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“In business, there’s
really only three
things that matter:
making it, selling it,
and keeping score”

Professor L. Joe Thomas

Keeping Score
December 31, 2019

Joe Thomas is a tall, thin Midwesterner. He successfully guided thousands of MBA candidates like
me through the bruising parts of financial statistics. At the start of every class, he would glide among
us, offering folksy advice to put us at ease. One of Joe’s best quips appears above.

Professor Thomas reminds us that we often see a fuller picture when we take a step back. Far too
often, our lives are complicated by overthinking.

In this letter we will consider Joe’s idea of “keeping score” as a premise for financial reporting for
successful families. Our busy clients want clarity. Effective reporting can help clients earn higher
investment returns and achieve greater peace of mind.

Part One: Is there daylight among the data?
For successful families, establishing a meaningful reporting process can be challenging. The rise of

big data makes some people feel like they are drowning. Canned reports, technology changes, and
old habits conspire to thwart improvements in keeping score for most investors.
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Families with significant wealth can get distracted when they

evaluate results competitively. First, it’s surprisingly easy to choose the wrong opponent.

Investment results pegged to a benchmark — often with a confusing series of time periods — are

common in most reports. This side-by-side method crowds out alternatives that could be more

personally meaningful than just a running score. For example, how have recent developments

affected the family’s ability to meet future philanthropic plans? How do changes in the portfolio

impact the human capital of children who may inherit wealth? Surprisingly few families define and

track their success against the real challenges that they encounter every day.

Competitive investors would do well to adopt strategies that
give them an edge based on reliable data. Professional
basketball provides an example. The three-point shot was
introduced to the NBA in 1979. But it took about five years
for teams to get to about 2.4 three-point attempts per game.
Nowadays, teams average 29 attempts per game. Why take

so many threes? Because it’s an efficient shot. Vigorous
data collection and analysis changed team perceptions and

Professor Thomas is a basketball fan

eventually changed the game.
Our research tells us that taxable investors can succeed shooting the three. High-quality indexing is

efficient and can add points by lowering costs. Investors can also pick up easy baskets by integrating
their income and transfer tax planning. Robust cash-flow analysis will minimize cash drag. It’s
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possible to win games, and eventually to win championships, by applying information that’s relevant
and adjusting practices to meet the investor’s unique situation.

Going to the symphony

Rather than a box score, an effective financial
report can be compared to a musical score. A
symphony is a complex performance, but the
sheet music describes what the various parts are
doing. Sections of instruments can collaborate
effectively.  Through different movements,
members of the audience can follow the piece
as it develops through stages.

These days, families with assets above $500

million often create private family offices so
that they can consolidate and coordinate their assets into something like an orchestra. Otherwise family
groups forfeit significant time and money when they fail to integrate tax, investment, legal, banking,
risk, and real estate reporting. We believe that all clients deserve concise financial summaries that
make complex activities easier to understand and manage. This type of score keeping helps families

to enhance communication, and improve financial education, from generation to generation.

Symphonies usually have four distinct movements that
identify, explore, and resolve distinct themes. Mozart’s
Symphony No. 40 has been a joy for 230 years. The
ability to sustain family wealth through generations
depends on a similar system to identify, explore, and
resolve financial milestones as a unit. Usually, this
includes a combination of technology on the one hand,
and relationships with trusted partners on the other. One

method is to create periodic reporting reviews that
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emphasize different aspect of the family’s wealth:
liquidity, cash flow, risk, decision-making practices, to name a few. Setting aside meetings for
education across generations is often a priority. In this model, investment returns are reviewed
regularly but not made the focus each time. Members of the family can mutually reinforce good habits,
while addressing shared goals that evolve over time rather than just looking at the most recent results.
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Is your wealth governed by informed decisions?

A survey of 124 family offices revealed surprising reporting practices:

Custom reporting to
the next family
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Source: “Financial Reporting in the Family Office: Elevating the Conversation™ 2012 Family Office Exchange.
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The Payoff

Good reporting has many benefits. With effective practices, family

members can communicate with advisors and work together better. A

forward-looking process can be more profitable than merely tracking

backward-looking results. Risk can be reduced through preparation

and regular updates.

