, 115-116
Devository Trust and Clearing Corporation
(DTCC), 80-81, 86
Disadvantages of small-caps
capping assets, 29-31
of passivity, 33
research absence, 21-23
reverse survivorship, 28-29
trading volumes, 23-28
Discounted cash flow (DCF) models, 54-56
Diversified portfolios, 62—-66
Dow Jones U.S. Small-Cap Total Stock
Market Index, 5-6
Due diligence, 96-97, 104-107, 114,
142-145, 153158, 160-170

EBITDA (earnings before interest, taxes,
depreciation, and amortization), 44-435,
143
Employee Retirement Income Security Act
(ERISA), 109, 111
Endowments, 99-105, 139-142
Enhanced indexing, 34-36
Evaluation. See also Due diligence
due diligence teams, 153-154
of firm’s operations, 169-172
of firm’s principals, 167-169
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Evaluation (Continued )
investment philosophy assessment,
158-159
manager process analysis, 159-167
manager risk assessment, 155-158

Fees, 114-115, 121123, 125-129, 130-131

Form ADV, 83

Foundations, 104-105

Frictional costs, 124-129

Fund-raising, 95-98, 100, 105-107,
113-114, 116

Fun-of-funds fees, 126-127

Global investment performance standards
(GIPS), 79

Goizueta, Roberto, 45

Graham, Benjamin, 42, 58-59, 158

Graveyard effect, 28-29

Gray, Wesley, 18

Growth requirements, 51, 57-60

Hedge funds, 72-79, 81, 84-85, 97-98, 109,
112-113
Holding periods, 60-61

Implementation shortfall, 26-27

Indexing, 5-10, 16-17, 34-36

Individual clients, 112-114

Insider purchases/sales, 50

Institutional investments, 14-15,-33-34,
72-73

Integrity, 167-169

iShares Russell Micro-Zap 1odex fund ETF
(IWC), 35

IWC (iShares Russell Micro-Cap index fund
ETF), 35

Kern, Andrew, 18

Liquidity, 102-103
Lohery, Paul, 7

Management fees, 125-126
Managers. See also Active management;
Business management; Due diligence
contributions and withdrawals, 172-173
edge, 142-145, 154-155, 161, 164,
166-168
emerging, 147-151

evaluating firm’s principals, 167-169
investment philosophy, 158-159
launching a firm and, 72-73
operations assessment, 169-172
passive, 34-35
process analysis, 159-167
risk assessment, 155-158
smaller, 145-147

Market inefficiency, 17-18

Marketing, 84-85, 93-98, 116-118

Micro-cap stocks, 35

Miller, Bill, 37

Morningstar, 22

MSCI U.S. Equity Small Cap 1750 Index, 4,

6
Munger, Charles T., 37, 52-59
Mutual funds, 127-12°

National Labor Relations Act (1935),
111

Office start; 21-92, 170

Operadicns, 79-86, 169-172. See also
Buriness management

Qutrerformance, 1, 10-18, 145-149

Passive indexing, 34-36

Passive vs. active approach, 33-34
Pension plans, 108-112
Performance fees, 130-131

Porter’s Five Forces, 46—48

Portfolio managers, 27, 89-90
Price-to-Book Ratio (P/B), 43-44
Price-to-Cash Flow Ratio (P/CF), 44-45
Price-to-Earnings Ratio (P/E), 42-43
Pricing, 10-11, 15-18, 23-24

Prime brokers, 27-28, 75, 79, 81, 85

Qualitative approaches, 46
Quantitative approaches, 41-46

Rebalancing, 66-68

Records requirements, 83-84
Refinement, 166-167

Regulation D, 75, 77, 84
Regulation FD (Fair Disclosure), 52
Repeatability, 165-166

Research, 21-23, 39-41, 88-89
Returns, 61

Reverse survivorship, 28-29
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Risk, 13, 15-16, 155-158. See also Due
diligence

Russell 2000 Index, 2-8, 10, 16, 18-19

Russell Micro-Cap Index, 35

Securities Exchange Act (1934), 132
Self-discipline, 66-68

Selling scarcity, 98

Separate accounts, 77-78, 96, 137-138
Sequoia Fund, Inc., 108

Sharpe, William F., 34

Site visits, 51-54, 96-97

Small-cap, defined, 2, 6-10
Soft-dollar benefits, 132-133
Specialization, 161-162

S & P SmallCap 600, 4-6, 13

State Street Global Advisors, 34
Strategy assets, 130

Subadvisory relationships, 114-115
Swensen, David, 102

Taft-Hartley Act (1947), 111
Third-party marketers, 116-118
Total enterprise value (TEV), 45

Traders, 87-88

Trading
agency issues, 131-133
due diligence and, 170-180
explicit/implicit costs, 24-26, 124-129
implementation shortfall, 26-27
operations, 85-86, 169-172
portfolio managers and, 27, 89-90
prime brokers and, 27-28, 75, 78, 81, 85
volumes, 23-24

Turnover, 60-61

12b-1 fees, 127-129

Valuation, 54-57

Value investing, 158-159
ValueLine, 22

Value vs. growth, 57-66
Vanguard, 34

Volatility, 11-16

Wagner At/ il
Withdrawals and contributions, 172-173
Wrap tec-relationships, 114-115

Yale University, 100
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