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Forward-Looking Due Diligence 

The forward-looking due diligence process consists of evaluating the methodologies of 

portfolio managers to gauge how they will perform in the future. Although past performance is 

also reviewed, it does not provide an indication of future performance and is therefore not 

used as a method for assessing future abilities of a portfolio manager. Rather, forward-looking 

due diligence focuses on how well a manager is likely to perform on an ongoing basis.  

Due Diligence of Individual Managers:  This process starts with standard measurement 

systems, such as track record, correlation, and volatility. Then it looks at every manager in the 

program against four filters: 

1. Return Attribution.  From a reverse-engineering standpoint, where have any recent

returns come from?

2. Attribution Persistency.  Will the current performance persist going forward, and, if so,

why?

3. Tail Risk Analysis.  What factors may contribute to potential loss?

4. Portfolio Flexibility.  What changes in strategy, if any, would managers be willing to

make?

Due Diligence of Aggregated Portfolios:  When determining whether any changes are to be 

made to portfolios, additional questions are asked pertaining to the aggregation of managers: 

1. Performance vs. Expectations.  How did portfolios of combined managers, for example,

perform against expectations?

2. Portfolio Optimization.  What changes in allocation percentages, if any, are required to

improve portfolios?

3. Scenario Analysis.  What are possible market scenarios going forward on an immediate

basis? How would current portfolios perform in those markets?

4. Failure Mode and Effect Analysis.  How would different variations of these managers

perform against certain filters (e.g., MAR Ratio)?

All investments and investment strategies have varying degrees of risk including the possibility  

of principal investment loss. Readers of the above information should not consider this as a  

solicitation of any specific investment or investment strategy and no offer or sale of anything  

should be construed. The above information is educational in nature and no reader should  

consider it specific individualized investment advice. Readers should always contact their  

financial, legal, and/or tax advisers before making any investment decisions.  
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