In our daily work for clients, the knack for technical details sets us

apart. Families hire O.F.O. for our unique expertise in going through

the numbers. But we are here to make complex details simple for the

benefit of our member families. Like Professor Thomas noted, we

want to employ good reporting practices so that our clients can

conduct the game — or the symphony — with clarity.

In January, O.F.O. Partners will proudly assemble an annual Family

Communicate
Chronicle
Evaluate
Inform
Narrate
Picture
Record
Summarize

Update

Valuable Reporting

Almanac for our clients. This Almanac is both a repository of vital information and a planning

document. It contains a concise but comprehensive plain English guide to your family’s entities.

Please let us know if you would like to review a sample copy of the Family Almanac. Best wishes for

the start of the new decade,

- Christian Connolly, Ezra Levine, Doug Moon & Karen Sugar
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Part Two: The decade behind us and the decade ahead of us

The entire decade of the 2010°s was generally favorable to investors — especially those in the U.S.
With a rocky start following the Global Financial Crisis, markets of all types were supported by
declining interest rates, low inflation, rising corporate profitability, and rising employment.

With our theme of keeping score, it’s worth highlighting proven practices to consider at the start of
the year. After a quick celebratory “huh-rah” (for past success), take the time to return to your
process (for future success). Rebalancing positions toward agreed-upon targets is a good start. It’s
also useful to evaluate credit conditions and rates - whether you are a borrower, or an investor in
income-producing assets. An assessment of the new tax rules may reveal changes that affect you in
surprising ways. This is true both for the 2017 Tax Cuts and Jobs Act and the newly passed Secure
Act that took effect with December’s budget deal. Last, look closely at changes that have
accumulated slowly during the market’s rise. We wrote about this topic in our last quarterly letter
(see Sailing Along, Part One: Ship of Theseus). For now, we will illustrate the point by looking at

how different the 2000’s were, in comparison to the 2010’s, across several equity markets.

Enthusiasm shifts...and will likely shift again
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As of 06/30/2019. Source: GMO

Finally, to usher in the new year, we decided to reflect on market-moving changes that emerged
during the 2010’s that we believe will continue to influence the coming decade. You can find the
PDF-version of this piece by clicking here.
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https://www.ofopartners.com/articles/wp-content/uploads/2020/01/Sailing-Along-OFO-Partners-Letter-Q3-2019.pdf
https://www.ofopartners.com/articles/wp-content/uploads/2020/01/Markets-on-the-Move_Disclosure.pdf

Part Three: Now Hear This

Here are a few of the articles and sounds tied to the questions we pondered this quarter.

Making Decisions with Data. Invest like the Best podcast.

This is an interview with Jeff Ma, the M.L.T. poker player and data analyst made famous in the book “Bringing
Down the House”.

How Measuring the Wrong Thing Drives Immoral Behavior. Coffee & Junk Blog.

Charles Goodheart’s law reminds us that when a measure becomes a target, it ceases to be a good measure.

Metrics Don’t “Run” Without Targets. The Key Performance Indicator Library.

This short article provides a simple review of effective target-setting.

The Three-point Boom is Far From Over. The Ringer Sports Blog.

This is an in-depth look at the NBA’s move towards integrating big data into on-court decisions.

The 2010s — The Decade of the Family/private Investment Office. Family Capital Blog.

Here’s a summary of the growth in influence of family offices during the past decade.

Important Information

This material is copyright 2019 by O.F.O. Partners. The information provided is for educational and informational purposes only and does not constitute investment advice
and it should not be relied on as such. It should not be considered a solicitation to buy or an offer to sell a security. It does not take into account any investor's particular
investment objectives, strategies, tax status or investment horizon. You should consult your attorney or tax advisor.

All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the current accuracy,
reliability or completeness of, nor liability for, decisions based on such information and it should not be relied on as such.

O.F.O. Partners, LLC (“OFO Partners”) is a registered investment advisor. Advisory services are only offered to clients or prospective clients where OFO Partners and its
representatives are properly licensed or exempt from licensure.

For additional information, please visit our website at www.ofopartners.com.

For current OFO Partners information, please visit www.adviserinfo.sec.gov by searching with OFO Partners’ CRD #297424.
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