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Sample Scatter Graph lllustration
Risk of Loss vs. Returns Scatter Graph
For the Period Ended on XXX W 20XX

REMOVE UNCOMPENSATED RISK
FROM YOUR PORTFOLIO OR

BE IN BREACH OF YOUR
FIDUCIARY DUTIES!

Risk ni"Lp*r* Fs; I1.*tilrns Sn*ttsr:
3,:1"s*l'* E"trdt-ef .ltKTS 33- E*XH.

{s.r1.$h*crtws,&}sr* gss*ssi +r.qLsr n*t/,+ljS&U.4atrrn fl h.oplglEi
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The "Poorly Diversified Portfolio" is deeply into the upper-right
(high-risk, high-return) quadrant. Occasionally, one finds a portfolio
in the lower right-hand corner which is even worse.

Finally, even more rewarding performance risk reduction can be
achieved by removing the uncompensated risk that may still
remain in a portfolio. We often find results further north and west of a

'compliant' portfolio when the portfolio is designed to eliminate
a majority of the uncompensated risk"

* RESTATEMENTOF TRUSTS 3rd VOL. 8 1992

"ln understanding a trustee's duties with respect to the
management of risk, ir ls useful to distinguish between
diversifiable (or "uncompensated") risk and market (or non-
diversifiable) risk that is, in effect, compensated through
pricing in the marketplace. Failure to diversifu on a

reasonable basis in order to reduce uncompensated rrsk rs

ordinorily a violation of both the duty of caution and duties
of c a re o n d sk i I 1. " w w w. p re c isi o nfid u c i a ry, co m / re stat e m e nt/

Take the Diversification Challenge
Where Does Your Portfolio Reside

On The Scatter Chart?

www. precisio nfid ucia rv.com /ch a I len gel

Assistance by email ben@benvcpa.com
Ben Vern azza CPA/PFA TEP emeritus

831-688-6000

/]

lRisk that can be eliminated by adding
I unlike investments is uncompensated
I risk and the objective of diversification
lis to minimize uncompensated risk.*

Scatter charts are a tool that can
greatly facilitate the management of
fiduciary accounts in accordance with
the mandates of Uniform Prudent
lnvestors Act (UPIA) which is based on
the 3rd Restatement of Trusts 1992.
The simplicity of oversight made
possible by scatter charts is
demonstrated by a mere glimpse.

can be

e Scatter Graph is a useful tool that
easily identifies portfolios that contain
more uncompensated risk than their

henchmark and achieved return.

In the above Scatter Graph, the data
point of the "appropriate" benchmark is
represented by the purple diamond. The
red triangle sits on the data point of an
"improperly" diversified portfolio while
the green square sits on the data point
of a "reasonably" diversified portfolio.
The crosshairs centered on the purple
diamond mark the risk and return of the
"benchmark."

The further right a portfolio's risk point
is located anywhere on the graph, the
greater is its risk of incurring loss. The
crosshairs break the scatter plot into
four convenient quadrants. The upper-
left quadrant can appropriately be
called the "prudent quadrant" since
portfolios falling into that quadrant
have exhibited higher returns yet they
have exposed investors to less risk of
loss than the benchmark.

Link to this form : www.precisionfiducia rv.comlscatte r/
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Attachment F

CODE: XRY
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For the 7-Year Period Ended on September 30, 2077
Comparative Rfsk / Return Analysis
or tne r-Yeqr n on mDe ,

t " .Rist< 'fd,
Yeai 

.Ende,d,Septbrn

$C e 
..,....,.,.i,',.....i..

U.Ur.'.'n.U;,...e..0.t17

:!

(u
(u
u

q.)z

!i-

(I,
&
g
.9
c)c

4% 5!n: . .... :,..:.,.: ,. 6
,,, ,,i,,, ,,,,,,',,, ...,. 

:,Aii ililbU.$tat td'a:td,Deviation',',."", '', .',,,.'
8' '/6

lndices & Portfolios:

IiliY:l

B
XRY

Actual
Poitfolio

c
Sample
+ Alpha
,Portfoli

Risk Assets I too.ON 72.0% 72.4%l 72.4%l 72.4%

Risk Reduction Assets 28,0% 27.6% 27.6% 27.6%

corretation I i.ob I r.oo I oilgi I o.sz | 0.87

R-Squared 1.00 1.00 0.94 0.94 o.76

Portfolio Beta to Risk Assets 1.00 0.70 0.69 0.69 0.62

Portfolio Beta to MACRO Allocation Portfolio N/A N/A 0.99 0.99 0.89

Portfolio Alpha to MACRO Portfolio N/A N/A -4.2L% -o.2r% L.90%

Risk/Return,Dato,(Compensoted Risk Meosurements)
Period Return - Gross of Fees L8.95% t3.48% L3.25% L4,OL% L5,L4%

