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Acquisitions and Consolidations
in Consulting Create Landmines

Rick Rodgers

Vice President

Investment consulting firms are often engaged
for their independence, expertise, experience,
and innovative solutions. However, the
consulting industry itself is not immune to
change, with acquisition and consolidation
becoming increasingly common. While these
mergers can seem like strategic moves on the
surface, they often create a host of challenges
and potential pitfalls, like hidden landmines. This
warrants more exploration of the complexities
and consequences of acquisitions and
consolidations in the consulting world and how
these maneuvers can create landmines for firms
and their clients.

The investment consulting industry has seen a
significant uptick in mergers and acquisitions in

Frank Cornett, CFP®

Vice President

recent years. Large aggregator advisory firms,
insurance brokerages, and wire houses have
been acquiring independent advisory firms at
an unprecedented rate. Some of the acquiring
firms are backed by private equity investors
and the multiples paid to the acquired firms
have been substantial. The primary drivers
behind these consolidation efforts include
gaining a competitive edge, accessing new
markets, acquiring specialized expertise,
achieving economies of scale, and, most notably,
monetizing the relationships with the acquired
firms’ clients.

Monetization is generally achieved through
cross-selling additional products and services.
Ancillary services include wealth management

Continued on Page 2
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and advisor-managed accounts, with some advisory practices creating
proprietary investment offerings to be recommended to clients. This
developing trend to aggressively monetize client relationships runs
completely contradictory to the purpose and mission of independent
advisors. Historically there was a distinct difference between broker
advisors that sell proprietary products and independent advisors that
make objective, conflict-free recommendations to their clients. While
strategic intentions to grow revenue might appear sound, the execution
of mergers is far from seamless, particularly when this kind of selling-
what-you-recommend conflicts of interest are in play.

Landmine 1: Cultural Clash

One of the most prominent landmines in consulting acquisitions is the
clash of organizational cultures. Each consulting firm has its unique
values and way of doing business. When two firms with distinct cultures
merge, it can create significant friction within the newly combined entity.
Consultants accustomed to one firm’s approach may find it challenging to
adapt to the practices of the other. For example, many of these acquired
firms built their business and reputation based upon a commitment to
remain independent, objective, and conflict-free, but the pressure to
cross-sell proprietary products and services creates an unfamiliar dynamic
for the acquired firms. This cultural clash can lead to a decline in employee
morale, decreased productivity, and even an exodus of talent.

Cultural misalignment also impacts clients. They may have chosen a
consulting firm based on the compatibility of values and work ethic.
When a merger disrupts this synergy, clients may question their continued
engagement with the firm.

Landmine 2: Dilution of Expertise

Consulting firms often pride themselves on their niche expertise and
specialized knowledge. When firms consolidate, there is a risk of diluting
this expertise. The newly formed entity may become a “jack-of-all-trades
but a master of none.” Consultants who were once subject matter experts
in their specific areas may now find themselves working on projects far
outside their comfort zone.

This dilution of expertise can have dire consequences for clients who
rely on consulting firms for their deep knowledge and insight. They may
receive advice and solutions that lack the depth and nuance that they once
enjoyed, ultimately diminishing the value of the consulting relationship.

Landmine 3: Client Confusion

Mergers and acquisitions can be perplexing for clients. When a consulting
firm they have worked with for years suddenly merges with another, clients
may find themselves navigating an uncertain landscape. The profitability
of these acquisitions will be dependent upon the ability to leverage new
revenue streams through proprietary products and services, something
many of the acquired firms’ clients were never presented with in the past.
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Questions about how the merger will affect objectivity, project timelines,
billing structures, and the availability of key consultants often follow.

Clients may feel caught in the crossfire of competition between consulting
firms. The newly formed entity may prioritize its own interests to monetize
the relationship over those of its clients, leading to conflicts of interest and
a lack of transparency. This can erode trust and leave clients feeling like they
are walking through a host of potential pitfalls. This can also create liability
for retirement plan clients, as there has been an increase in fiduciary breach
lawsuits alleging self-dealing and conflicts of interest with advisory firms
engaged in recommending proprietary investment products.

