
Your guide to prudent investment management



Who is a Fiduciary?

According to investorwords.com, a

fiduciary is “An individual, corporation

or association holding assets for

another party, often with the legal

authority and duty to make decisions

regarding financial matters on behalf

of the other party.”



c h a r t i n g  a  c o u r s e

Today, the pursuit of financial goals is more complex than

ever. A seemingly endless stream of new investment products

and markets can make the task appear daunting — at the

same time that they open up new opportunities for those

with the knowledge, the experience, and the discipline to

make the right decisions.

As a fiduciary, you have the responsibility to manage

the investment process — rather than make the individual

investment decisions. One of your most important manage-

ment decisions is the choice of an investment advisor — 

a trustworthy and capable professional who will make the

investment decisions and see that they are in keeping with

the clearly defined financial goals of your organization.

As investment advisors, we bring a wealth of 

knowledge and skills to your investment needs. Just as

important, we understand your fiduciary responsibility.

You can be assured that our team of professionals applies

years of combined experience to evaluating your organization’s

investment profile. We will collaborate with you in developing

a written Investment Policy Statement that reflects your 

organization’s goals. We will make investment decisions

that implement the written policy and its objectives. We

will always stay in close communication with you, to keep

you aware of investment performance and any changes to

the composition of your investment portfolio.

Our diligence — day after day, year after year — will

give you confidence in the course that we chart together.
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THE PRUDENT INVESTMENT PROCESS1

The potential for superior investment returns is a

result of developing a prudent investment process

and adhering to it.The prudent process for fiduciaries

incorporates the elements of modern investment

management theory and the legal elements of fiduciary

conduct. It is based on a hierarchy of decisions that

is fundamental to the process.

Hierarchy of Decisions1

Most Important

Least Important

What is the length of time that the portfolio can

be committed to a specific investment policy?

What asset classes will be considered 

for investing?

How much of the portfolio will be invested 

in each asset class?

Within each specific asset class, what strategies 

or styles will be used?

Which managers or mutual funds will be selected

to manage each specific strategy or style?



Clarifying and carrying out
your objectives

a n  e y e  t o  y o u r  d e s t i n a t i o n

Your responsibility as a fiduciary is the general

supervision and oversight of your organization’s

assets. It is a responsibility that involves five key tasks1:

• Determining the portfolio’s mission and objectives

• Choosing an appropriate asset allocation strategy

• Establishing explicit written investment policies 
consistent with the objectives

• Selecting investment managers to implement the 
investment policy

• Monitoring investment results

In light of your fiduciary responsibility, your 

choice of an investment advisor should be very carefully

weighed.You need one whose strong understanding of

investing is complemented by a strong understanding of

your fiduciary responsibilities.

A relationship with our organization can make an

appreciable difference in the accomplishment of your

responsibilities and your objectives.With us, you are

assured that investment decisions are always made in 

consideration of your organization’s goals.That’s because

we adhere to a clearly defined process that reflects and

reinforces your management process.

First, we conduct a thorough review of your 

organization’s needs.We examine your financial goals,

their order of importance, and the timeframes in which

you are seeking to accomplish them.Working with these

facts, we then create a customized asset allocation strategy

— tailored to your risk-and-reward requirements, from

conservative and short-term to aggressive and long-term.

Based on that initial step in the process, we then

collaborate with you in preparing a written Investment

Policy Statement.The importance of this document

should not be underestimated. It must be clearly written

and comprehensive.After all, it provides the guidelines

for structuring the portfolio … and it is the yardstick

against which results will be measured.

Once the Investment Policy Statement is completed,

we create the portfolio.This includes the selection of money

managers (“prudent experts”) — including mutual funds

— to make the investment decisions consistent with the

written document.

The portfolio is structured in keeping with the

asset allocation strategy that was agreed upon at the 

initial step of the process.Asset allocation is not about

getting a little exposure to every type of investment.

Rather, it’s a strategy that provides the right proportions

of the right asset classes, based on your organization’s

risk/reward requirements and investment timelines. It

builds on the unique advantages of each major asset 

category — stocks, bonds, cash — to pursue the short-,

mid-, and long-term objectives.

We monitor the performance of your investments

and report to you on a regular basis.

1Source: Procedural Prudence for Fiduciaries, Trone,Allbright, and Taylor
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Stocks, Bonds,T-bills, and Inflation 1926-2006

This chart shows how $1.00 invested in 1925 in various types of investments
would have grown over time. It is for illustrative purposes only and is not
indicative of the past or future performance of any of the portfolios illustrated in
this booklet. Past performance is no guarantee of future results.

