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A CLEAR FRAMEWORK FOR JUDGING AN INVESTMENT APPROACH

e A portfolio should be built on sound reasoning, not salesmanship, headlines,

or unnecessary complexity.
e This guide outlines the trade-offs investors are often asked to accept without realizing it,
and how to recognize them.

RED FLAGS WORTH PAYING ATTENTION TO
A sound investment approach should be understandable, consistent, and grounded in

clear reasoning.

When it’s not, the signs tend to show up in ways that are easy to overlook in the moment.
e Your advisor cannot clearly explain how your portfolio is built, or why it’s built that way
e There is always a new idea, but no consistent philosophy behind it

e Fees are hard to understand, or easy to ignore

e Complexity keeps increasing, but clarity does not

e Decisions seem tied to market headlines rather than a defined process

Most investors get used to this over time. That doesn’t make it right.

The answers to these questions should be clear, consistent, and easy to understand.

If they’re not, that usually tells you something.

e How are you paid, and what incentives are available to you?

e What triggers incentives?

e Why is this portfolio built this way, and what is it trying to achieve?

e How much of this approach depends on forecasts or personal opinion?

e How do costs factor into decisions, and where do they show up?

o What is expected to happen when markets decline, and how should | respond?

A reasonable answer should be clear enough to understand, and clear enough to repeat back
later. If it only makes sense in the room, it may not be as solid as it sounds.
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Most investment strategies don’t fail because markets misbehave. They fail because of how
they’re built, and the decisions that sit underneath them. They fail because they are not built on
the expectation that markets will misbehave.

INCENTIVES SHAPE DECISIONS

e Portfolios are often influenced by product availability, compensation structures, or the need
to demonstrate ongoing activity.

e Misaligned incentives tend to show up in the results.

e Poor structure leads to more moving parts, more changes, and more explanations for why
those changes were necessary.

COMPLEXITY CREATES THE ILLUSION OF CONTROL
e More holdings, more strategies, more adjustments. It can look sophisticated.

But complexity does not reduce risk on its own.
e In some cases, it makes it harder to understand what you actually own and how it behaves.

A portfolio should not be exciting or unnecessarily intricate.

ACTIVITY REPLACES DISCIPLINE
When there isn’t a clear framework, every market movement feels like something that should
be acted on.

That leads to:

e changes that are hard to evaluate

e decisions driven by short-term noise

e and timing that works against the investor more often than it helps

THE RESULT

You end up with a portfolio that:

e s difficult to explain

e changes more than it should

e and depends on decisions that are hard to judge after the fact

That’s not a market problem. It’s a structure problem.

e Low-cost or “free” platforms can be a good fit in some situations.
e They are not neutral. They are designed to work well for the platform, whether the

investor does well or not.

WHAT LOOKS APPEALING
e Low or no visible fees
e Simple onboarding

e Clean user experience
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WHAT IS QUIETLY HANDED BACK TO YOU

e Responsibility for decisions

e No behavioural guardrails when markets are volatile
e No accountability if the plan does not hold

For some investors, that trade-off is perfectly reasonable. The issue is when people don’t realize
they’re making one.

The risk is not the platform. The risk is the gap between what it assumes and what most
investors actually do.

WHAT YOU ARE RESPONSIBLE FOR, WHETHER YOU REALIZE IT OR NOT:

e Deciding when to stay invested

e Knowing when to rebalance, or not

e Managing your reaction to market declines

e Making sure your portfolio actually matches your goals

e Understanding economic, legislative, and tax changes and applying them to your situation

Most investors underestimate how difficult this is to do consistently.

In many cases these platforms are built on the assumption you’ll handle all of this well.
We’ve found that’s a risky premise.

A few things tend to drive outcomes more than anything else. They’re not complicated.
But they’re often ignored.

STRUCTURE

e How a portfolio is built matters more than any individual holding.

e For example, a portfolio that looks diversified on paper may still be heavily exposed to
the same underlying risks. That only becomes obvious when markets move.

DIVERSIFICATION

e True diversification reduces risk in ways that simply owning more does not.

e It’s not about how many investments you hold. It’s about how they behave together, especially
when conditions change. A smartly built portfolio should have natural contradictions.

BEHAVIOUR

e Even a well-built portfolio can fail if the strategy is abandoned at the wrong time.

e A sound strategy isn’t just one that works on paper. It’s one you can stick with when markets
feel uncomfortable. A good advisor will stand between you and a bad decision, when
emotions cloud judgement.
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e You do not need a louder investment strategy. You need one that makes sense,

holds together, and can be followed.
e Most portfolios look reasonable while markets are calm. That’s not when they’re tested.
e If youre not sure whether your current approach holds up under pressure,

it's worth finding out before that matters.

Verecan Capital Management Inc. is a registered portfolio manager in Canada and provides discretionary investment
management services. Verecan Capital Management Inc. is also registered as an Investment Adviser registered with the U.S.
Securities & Exchange Commission.

We are regulated by the securities commissions in the jurisdictions where we operate, and we strictly adhere to the requirements
set forth by the regulatory authorities under which we operate.

Please be advised that past performance is not indicative of future results, and all investments carry risks, including the potential
for loss of principal. Investment services provided by Verecan Capital Management Inc. are available only to clients who have
entered into a formal agreement with the firm. Portfolio Managers are not paid commission, do not receive payment from
vendors, and are invested according to their own risk profiles in the same portfolios as our clients.

Nothing in this communication should be construed as investment advice, a solicitation to buy or sell a particular security, or any
financial product. This information should not be construed as an offering memorandum, prospectus, advertisement, or public
offering. No securities commission or similar regulatory authority has reviewed this information, and any representation contrary
is an offence. The information contained here is believed to be true at the time of publication but is subject to change without
notice and is not guaranteed to be maintained or updated if factors that influence its accuracy change.
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