Landmine 4: Integration Challenges

The process of integrating two consulting firms is complex and fraught
with challenges. It involves aligning technology and systems, merging
databases, harmonizing project management processes, and reconciling
financial systems, among other tasks. These integration efforts are often
time-consuming and resource-intensive, diverting valuable resources
from effectively serving clients.

The distractions caused by integration can lead to project delays,
miscommunications, and operational inefficiency. Consultants may
struggle to access the information and tools they need to deliver quality
work, further jeopardizing client relationships. In some cases, clients may
become unwilling participants in the integration process, forced to adapt
to new systems and processes that may disrupt their own operations.

Landmine 5: Talent Drain

A key asset for consulting firms is their people. Consultants bring their
knowledge, experience, and relationships with clients to the table. Many of
these top consultants may feel uncomfortable recommending that retired
participants roll over their accounts from an institutional retirement plan
to aretail IRA with the advisory firm. Others may reject the notion of cross-
selling proprietary investment products over independent, objective
investment recommendations. During a merger, the new demands of
the acquiring firm, with uncertainty and instability, can trigger an exodus
of top talent. Consultants who are uncomfortable with the changes
or see limited career opportunities in the new organization may seek
employment elsewhere.

This talent drain can be detrimental to both the acquiring and acquired
firms. The loss of experienced consultants can weaken capabilities and
hinder the ability to deliver on client commitments. Clients may also lose
trust in a firm that appears to be hemorrhaging talent.

To successfully navigate the minefield of acquisitions and consolidations,
advisory clients should consider the cultural integration of an acquired firm
and pay meticulous attention to the motives of the acquiring organization.
Many of these mergers have diluted the distinction between broker
advisors and independent advisors, moving to arrangements fraught with
higher fees, conflicts of interest, and the potential for increased liability
for clients. Given the recently settled and outstanding litigation related
to cross-selling, it seems imprudent for advisory clients to engage in
practices that may increase liability.

Innovest is different. We are committed to serving as a steward to our
clients — advocating on their behalf and always delivering objective,
conflict-free advice. We have not engaged in the distribution of proprietary
investment products or advisor managed accounts, nor will we. We see
these practices as being in direct conflict with our commitment to serving
the best interests of our clients.



The Case for Mid Cap Equities

Brett Minnick, CFA

Vice President Senior Analyst

Mid-cap equities, like middle children, can often be overlooked. It
is easy to be captivated by large-cap equities, with their impressive
scale or an up-and-coming small-cap tech company that is slated to
be the next big thing, but nestled between these two extremes are
mid-cap companies. With market capitalizations ranging from $2
Billion to $10 Billion, mid-cap companies inhabit a sweet spot in the
market, balancing growth potential and security.

Mid-cap equities include components of both small- and large-cap
stocks. Small-cap equities can be unpredictable and volatile and
large-cap equities may have already experienced most of their
exponential growth. Mid-cap companies often offer a more balanced
approach, with the opportunity for considerable growth along with
better stability. In many instances, mid-cap companies are more
than just a good idea. Many have a demonstrated history that they
can prosper through various market conditions in their respective
industries, providing investors with desirable returns.

Rapid growth and expansion are common traits of mid-cap companies;
new ideas and products are generated and tested leading to market
expansion and brand recognition. This growth potential can lead
to significant capital appreciation over time, especially if these
companies transition into large caps. Apple, Amazon, Alphabet, and
many other well-known large companies were once mid-cap stocks.
Successful companies can experience significant growth over time,
moving from mid- to large-cap status as their businesses expand and
market capitalizations increase. Investing during the mid-cap phase
can yield substantial returns if they continue to innovate and grow.