In return for their greater growth potential, stocks are more volatile than other
types of investments. Small-cap stocks have historically been more volatile than
large-cap stocks. Government bonds are long-term U.S. government bonds with
maturities of 10 years or longer. Unlike stocks, government bonds are guaranteed
by the U.S. government if held to maturity. Inflation is represented here by the
Consumer Price Index, an index of the cost of goods and services to the typical
consumer. Indexes are unmanaged. Investments cannot be made in an index.

Source: Small Company Stocks — represented by the fifth capitalization quintile
of stocks on the NYSE for 1926-1981 and the performance of the Dimensional
Fund Advisors, Inc. (DFA) U.S. 9-10 Small Company Portfolio thereafter; Large
Company Stocks — Standard & Poor’s 500®, which is an unmanaged group of
securities and considered to be representative of the stock market in general;
Government Bonds — 20-year U.S. Government Bond;Treasury Bills — 30-day
U.S.Treasury Bill; Inflation — Consumer Price Index.

Source: Stocks, Bonds, Bills and Inflation® 2006 Yearbook ©2006 Ibbotson
Associates. Based on copyrighted works by Ibbotson and Sinquefield. All rights
reserved. Used with permission.

STOCKS HAVE CLEARLY OUTPERFORMED OTHER TYPES OF INVESTMENTS OVER TIME

■ Small Company Stocks ($15,922) ■ Treasury Bills ($19)
■ Large Company Stocks ($3,077) ■ Inflation ($11)
■ Government Bonds ($72)



Creating a customized portfolio
with asset allocation

T h e  r i g h t  t o o l s  f o r  t h e  j o u r n e y

Asset allocation is a disciplined investment process

with the goal of creating an “optimal portfolio.”

Study after study has revealed asset allocation to be the best

strategy for reducing risk and optimizing return potential.

It is based on Modern Portfolio Theory, which has pro-

foundly shaped how institutional portfolios are managed.

Modern Portfolio Theory

In 1952, Harry Markowitz wrote a paper entitled “Portfolio

Selection,” which was published in the Journal of Finance.

Despite its unassuming title, this was the introduction 

of “Modern Portfolio Theory” (MPT) — which proved

so significant that, in 1990, it earned Nobel Prizes in

Economics for Markowitz and two of his fellow researchers.

What MPT did was quantify the benefits of diversi-

fying a portfolio. Rather than measuring the volatility of

an investment in isolation, it measured the risk level of 

an entire portfolio.The research demonstrated that, by

combining investments that do not rise and fall in 

lockstep during the same economic environment, the

overall portfolio risk level can be decreased and the

return potential can be increased.

Modern Portfolio Theory:Transforming Trust Investing

In the world of trust investing, MPT has had a transform-

ative effect.The Uniform Prudent Investor Act (UPIA),

which is founded primarily on MPT, was introduced in

1995, and became the standard for trust investing.Today,

the majority of states have adopted it.

UPIA was designed to replace the “prudent man rule,”

which dated back to the early 1800s in Massachusetts. It

placed heavy emphasis on preserving capital and, through

the first half of the 1900s, trust investments consisted

mainly of long-term government and corporate bonds.

By the middle of the century, as Markowitz was doing

the groundwork on MPT, fiduciaries came to recognize

the risk that inflation held for bond portfolios, so they

slowly began to diversify trust accounts by introducing

equities for higher return potential.

Years later, the UPIA introduced reforms intended

to bring to trust beneficiaries all of the efficiencies, enhanced

returns, and investment-management practices resulting

from MPT. UPIA makes five fundamental changes to

most trust-investment statutes:

1. It makes clear that the standard of prudence applies 
to the portfolio as a whole.

2. It makes clear that there is a trade-off between risk
and return, and a portfolio that is appropriate for
one person or trust is not necessarily appropriate
for another.

3. It makes clear that diversification is inherent in 
prudent investment.

4. It eliminates all “per se” prohibitions on types 
of investments. No investment is intrinsically
imprudent or unacceptable.

5. It abolishes the rule forbidding delegation.A trustee
can engage third parties to provide services to the
trust and rely upon their expertise.

