
Investment vehicles are appropriate for the
portfolio size.

Practice A-3.3

The primary focus of this Practice is the implementation of the investment strategy
with appropriate investment vehicles.

It is important for the Investment Advisor to be familiar with the universe of invest-
ment options (mutual funds, ETFs, and separate account managers to illustrate the
more common investment vehicles), for no one implementation structure is right for
all occasions.

There are numerous factors that should be considered in the selection of an investment
vehicle, including:

• Ease of liquidity
• Minimum required investment
• The degree to which the investment is diversified
• Ease in meeting asset allocation and rebalancing guidelines
• Ability to perform the appropriate due diligence
• Flexibility in adjusting fees for growing or larger portfolios
• Ability to fund with assets-in-kind
• Built-in (phantom) tax issues
• Tax efficiency – ability to manage the tax consequences of low-basis

and/or restricted stock
• Degree of portfolio transparency
• Whether portfolio and performance information is audited
• Degree of regulatory oversight
• Ability to give investment direction to the portfolio manager
• Deductibility of management fees
• Cost

Investment Advisors also should be able to demonstrate that they thoughtfully consid-
ered whether to implement passive versus active investment strategies. This duty is
related to the Investment Advisor’s responsibilities to (1) act as a prudent expert, and
(2) control and account for investment expenses.

CRITERIA

3.3.1 Decisions regarding passive
and active investment strategies
are documented and appropriately
implemented.

3.3.2 Decisions regarding the use
of separately managed and
commingled accounts, such as
mutual funds and unit trusts, are
documented and appropriately
implemented.

3.3.3 Regulated investment options
are selected over unregulated
options when comparable risk
and return characteristics are
projected.

3.3.4 Investment options that are
covered by readily available data
sources are selected over similar
alternatives for which limited
coverage is available.

3.3.5 In the case of wrap or
sub-accounts, the portfolio’s
return is comparable to the
returns received by institutional
clients in the same investment
strategy.
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There is a process to periodically review the
organization’s effectiveness in meeting its fiduciary
responsibilities.

Practice A-4.6

CRITERIA

4.6.1 Operational effectiveness is
periodically reviewed to foster
continued improvement.

4.6.2 Assessments are conducted
at planned intervals to determine
whether (a) appropriate policies
and procedures are in place to
address all fiduciary obligations,
and (b) such policies and proce-
dures are effectively implemented
and maintained, and (c) the IPS
is up-to-date.

4.6.3 Assessments are documented,
conducted in a manner that
ensures objectivity and impartiality,
and results are reviewed for
reasonableness.
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Fiduciary duties generally are presented as distinct obligations substantiated through
law and regulation. Many of the duties are accompanied by documentation and
review obligations. As a practical matter, a comprehensive framework is needed to
ensure that all applicable fiduciary practices are fully and effectively addressed on an
ongoing basis. A planned approach to conduct periodic reviews provides such a
framework.

Given that internal and external reviews and assessments are well-recognized tools to
evaluate risks and ensure the effectiveness of policies and procedures, further weight
is added to the need to establish a formal overall review process (as is provided by an
assessment program).

Finally, it is important to recognize that the trend in law and regulation is towards
greater formality in: (1) policies and procedures and (2) processes to ensure that the
policies and procedures are effective.

Suggested Procedure

There are three levels of fiduciary reviews or assessments. These levels are analogous
to the levels used in auditing for conformity to accounting and ISO standards.

Level 1 is a self-assessment. This is analogous to an internal audit. Every fiduciary
organization (including the Advisor’s firm) should periodically conduct a formal
review of its own policies, procedures and activities to determine the extent to which
they fulfill the practices presented in this handbook.

Level 2 is a consultant’s (or related party) assessment. A Level 2 assessment is
conducted by an outside, independent analyst engaged to systematically evaluate a
fiduciary organization’s fiduciary practices. The analyst will also generally provide
assistance to the assessed entity in correcting any shortfalls. An Advisor with training
and experience in the areas of fiduciary responsibility and fiduciary assessments may
choose to provide Level 2 assessments for other fiduciary organizations.

Level 3 is an independent assessment. Analysts who conduct independent assess-
ments must not be affiliated or have other business relationships with the assessed
entity. Like independent financial audits, Level 3 fiduciary assessments may be con-
ducted to demonstrate that an organization has undergone a rigorous and objective
process to determine its conformity to set standards.

Under the Pension Protection Act of 2006 (PPA), the practices of plan sponsors and
fiduciary advisers who are party to eligible investment advice arrangements (EIAA)
will be examined as part of the required annual independent audit of the EIAA.
Advisors who provide advisory services to ERISA plans and who serve as fiduciary
advisers should take special note of this audit provision in the PPA.