Another benefit of investing in mid-cap equities is that they
typically trade at lower valuation multiples compared to large-cap
equities. Investors can participate in companies with strong growth
opportunities and avoid paying the premium valuations that typically
accompany investing in large companies. For example, the price-
to-earnings ratio for the Russell Mid Cap Index was 17.99 as of
8/31/2023, whereas the Russell 1000 index had a price-to-earnings
ratio of 21.92.

Diversification benefits are another compelling reason to include
mid-cap equities in an investment portfolio. A well-balanced and
diversified portfolio allocates risk in a variety of ways, including
across various asset classes and market capitalizations. Adding
mid-cap equities to a portfolio of large- and small-cap equities can
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Sydney Aeschlimann

mitigate unsystematic risks pertaining to company size and certain
sectors of the economy.

Market cycles are dynamic, and what has been performing well
recently may not continue to do so. For many years, the markets
have favored large technology stocks like Apple and Alphabet.
The S&P 500 Index, which holds the 500 largest publicly-traded
companies in the U.S., including the large technology names, has
become incredibly concentrated. As of mid-August, the largest ten
stocks in the index have accounted for around 90% of its year-to-
date return in 2023. Investors looking to truly diversify their assets
from a size and sector perspective might consider the addition of
mid-cap equities to diversify some concentration risk away from the
large-cap markets.

When it comes to performance, mid-cap equities have demonstrated
their superiority over longer time periods. The Russell Mid Cap Index
has outperformed large and small cap equities in a majority of the
10-year rolling time periods in the past 20 years as well as the 20-
year return.

Mid-cap equities are often overlooked, but it is this underestimation
that can make them a great opportunity. They can play a pivotal
role for long-term investors, offering growth, diversification, and
valuation benefits. Rather than likening mid-cap equities to middle
children, consider them more akin to the middle finger. While it
might seem unremarkable at first glance, it can make a significant
impact when employed effectively.

120 Months 120 Months 120 Months 120 Months 120 Months 120 Months Dec-2002

Ending
Dec-2017

Ending
Dec-2016

Ending
Dec-2015

Ending
Dec-2014

Ending
Dec-2013

Ending To
Dec-2012 Dec-2022

Large Cap Equity

Russell 1000 Index 12.37 16.54 14.01 13.54 13.28 8.59 7.08 7.40 7.96 7.78 7.52 9.56
Mid Cap Equity

Russell Midcap Index 10.96 14.91 1241 13.19 14.03 9.11 7.86 8.00 9.56 10.22 10.65 10.53
Small Cap Equity

Russell 2000 Index 9.01 13.23 11.20 11.83 11.97 8.71 7.07 6.80 7.77 9.07 972 9.01

Mutal fund, ETF, and alternative investment returns are reported net of fees, unless otherwise stated, and are provided by the product manager. Numbers in parentheses represent the percentile rank of a return as compared to a

universe of funds using similar investment strategies.Returns for periods longer than one year are annualized.
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Nonprofit Spotlight: Augustine Institute

Innovest provides Investment advice to many nonprofit organizations.
This quarter, we are excited to feature the Augustine Institute.

The Augustine Institute, located in Denver, Colorado, helps Catholics
understand, live, and share their faith. Jonathan Reyes founded the
institution in 2006 with Tim Gray, the current President, as an answer
to Pope Saint John Paul II’s call for the New Evangelization at the
1993 World Youth Day in Denver, Colorado. The New Evangelization
calls for all Catholics to evangelize and deepen their faith.

Toanswerthis call, the Augustine Institute is a leading Catholic graduate
school of theology. Since its founding, the institution has expanded
with the goal of giving Catholics the resources to understand their

faith. The Augustine Institute acquired Lighthouse Catholic Media just
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ten years after their founding. In addition to offering graduate level
courses, the Augustine Institute operates an online streaming service
that creates award winning films called FORMED, produces books
and audio talks, runs a digital prayer app called Amen, and writes
curriculum for Catholic formation and sacramental preparation. All
these efforts have been established to accomplish the Augustine
Institute’s mission: to witness to the truth — intellectually, spiritually,
and pastorally.

