GRIPMAN FUNDS
THE GOOD, THE BAD & THE UGLY
For the most part, we as humans don’t think about the reasons behind the things we do. We simply
react. When searching for someone to help manage their investment portfolio, most folks reach out to
people they know. When soliciting this type of advice, you don’t really know if the information is any
good, but most of us have a strong Social-Proof Tendency bias to think and act as others around us
think and act. For example, your friend Joanna (your go-to investment expert of choice) could have
spent five years and countless hours researching the most effective strategies and firms in the
investment industry or she may have listened to a commentator on CNBC refer to a product.
The trend for capital allocation is currently shifting to passive investment management. However,
before you jump on this bandwagon, we believe our clients should know the differences between active
and passive management and why we choose to actively manage our client’s capital. Currently, the
debate in the financial media has been whether investors are better served by using an active manager
or by using passive investment strategies. The short answer is that it depends.
The biggest consideration that goes into picking whether to use a passive or active strategy is the
amount of money that you have to invest. Asset bloat happens when a fund strategy or asset manager
gets larger and larger and size makes it more difficult to generate returns above an index. I would
estimate that the maximum amount of assets that you would want to have for a pure active strategy is
$10 billion.
Now you may be asking yourself, “Why should I consider your opinion over that of my friend, Joanna?”
It all comes down to numbers and experience. We have investment experience going back twenty
years. Initially, this experience came in the specific asset class of commodities and only as an active
speculative investor. At first, our knowledge of the equity and fixed income markets was mostly gained
from books and MBA classes. However, over time the practical experience in researching, trading, and
investing in equities and fixed income assets has grown our knowledge base through various jobs and
new start-up companies. Practical knowledge across asset classes is somewhat unique and is a reason
that our multi-asset strategies combining both equities and fixed income assets have been and can
continue to be successful.
The following content of this paper explains our reasoning for why an active strategy is the best
investment strategy using our wide knowledge and skill base.
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THE GOOD – ACTIVE MANAGEMENT
The four structural things you need to be a good active manager:
AUM under $10 billion
A one percent position in a $10 billion strategy results in a $100 million position size. A $100 million
position is sizable. However, through a good trading process, an active manager can get in to and out of
a position of this size. Fixed Income positions of this size could cause a bit more of a liquidity issue.
A good example is a great bond that we bought for our strategy last week. There is only one bond
available for this corporate issuer that has a maturity of less than seven years. The bond issued has only
$250mm outstanding. We could buy a full allocation easily, but any asset manager with $10 billion or
more in assets would have had significant difficulty if they even considered the investment at all.
Investment markets are relatively efficient. So, the ability to take a full position on an investment idea
that is mispriced is a huge advantage to us and other small asset managers. Of course, the asset
manager also needs to have a clear and disciplined strategy. However, the small asset manager has an
advantage by keeping assets at a manageable level while executing their strategy.
Invest only when you see advantage
Over-diversification happens when the asset manager becomes too large to take full positions in
mispriced securities. Asset managers will move from good securities to placeholder securities that they
consider safe until the money can be reallocated to better ideas down the road. Over time, portfolios
will include more and more of these securities until at some point the manager’s returns will look more
like a closet index. The result is that if fees are high enough the manager may no longer beat the
market.
Limit the Cooks in the Kitchen
Charlie Munger points out 25 psychology-based biases in his writings on the Psychology of Human
Misjudgment. Add more people to any investment team and it gets harder to make effective
investment decisions. Since everyone looks at the market with their own bias, when you add more
investors to the team, there can be many different opinions. Ray Dalio at Bridgewater has talked about
this extensively. Since his firm has spent a lot of time focusing and refining staff additions and
retention surrounding the investment process, they have been able to maintain generating alpha for
$150 billion of AUM. Others, such as Appaloosa Management, handle this by keeping team size and
AUM relative low with AUM at $7 billion. The more complex the interactions between team members
the more of a chance to miss opportunities and/or miss risks from orphaned positions.
Pick one thing and do it really, really well
Our culture breeds the desire to be better than everyone else. In the markets, this desire to be a hero
generally comes out as boastful strategy suggestions (i.e. “I know that the 10yr bond will be at 3% in a
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year”). Strategists for the larger asset managers and from sell side brokerages release their macro
recommendations that they suggest investors should follow for any given time period. There are many
things going on in the world at any given time and the ability to prognosticate the future is a low
probability practice. How many strategists have suggested cash or not buying equities in the past five
years? Too many, and sadly, many of these same folks completely missed the 2008 financial crisis, as
well.
We suggest that active managers don’t need to necessarily predict the S&P 500 level at the end of the
year or UST 10-year yield in two years. They simply need to know the risk return dynamics of each
security added or subtracted to the portfolio and how each fits into the investment category in which
they invest.
Here is a list of the largest public asset managers in the world that are listed in the United States.