The thinking reflected in these changes has applica-

tion far beyond the trust arena — in fact, anywhere that

people are determined to institute and follow a prudent

investment process.
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■ U.S. Large- and 
Mid-Cap Stocks

■ Foreign Stocks
■ U.S. Investment Grade,

High Yield, Foreign 
Bonds

Seeks to provide current
income with the opportunity
for modest capital growth

Income 
Portfolio

Conservative 
Growth Portfolio

Moderate 
Growth Portfolio

Growth 
Portfolio

Aggressive 
Growth Portfolio

■ U.S. Large- and 
Mid-Cap Stocks

■ U.S. Small-Cap Stocks
■nForeign Stocks
■ U.S. Investment Grade,

High Yield, Foreign 
Bonds

Seeks to provide current
income with the opportunity
for capital growth

■ U.S. Large- and 
Mid-Cap Stocks

■ U.S. Small-Cap Stocks
■ Foreign Stocks
■ U.S. Investment Grade,

High Yield, Foreign 
Bonds

Seeks to provide long-term
growth of capital with a mod-
erate level of current income

■ U.S. Large- and 
Mid-Cap Stocks

■ U.S. Small-Cap Stocks
■ Foreign Stocks
■ U.S. Investment Grade,

High Yield, Foreign 
Bonds

Seeks long-term capital
growth and a limited level 
of current income

■ U.S. Large- and 
Mid-Cap Stocks

■ U.S. Small-Cap Stocks
■ Foreign Stocks
■ U.S. Investment Grade,

High Yield, Foreign 
Bonds

Seeks to provide aggressive
growth of capital, predomi-
nantly through domestic and
international stocks

PORTFOLIOS TAILORED TO YOUR ORGANIZATION’S INVESTMENT TIMEFRAME AND RISK TOLERANCE



Asset allocation and mutual funds …
the final layer of diversification

s t a y i n g  t h e  c o u r s e

Once we have determined the appropriate asset 

allocation strategy for your investment goals and

timelines, we create your portfolio from a selection of

competitive, quality mutual funds.

We subject the funds to an intensive due diligence

process. Only those funds whose philosophy and past

performance2 meet our high standards will be considered.

Any fund selected for your asset allocation portfolio will

be continually monitored to assure that its objective and

style remain consistent.

Mutual funds are a practical, convenient, and creative

management tool.They automatically provide wide

diversification within a given asset class.Their professional

management teams bring an additional desired level of

investment skills to your organization’s portfolio. Mutual

funds provide efficient access to highly specific and complex

areas of the domestic and international equities markets,

as well as government, corporate, and municipal fixed-

income securities. Because mutual funds provide access to

specific areas of the market, we are able to create whatever

investment combination is necessary to help meet the goals

specified in your written Investment Policy Statement.

Mutual funds offer another attractive advantage:

liquidity.3 Once we allocate your assets into a portfolio

composed of mutual funds, we carefully monitor its 

performance and can readily adjust its allocations to be

more responsive to market conditions or your changing

needs. Rebalancing your portfolio can be achieved more

easily with mutual funds than with individual securities,

because of the daily liquidity of mutual funds.

Your portfolio will be customized to reflect the

diverse timelines and investment goals of your

organization. It will be allocated across a number 

of asset classes appropriate to your organization’s

investment-risk profile.The portfolios shown here —

while they are examples only — illustrate various

kinds of diversification that customized portfolios

may have.

International investing involves special risks including currency risk, increased
volatility of foreign securities, political risks, and differences in auditing and other
financial standards. Small-cap stocks have historically experienced greater volatility
than average.

High yield, lower-rated securities generally entail greater market, credit and liquidi-
ty risks than investment grade securities and may include higher volatility and
higher risk of default.

Mutual funds are subject to risks and fluctuate in value.

Neither asset allocation nor diversification assure a profit or protect against loss.

2 Past performance is no guarantee of future results.
3 Redemption is at the then current net asset value which may be more or less 
than the original cost.
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m a i n t a i n i n g  t h e  d i r e c t i o n

As investment advisors, we make sure that everything 

we do — from our initial meeting to our asset allocation

decisions — is designed to help you fulfill your fiduciary

obligations and your organization pursue its financial 

goals appropriately.

As a fiduciary, you need to know exactly how well

your organization’s portfolio is progressing toward those

goals. Through regular communications, we make sure that

you are well-informed.

On an established schedule, we provide you with

statements on the asset allocation and performance of the

portfolio. On a regular basis, we review with you the written

Investment Policy Statement, to assure that your portfolio 

is carrying out its objectives and to make any adjustments

to the policy or portfolio that may be warranted. And, of

course, on a daily basis, the lines of communication are

always open. You are always welcome to call us to discuss

any questions or concerns you have about your account.

Underlying our relationship is the confidence that our 

disciplined style of asset allocation ensures that your portfolio’s

risk profile is proportionate to the potential it offers.

If you would like to know more about how you can

put our resources and experience to work in pursuing your

organization’s financial goals, we invite you to call us today.

We will provide you with prospectuses that

will include the funds' investment objectives,

risks, charges, and expenses. Information

about these and other important subjects is 

in the funds' prospectuses, which you should

read carefully before investing.



Not FDIC Insured •   May Lose Value • No Bank Guarantee



Federated Securities Corp. is the distributor of the Federated Funds.
G28001-01 (4/07)