To get involved with the Augustine Institute’s mission, you
can access their resources at www.augustineinstitute.org. In
addition, join thousands by either giving monthly or joining their
mission in prayer.




How Quantitative Challenges Shape Investment
Evaluation: A Comprehensive Approach to

Due Diligence

Peter Girard
Manager

Most investment offerings inevitably encounter quantitative challenges
at some point in their lifecycle. Quantitative issues within the realm
of investment due diligence encompass all measurable aspects that
might signal problems from an investment management perspective.
These issues should not immediately trigger alarm but rather serve as
prompts for the crucial question: Why? This answer often comes from
a blend of quantitative and qualitative concerns. Quantitative analysis,
in isolation, provides only a monochromatic glimpse, like sketching
in black and white. A more robust analysis adopts a dual-pronged
approach, combining qualitative and quantitative due diligence,
which we believe brings deeper comprehension of cause-and-effect
dynamics within our industry.

Asset Base

The asset base of a fund, sometimes referred to as assets under
management (AUM), can fluctuate due to various factors, including
market conditions, organizational or management matters, or
prevailing headlines. Examining asset flow across different timeframes
offers a more detailed narrative and indicates whether concerns
are immediate or longer term in nature. Given the current level of
available capital, we primarily inquire about each fund’s ability to
adhere to its investment process. Our research communicates any
looming concern as soon as it becomes apparent that the asset level
might affect our client’s investment. Significant inflows or outflows can
disrupt investment management, whether due to capital constraints,
liquidity issues, or a scarcity of viable investment opportunities for the
manager to deploy capital.

Performance

We consider investment performance in isolation as, at most,
something that gets us interested in the fund. We do not let short-
term successes or failures overly influence our judgment of quality.
Consistent with our “process over prediction” philosophy, we initially
evaluate performance over 3- and 5-year periods, which we believe
offers a more tempered assessment. We also scrutinize performance
across multiple calendar years and rolling 3-year periods. The 3-year
performance metric in particular helps smooth out any abrupt
changes observed in annual performance. We compare a fund’s
performance both against its benchmark and its peers to ensure the
most comprehensive assessment possible.

This multi-timeframe analysis promotes objectivity. While our
evaluation process may seem extensive, it’s merely our starting point.
Underperformance is not necessarily indicative of poor portfolio

management. Instead, it prompts us to investigate the “why” and

determine the best course of action within our client’s best interest.
We never want to discourage portfolio managers from adhering to
their investment process.

Consider a portfolio management team with a rigorous buy-and-hold
process that undertakes extensive due diligence, adding only a few
new companies to their equity portfolio over many years. They may
experience significant drawdowns if their holdings don’t include a
given year’s hottest stocks. However, if the fund consistently executes
its investment process over longer periods, generating excess returns
over the benchmark, we should not harshly judge the team for
adhering to their investment philosophy, even if it doesn’t align with
short-term trends.

Fees

Management fees ultimately impact client portfolios and opting for
funds with lower fees means more money remains in the client’s
account. We compare a fund’s management fee to its peers to inform
our clients about that fee relative to the broader universe comparable
investments. When a management fee exceeds 30% of the average fee
among peers, we consider it a minor concern and communicate this to
our clients, ensuring they are aware of potential cost savings through
alternative offerings.

Asset base, performance, and fees are all critical metrics, but our
evaluation goes beyond these purely quantitative factors. We
understand that investment management is not merely about
numbers, but also strategy, philosophy, and adaptability. Our approach
emphasizes process over prediction and encourages us to ask the vital
question of “why” when confronted with challenges.

