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Commentary
A Performance Fee or not? That is the Question.
Some investors ask why we have performance fees on our mutual Funds. The simple answer is that the fee aligns the interests of the fund
manager with that of the client. Most people are happy to pay incentive fees to get better results. After the North Ridge earthquake, the
city of Los Angeles offered private contractors an incentive to rebuild critical freeways. A $2mm bonus was awarded for each day the
freeways were rebuilt in less time than the government agency Cal Trans could rebuild the freeways. The freeways were open in record
time.
Our performance fee is similar to the incentive fee used to rebuild the Los Angeles freeways. We do not get a performance fee for
completing the job. We only get a performance fee if we do a better job than the benchmarks. Thus we get paid for adding value.
The performance fee on both the Enhanced Income Fund and Enhanced Growth Fund are calculated relative to benchmarks. The benchmarks selected, most closely match the Funds’ mandates and were approved by the OSC.
We receive a performance fee only when we are outperforming the benchmarks and the outperformance is greater than any previous
outperformance since the Funds’ inception in January 2008. Mathematically, you subtract the NAV of the benchmark from the NAV of the
Fund. To be paid a performance fee, the spread between the NAV’s must be: 1) positive, and 2) greater than any previous outperformance.
The fee is 20% of the new all-time daily outperformance.
Thinking about this logically it is quite difficult for us to receive a performance fee. First we must be beating the benchmark. The majority
of money managers do not beat their benchmarks before fees and fewer managers outperform after fees. Second, the outperformance must
be greater than any previous outperformance since the Funds’ inception. Thus, we have two things we must beat: 1) the benchmark, and 2)
and the
high-water mark.
Some investors have questioned why we can earn a performance fee if the benchmark is down but we are down less than the benchmark.
My simple answer is: who would not have been happy to have been down -10% during the last crash, when the markets declined over
-40%? If we had been down -10% when the indicies were down -40%, we would have collected a significant performance fee on that
+30% outperformance.
However, that +30% outperformance is now the high-water mark. In order to receive future performance fees we need to maintain that
outperformance and add new outperformance vs. the benchmarks. This is a tall task.
Currently, the Enhanced Growth and Enhanced Income Funds are approximately tracking their benchmarks since the Funds’ launch in
January of 2008. However, because the Funds had significant outperformance in early 2008, the Funds are -10% below their high-water
mark. Thus, we have hard work ahead to earn a future performance fee.
- Derek Webb

:
Disclaimer
Investors should carefully review the Fund’s Offering Memorandum, including the risk factors detailed therein under the heading “Risk Factors”, prior to investing in the Fund. The indicated rates of return
are the historical annualized compounded total returns (periods less than 1 year are un-annualized simple returns) including changes in unit value and reinvestment of all distributions and do not take
into account sales, redemption, distribution or optional charges or income taxes payable by any security holder that would have reduced returns. There can be no assurance that the Fund objectives will
be met. The Fund is not guaranteed, its value changes frequently and past performance may not be repeated. The opinions expressed in the commentary are those of the author and do not necessarily
reflect the views and opinions of the Manager or any distributor of the Manager Funds. The views expressed are of a general nature should not be interpreted as investment advice to you in any way.
Please consult a qualified financial advisor before making an investment decision. The portfolio manager/advisor/sub-advisor has a direct interest in the management and performance fees of the Fund,
and may, at any given time, have a direct interest in the Fund itself.
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