FI 360 National Conference
May 2009 Denali Fiduciary Management, Inc.

Observation #1

- Albert Einstein
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Observation #2

- Warren Buffett
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An Examination of “Prudent Expertise”

1at obstacles can we expect to
‘encounter in addressing the problem?
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gave birth to the problem.

that a thought process, as a subject
r, is distinct from who we are as
dividuals?

It contains the seeds of the solution to any
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Buffett's Statement
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Moment for Pause

g with that you saw
d would spend some
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ost recent

ake a mistake, we become,

ely speaking, reluctant (fearful) in
xercising the judgment necessary to make
the next decision.
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The Neurobiology of Information Processing

gotten their

ence, we process information
every time that same experience or
ated experience occurs.

Denali Fiduciary Management, Inc.




The Neurobiology of Information Processing

atic Stress Disorder. Repetitive related
li invoke a similar (neurobiological) response
as generated the last time the stimuli was
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allow for new input that
g information processing
ample: EMDR Therapy)
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Applicability to the Fiduciary Space

vould use in the
e of a like character and

prudent expert rule, the fiduciary must
prudent as the average expert, not the
erage person.
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d in the subject
relevant professional

written assessment of all risks short
an be reasonably anticipated that could
inment of the goal?

erage, reasonably intelligent, reasonably
ced person would do in a given set of

2
S{A°&ake a closer look at all 4 examples.
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rudence: [s It Exemplified By A Quality
Cautiousness Demonstrated By One’s Information

d guessing the

or Morningstar
ough for me. If they weren't
ods for portfolio management, |
ange mine.

out efficient frontier planning using historical

et allocation correlations after the tech bubble in

2000. | just didn’t believe it was prudent to assume that
the numbers from the bubble period should count. |
wanted to be more conservative than th¥ga fiduciary Management, inc.




d do was urge ee’s to be
diversified.

oncerns about the bubble into writing and
d every client | thought it prudent that they
amine their risk tolerance — yet again and get back
e if they thought that they needed to make
anges to their portfolio.
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9] 0) aeratio
Relevant Factors One Would Expect A Person To Examine In Their
Process Of Decision Making When That Person Is Educated In The

I made no changes in client
decision was nothing more than an

ng that the financial sector of the S&P had the
est direct risk to the real estate market. | eliminated
Il indexed positions and established short positions in the
2levant ETFs for all client accounts.
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Prudence: Is It Exemplified By A Rigorous Consideration Of All The

Relevant Factors One Would Expect A Person To Examine In Their

Process Of Decision Making When That Person Is Educated In The

Subject Matter And Has Many Years of Relevant Professional
Experience In Those Same Matters?

eds of all clients. We
e storm unless they had
e coming 5 years. We said we

we can to take advantage of low equity
5 during the downturn.

Ve got on the phone and talked to every client
- about the bubble. 1urged them to call me if they
got scared or if they decided to be moreccatdiay sHenent, inc.




Prudence: Is It A Consideration Of All Risks Which
Can Be Reasonably Anticipated That Could
Result In Non-attainment Of The Goal?

et and decided to
ge for planning purposes. |
ents in clients accounts.

dexed positions and focused on
allocations to value managers. | thought that
duce portfolio volatility. We also eliminated any
ds that had even neutral weighting to financials or real
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Is It A Consideration Of All Risks Which
Can Be Reasonably Anticipated That Could
Result In Non-attainment Of The Goal?

Prudence:

llocations and call me so we

aid get out of the market on the Today
got scared and went to cash in many client
ounts. We knew then that this was going to get
ad. We increased allocations to gold for most

ients.

told all clients to buy gold, gave them athghendgmanagement, inc.

: Knowledgeable
Person Would Do In A en Set O

Circumstances?

) 3 €
rned. | figured
e downturn by dollar
down. It was painful but we did

hing I could get my hands on. | talked with
dvisors. Some talked about the buying opportunity
was coming from buying at the bottom. That
asonated and so we let cash build in all accounts.
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Is It What The Average Experienced
rofessional Would Do In A Given Set Of

Circumstances?

oncerned when
incerned when it is too

c s into being more

a few listened. | gave them aclear
ge their course of action. Some took
. What else could | do?

ed the surveys in the industry rags and thought

e fear of a collapse seemed over blown. We are

osed to be long-term investors. Like Warren Buffett,

believe this is the best, most productive country on
e th

h Denali Fiduciary Mahagement, Inc.

asurement for prudence?
-

’s think we are paid.
get better at this?
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ally matters?

-
g banks, risk mgt departments,
, the Fed, the Treasury all experts?

ere is something about expertise we ought to
e more closely.
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Why Do We Call Something So
Ambiguous —a “Standard”.

be if the
ne st andard aren’t

settled for this?
investment fiduciaries define this?
f not, who did? When? Why?
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Challenges to Enhancing
A Prudent Expert Standard of Care

that individually and
ave learned not to trust our

e same time, fear is not an effective
- framework for prudent decision making.
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Challenges to Enhancing
A Prudent Expert Standard of Care

ance of thought,
action) is non-linear.

e implications of this
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Challenges to Enhancing
A Prudent Expert Standard of Care

nation,
y changes that lead

ing a static thought process into a
mic one isn’t easy. This will take a concerted
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Final Offering

d by scenes that engage
s which would otherwise lay
nd form the character of the hero

- Abigail Adams,
Wife of John Adams, and
Mother of John Quincy Adams
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Thank You!

206 463 6700
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