Our suggestion to investors that have less than $100 million is that they be very skeptical of investing
with these firms. This could be separate accounts or in a fund type structure. You could be giving away
your biggest advantage in generating strong returns and managing the risk of your portfolio.
Each firm on the list and strategy that they manage should be taken on a case by case basis. However,
if a consultant/advisor strictly uses one of these firms fund group, that could be a big red flag. Also,
don’t simply rely on fund assets under management. Asset managers will use a single investment team
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for funds and separate accounts and then disperse investment ideas across all of the accounts. This can
lead to performance issues as assets grow across the entire strategy.
At Gripman, we build portfolios from the bottom up. We understand how macro forces could affect
returns on those securities over time; either good or bad. We also understand that the risk of a
portfolio comes down to the risk of its individual securities and ultimately not just the correlations
between those investments. While our capital allocation strategy limits the volatility of the portfolio,
our security selection drives our ability to generate returns above the long-term benchmark.

THE BAD - INDEXING
Indexing has grown rapidly over the past several years. The chart below shows the fall in active
management AUM over 2016, with most of this money being shifted into passive management ETFs.

The biggest problem with an index strategy is that you own everything. Yes, when things are going
well you may own the Amazon’s and the Tesla’s. However, these growth investments can be very
speculative and your portfolio can see some major damage if the market hits an economic slowdown
(as in 2008) or the market stops paying too high a price for expected growth (as in 2000). Since you are
more likely to own speculative positions and have companies that will eventually go bankrupt, it is very
hard to manage your risk when indexing.
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The ability to use fundamental analysis to isolate and avoid potential forced selling due to liquidity
issues is key. Also, avoiding investments that are clearly overvalued and don’t leave a clear margin of
error is just as important. We periodically pull components from our market indexes every month to
test for this overvaluation. This month we pulled ten new equity securities and found that one security
appeared attractive, four appeared about fair and five looked to be rich. If your index was made up of
these ten securities then your potential investment return looks grim.
Indexing makes sense for larger clients like pension funds, large endowments, and insurance companies
as they can save a good amount of money in fees. However, these clients are realizing that paying 2%
and 20% to hedge funds is a bad idea. The big shift over the past several years is that the large asset
managers have embraced this change. The top five have taken an active step in promoting indexing in
order to grow their AUM (shown in chart below). In effect, this has assured their strategic advantage as
more assets allows them to lower fees further compared to industry peers.

Since there has been more advertising around these strategies, more consultants/advisors are
recommending using indexing. However, for clients below $100-500 million in assets, this just does not
make sense. Your total cost is not just the price you pay for investment services, but also your
opportunity costs, as well.
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The chart below uses 2016 as an example of comparing an indexing strategy to the Gripman Absolute
Balanced Multi Asset Strategy. The index components are built from three funds: BIV, BSV and IWD
with 70% of the portfolio in bonds and 30% in value based stocks. The fees and returns are totaled in
the Total Indexing column. Lastly, the fees and performance of the indexing strategy is compared to
the Gripman active strategy.