Advisor's Management Fees (Assumed) N/A N/A -A.5A% -t.30% -0.50%

Period Return - Net of Fees L8.59% 1330% L2.75% t2.7L% L4.64%

Standard Deviation 7.66% 5.5L% 5.55% 5.57% 5.59%

Sharpe Ratio 2.2594 2.4098 2.2730 2.4092 (2.824s
Maximum Drawdown 4.t3% 2.BA% 3.290/" 3.29% 2.76%

Largest l-Day Loss -1.55% -t.La% -t.ro% -t.La% -L,48%
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Assess, Confirm and Protect, theTrusted AdvisorWay

The Question:
Are You Looking at "Reasonable Diversification", or a Potential LawSuit?

40% Corporate Bonds?
20% Large Cap Stocks?
15% Mid Cap Stocks?
15o/o Foreign Stocks?
10% Small Cap Stocks?

HAVE YOU REDUCED UNCOMPENSATED RISK?
DOES IT ADD UP? ARE YOU TRULY DIVERSIFIED?

Why lt's lmportant to Know:
lf you or a client serves as a fiduciary responsible for overseeing, directly
or indirectly, an investment portfolio, you can't afford not to know. Failure
to meet fiduciary standards for "prudent and reasonable diversification"
could result in the fiduciaries being held financially accountable.*
We provide sotutions for compliance to also achieve diversification alpha
benefits of higher returns with less volatility.

Take the "Diversification Challenge"

We invite you to take the "Diversification Challenge". With just a few
minutes of your time to complete a simple worksheet, we'll analyze your
portfolio and provide you with a report that will tell you whether your
portfolio meets the fiduciary standards for diversification. Finding out
couldn't be easier, and there's no obligation or cost to you.
) Note: We don't need the total dollar value of the portfolio; we only need each symbol and the % of total portfolio it represents. €

What to Do:

1 . Go to unvw. pJecisionfiduciary. pom/challqnse-worksheet
2. Download the Excel worksheet
3. Follow the instructions
4. Expect results in 2-3 days
5. lt's that easy.

*"ln understanding a trustee's duties with respect to the management of risk, it is useful to distinguish between diversifiable
(or "uncompensated") risk and market (or non-diversifiable) risk that is, in effect, compensated through pricing in the
marketplace. Failure to diversify on a reasonable basis in order to reduce uncompensated risk is ordinarily a violation of
both the duty of caution and duties of care and skill.' RESTATEMENT OF TRUSTS 3rd VOL. 8 1992

,N, PnecrsroN

It \FlnuclARY
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OverWatch Attachment H

rl Fiduciary Liability Exposure Check-up

Are written policies/guidelines in place for the following?.

Investment Management
Initial vetting of financial advisor(s)

I nvestment objective(s)

Return objectives/target return

Target asset allocation (with upper/lower thresholds)

Risk policy (metrics for measuring risk)

Diversification strategy (in accordance with risk policy)

lnvestment constraints (if applicable)

Periodic investigation into other investment options

Tax implications of trust investments

Rebalancing to target asset allocation

Monitoring
Performance reporting and benchmarking returns

Schedule to review investment objectives, time horizon
asset allocation, risk policy and diversification strategy

Annual due diligence on investment advisor(s)

Total fees/commissions and underlying expenses
associated with trust brokerage/advisory accounts

Distributions from trust broker/advisory account(s)

Questionnaire for Trustees, Fiduciaries, Non-Profits, Retirement Plans, Family Investments

Report lD (for internal use): Date:

lnvestment Pollcy
Do you have a written investment policy statement? (lPS)

lf "Yes", when was the IPS last reviewed/updated? Date:

I ves f] ruo

[_J Yes [J No I Don't Know

[J ves [] tlo [J Don't Know

[J Yes Lj No [J Don't Know

I ves f] ruo I Don't Know

ll ves I t'lo I Don't Know

I ves [ ruo I Don't Know

j Yes U tlo [__] Don't Know

I ves [] tlo I Don't Know

fJ Yes I No [J Don't Know

;J Yes [_J t'lo I Don't Know

lJ Yes I No ,ll Don't Know

l_J Yes Lj No : -.1 Don't Know

, I Yes LJ tlo [_J oon't Know

I ves I ruo I Don't Know

I Yes [J ruo [J oon't Know

Take the Diversification Challenge - Receive Your
Com plementa ry Prel imi na ry Assessment

Assistance is available by email ben@benvcpa.com-or call
Ben Vernazza CPNPFS TEP emeritus 831-688-6000
www. p re c i s i o n f i d u ci a ry. co m /c_h a | | e n q q-wo rks h e eU

Li n k to th is form : www. precisio nfiducia rv,com/chec kl isV