Ultimately, our goal is to act in the best interests of our clients.
We aim to provide them with a well-informed, responsible, and
nuanced perspective on their investments. This approach allows us to
confidently navigate the complexities of the financial landscape and
support our clients in achieving their financial goals.
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Employee Spotlight: Gordon Tewell

Where is your hometown?
| was born in Colorado Springs, Colorado.
Tell us something unique about you.

My first job was as a wrangler at a dude

ranch outside of Colorado Springs.

What do you like best about working at

Innovest?

| truly appreciate the development of
Innovest’s Mission and Values over time.
Particularly our commitment to our
clients, our unwavering client service
and to adding value to our clients unique
needs. | feel that we add value for every

client | work with.
How do you give back to the community?

My wife and | spend lots of time

volunteering a Foothills Animal Shelter.
Foothills is an open admission facility
serving Jefferson County. We also spend

time at our local Y.
What are your hobbies and interests?

My wife and | both cycle, still human
powered, not electric yet. We typically
spend at least one week a year touring
a different part of the US on our bicycles
and have spent many weeks cycling in
France and Italy. | enjoy cooking and home
remodeling; I've never been able to spark

my wife’s interest in those hobbies.
Tell us about your family.

I’'m married to my wonderful wife Deb and
have family scattered across Colorado,

mainly my two older sisters and nephews.
What is your favorite dessert?

Even though | was born in Colorado and
the relationship between the states is

shaky, | really like Texas Sheet Cake.
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Around the Firm

Promotions & Team Updates

We are thrilled to share the latest updates and achievements within
the Innovest family. Join us in extending a warm welcome to our
newest Analyst Assistant, lan Gilbert, who graduated from Minot
State University Summa Cum Laude with a degree in Finance. lan will
assist Innovest’s Retirement Plan Team.

We are delighted to announce Peter Girard's well-deserved
progression to Manager. John Brock has risen to the role of Senior
Analyst, while Christine Attai, Anna Berdahl, Kristin Grayner, Matt
Popish, Jean-Marie Willis, Matt Foster, and Natalie Miller have
advanced to the position of Analyst. Their commitment to our
clients, team, and mission of stewardship is commendable.

the
received

In addition, we want to acknowledge outstanding

accomplishments of our colleagues who Innovest's
esteemed annual awards. Eileen Pohs' dedication secured her the
Annual Service to Others Award, Rick Rodgers was distinguished with
the William Fender Mentorship Award, Joanne Cinalli received the

212 Degree Award, and Kathy Lalone accepted the Founder’s Award.

Austin Cleveland, Cheryl Wilks, and Marisa Joseph earned the Service
to Others award for October, November, and December 2023 for
their dedication to their fellow employees.

Awards & Publications

Innovest was named a "Best Place to Work" by Pensions &
Investments, earning this achievement for the ninth time in ten
years. This is a testament to the collective efforts and dedication of
our hardworking team members and reflects

our ongoing

commitment to fostering a positive and supportive work

environment.

This quarter, several publications showcased Innovest professionals.
Analyst Assistant Austin Cleveland's thoughts on fixed income
functions was highlighted in Citywire.com's Due Diligence Report.
Principal Troy Jensen and Vice President Kyli Soto's piece, "Should
They Stay or Should They Go?" was published by 401K Specialist. Vice
President Brett Minnick and Lead Senior Analyst Sydney Aeschlimann
contributed "The Case for Mid-Cap Equities," featured in Financial
Advisor Magazine. Vice President Paul D'Alessandro's insights on
disaster preparedness were shared by NonprofitPRO. Principal Sloan
Smith explored the topic of cash returns in Family Office Magazine's
Autumn edition. Finally, Principal Troy Jensen's article, "Is it Time to
Retire the 'Normal' Retirement Age," was published by TEXPERS.

Service

On Colorado Gives Day, Innovest finished in 2nd place in the
Corporate Challenge. A special thanks to our dedicated employees!

Because service is the cornerstone of our culture, Innovest
employees volunteered at Project C.U.R.E.'s Denver Distribution
Center, amplifying the impact of sending donated medical supplies to

developing countries.