For 2016, you would have paid an extra 63bp in fees to get an extra 359bp of performance. It is true that
2016 was a great year for active management as we started the year with plenty of cheap securities and
volatility. However, if your manager is able to add value like this over time, the compounding effects
far outweigh the extra management fee. In order to achieve this, you need to choose the right active
managers.
Since Gripman focuses on cash flow yield, this allows us to compare and allocate capital between the
equity and fixed income sleeves of the portfolio and gives a more accurate measure of longer term
expected return of the portfolio. We can spend more of our time analyzing companies and looking for
attractive longer-term investments than trying to capture the price momentum or more speculative
names in the equity space.
Indexing has a place to be used for investment management, especially for a larger portfolio. However,
an investor needs to understand that asset management firms are currently pushing these products not
for value that they can provide for smaller investors, but for the ability it provides them to continue to
grow their own AUM. To quote Warren Buffett, “Price is what you pay, value is what you get.” If
Warren indexed from 1964 until 2016, he would have returned 12,717%. Instead, he was an excellent
active investor with a return of 1,972,595%.
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THE UGLY – SAFETY OF INVESTMENT CAPITAL
Madoff - the word has almost become synonymous with the word Ponzi in today’s culture. Mr. Bernard
L Madoff defrauded his clients by taking advantage of the custodian banks who held the client’s money.
Westport National Bank was one of the banks that took in Madoff’s clients’ funds and accepted client
assets. They had a one-man custodial department that did not confirm account assets and accepted
pricing from Madoff’s firm.
The first question an investor should ask is who the investment manager uses to custody investment
assets. It is important to know if your money is safe from fraud. It is a big red flag if you hire a firm that
self-custodies assets. We, at Gripman, use Pershing as a custodian for client assets. Pershing is the
largest and safest place to keep your assets as the public owner of Pershing is BNY Mellon. BNY Mellon
is required to keep extra capital under the Systemically Important Bank regulations.
Another question an investor should ask is who prices securities for a client’s account. Pershing also
prices our client securities on a daily basis. We cannot affect performance due to marking the value of
your assets to values we choose.
When you invest with Gripman, your investment capital is safely held and valued by Pershing. You get
the benefits of active management with a smaller asset management company. In addition, you
maintain the safety of keeping your account custodian as Pershing.

SUMMARY
At Gripman, we are committed to providing our clients with investment strategies that focus on value,
stability and growth. These strategies can be particularly useful during volatile and uncertain times. We
work with clients, such as advisors, that want to outsource a portion of their investment management
duties to us. We also work with private individuals that may have lower risk tolerances for assorted
reasons, such as an approaching retirement or due to taking on more risk as an entrepreneur. We also
work with institutional investors that want help investing a portion of their insurance assets or a
pension mandate. We want to be the firm you turn to that will be focused on providing a great
performing, lower risk actively managed multi-asset strategy.

Before investing you should carefully consider the investment objectives, risks, charges and expenses.
Absolute value investing is subject to the risk that the market will not recognize a security’s inherent value for a long time or at all. In addition, during some
periods (which may be extensive) value investment generally may be out of favor in the markets. Therefore, the Fund is most suitable for long-term investors who
are willing to hold their shares for extended periods of time thorough market fluctuations and the accompanying changes in share prices. The fund may invest in
smaller, less seasoned companies which may present greater opportunities for growth but also may involve greater risks than customarily are associated with
more established companies. Up to 10% of the fund’s holdings may be invested in high yield bonds, which are debt securities rated below investment grade, that
are speculative, involve greater risks, and are more volatile and tend to be less liquid than investment-grade securities. Up to 10% of the Fund’s investments may
be in distressed bonds, which may involve a high degree of credit risk, price volatility and liquidity risk. These instruments typically are unrated, lower-rated, in
default or close to default. Valuing such instruments may be difficult and the Fund could lose all of its investment. Any investments in Mortgage-backed securities
include the risks associated with direct ownership of real estate; there can be no assurance that mortgage-backed securities will make payments of principal and
interest at the times or in the amounts scheduled.
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