In addition, all Innovest employees participated in the annual Joy
Drive for the Little Flower Assistance Center contributing much-
needed supplies for families in Aurora, Montbello, and Green Valley
Ranch. Finally, Innovest employees assisted families in finding gifts at
the Denver Santa Claus Shop, supporting the nonprofit's mission, "A
Toy for Every Girl & Boy."

Conferences, Speaking, Events, & Sponsorships

In November, Innovest hosted the Arizona Defined Contribution
Conference (AZ/DC) in Scottsdale, Arizona. This conference offers
networking opportunities for Arizona public plan professionals and a
forum for the exchange of industry knowledge and expertise.

Innovest Principals Troy Jensen and Jared Martin took the stage at
the 2023 Colorado Government Finance Officers Association
(CGFOA) Annual Conference in Breckenridge, Colorado to give a
presentation titled "Back to the Future? Monetizing Retirement Plan
Participants.”

At the NAGDCA Conference in Seattle, WA, Innovest Principal, Paul
Nacario, skillfully moderated a roundtable discussion, and Innovest
President, Principal, and Co-Founder, Wendy Dominguez, showcased
her expertise as a panelist in the Solutions to Fiduciary Challenges
discussion.

Innovest proudly sponsored the Colorado Professional Firefighter
Foundation L900 Golf Tournament in September, helping the
organization surpass last year's fundraising goal by an impressive
$10,000. The CPFF Foundation provides crucial support to Colorado
firefighters, their families, and communities.

In alignment with our focus on education, Innovest also sponsored
the Focus on Finance Gala with Economic Literacy Colorado (ELC).
ELC empowers students with crucial life skills focusing on economic
and personal finances and equips teachers with the tools and
knowledge to teach these concepts in schools. Additionally, ELC
offers hands-on opportunities for students to explore careers in the

financial industry.
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Building Relationships that
Produce Results

VINNOVEST

At Innovest Portfolio Solutions, we are more than an investment firm. We are thoughtful stewards responsible for
our clients, professionals and community.
Colorado ¢ Arizona e California ® Florida | www.innovestinc.com | 303.694.1900

Unless explicitly stated to the contrary, the material herein is not intended to provide and should not be relied on for investment advice. Under no circumstances does Innovest ever provide tax, accounting, or legal advice.

The statistical analysis contained herein was prepared by Innovest Portfolio Solutions LLC and may contain data provided by Investment Metrics, LLC, Thomson Reuters Lipper, Morningstar, Inc., and other sources. These materials
may also include information, returns, and valuations that were compiled, computed or created by Standard & Poor’s Financial Services LLC, MSCI Inc., and other sources. These materials and the information that they contain are
intended solely for the use of the intended recipient(s). They may not be reproduced or distributed without written consent.

Reasonable care has been taken to ensure the accuracy of the computer software, databases, and information described in the preceding paragraph. Innovest assumes no responsibility for the accuracy of these computer software,
databases or information. All are provided on an “as is” basis and the user assumes all risk related to using it. There is no guarantee of accuracy, adequacy, or completeness. All entities identified in this disclaimer hereby expressly
disclaim any and all express or implied warranties. None of these entities, nor any affiliate or other person involved in compiling, computing, or creating this information, may be held liable for damages of any type or any other
costs or fees related to any person’s use of the data.

Returns included in these materials may represent mutual funds share classes or vehicles other than those in which clients are or may be invested. Typically, any differences are the result of efforts to present the longest track
record of the investment strategies

Assumptions, opinions, and forecasts herein constitute Innovest’s judgment and are subject to change without notice. Past performance is no guarantee of future results. The investment products discussed are not insured by the
FDIC and involve investment risk including the possible loss of all principal.

Innovest is an independent Registered Investment Adviser registered with the Securities and Exchange Commission. Copyright 2019 by Innovest Portfolio Solutions LLC Inc
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