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DENNI'S, G rcuit Judge:

The Laborers National Pension Fund (Fund) filed suit against
American National Bank and Trust Conpany of Chicago (ANB) for
damages because of breach of fiduciary duties as the Fund' s
i nvest ment manager under the Enpl oynent Retirenent |ncone Security
Act of 1974 (ERISA), 29 U S.C. 8§ 1001 et seq. After a bench
trial, the district court determned that ANB s purchase of
i nterest-only nortgage-backed securities (10s) was not a prudent
i nvest ment and rendered a noney judgnent for the Fund agai nst ANB.
We reverse and render judgnent for ANB.

Factual and Procedural Background

The Fund was established in 1968 to provide retirenent incone
for | aborers enployed in several southern and central states. It
is governed by a volunteer Board of Trustees (Trustees) who
represent contributing enployers and union officials. From1971 to
1994, the Fund hired ANB as one of several investnent nanagers
responsible for handling its $1 billion portfolio. The Fund’s
portfolio has two types of accounts: fixed-inconme (bonds and
nort gage- backed securities) and equity (stocks). I n Septenber
1991, ANB invested $11 million of the Fund's fixed-incone account

in10s. ANB sold the 1Cs at a loss for $4.2 million in Septenber



1992. Despite this loss, the portion of the Fund s total portfolio
(fixed-income and equity) managed by ANB experienced a positive
return of 6 percent for calendar year 1992, generati ng
approxi mately $18 nillion.?

I nterest-only nortgage-backed securities (10s) were created in
the late 1980s. An O is a right to receive a portion of the
interest only from paynents on nortgage | oans. Each 10 is paid
fromthe stream of interest paynents nade on nortgage |oans by a
pool of honmeowners. Thus, prepaynent of nortgage | oans by nenbers
of the pool tends to dimnish or extinguish the yield on the
related 1O The rate at which nortgages are paid off increases
nmore than expected if interest rates on nortgage |oans decline
unexpectedl y pronpti ng an unanti ci pat ed hi gher nunber of honeowners
to refinance. G ven these characteristics, 10s can result in
significantly greater price and yield volatility than traditional

debt securities. See A key v. Hyperion 1999 Term Trust, Inc., 98

F.3d 2, 6 (2d Gir. 1996), cert. denied, 117 S. O. 2433 (1997). In

addi tion, however, | Os can serve as a hedge to prevent significant
| osses in value due to interest rate changes because | Gs generally
increase as interest rates rise and nortgage-backed securities

generally decline as interest rates rise. 1d. at 3-4.

'n 1991, six investnent managers handl ed the Fund’ s assets.
During that year, ANB managed approximately $170 mllion of the
Fund’s fixed-income account and $130 nmillion of the Fund s equity
account. The $11 million IOinvestnment represented 6.5 percent of
the Fund’s fixed-income account nanaged by ANB and 3.7 percent of
the Fund’s total portfolio nmanaged by ANB.
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The Fund and the Trustees sued ANB in 1995 for breach of
fiduciary duties pursuant to ERISA. Following a bench trial, the
district court determned that (1) ANB failed to consider the
Fund’s investnent guidelines or whether 10s would violate the
spirit of the guidelines; (2) ANB's investnent in |I0s was not
consistent with the Fund’'s stated guidelines; and (3) a prudent
i nvest ment nmanager woul d not consi der |1 Os an appropriate i nvest nent
for the Fund in light of the Fund' s guidelines. In its witten
opinion, the district court stated that “[i]t does not nmatter that
ot her investnent consultants in the industry held the opinion that
| s were appropriate for nodern investnent portfolios or that the
portfolio as a whole nmade an adequate return.” Based on a
conclusion that ANB failed to fulfill its fiduciary duties, the
district court awarded the Trustees $7,161,549 in danmges. ANB
filed a notice of appeal, after which the district court entered an
anended final judgnent awarding the Trustees $281,937 for
prej udgnent interest and $398, 384 for attorneys’ fees.

St andards of Review

The district court’s findings and inferences of fact are
reviewed under the <clearly erroneous standard, and its
interpretations and applications of law are reviewed de novo.

Metzler v. Graham 112 F.3d 207, 209 (5'" GCr. 1997); Reich v.

Lancaster, 55 F.3d 1034, 1044-45 (5'" Gr. 1995).

Di scussi on



ERI SA was enacted to regulate enployee benefit plans and
protect the funds invested in such plans. 29 U S.C. 8§ 1302(a).
ERI SA assigns to plan fiduciaries “a nunber of detailed duties and
responsibilities, whi ch i ncl ude ‘“the pr oper managenent ,
adm ni stration, and i nvestnent of [plan] assets, the nai ntenance of
proper records, the disclosure of specified information, and the

avoi dance of <conflicts of interest.’'” Mertens V. Hewi t t

Associ ates, 508 U. S. 248, 251-52, 113 S. C. 2063, 124 L.Ed.2d 161
(1993) (citation omtted).

In ERISA, “[r]ather than explicitly enunerating all of the
powers and duties of trustees and other fiduciaries, Congress
i nvoked the common |aw of trusts to define the general scope of

their authority and responsibility.”? Central States, Southeast

and Sout hwest Areas Pension Fund v. Central Transport, Inc., 472

U S 559, 570, 105 S. . 2833, 86 L.Ed.2d 447 (1985). The manner
in which trustees and other fiduciaries may exercise their powers,
however, is further defined in the statute through the provision of
strict standards of conduct, also derived from the common | aw of

trusts — nost promnently a standard of loyalty and a standard of

Traditionally, fiduciaries have abided by the common | aw of
trusts which held that the riskiness of each investnent in a
portfolio must be neasured in isolation. Leslie J. Bobo, Comment,
Nontraditional I nvestnents of Fiduciaries: Re-Exam ningthe Prudent
| nvestor Rule, 33 Enory L.J. 1067, 1078 (1984); see also Chase v.
Pevear, 419 N E.2d 1358, 1366 (Mass. 1981) and In re Bank of New
York, 323 N E. 2d 700, 703 (N. Y. 1974) (stating that under common
| aw, trustee nust exercise prudence in making each investnent and
is chargeable with any loss for failing to do so).
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prudence. Id. at 570-71 (citing 29 U S.C. § 1104(a)(1)(A (“a
fiduciary shall discharge his duties with respect to a plan solely
inthe interest of the participants and beneficiaries and for the
excl usi ve purpose of: (i) providing benefits to participants and
their beneficiaries; and (ii) defraying reasonable expenses of
adm nistering the plan”) and 29 U.S.C. 8§ 1104(a)(1)(B) (a fiduciary
must act “with the care, skill, prudence, and diligence under the
circunstances then prevailing that a prudent man acting in a |ike
capacity and famliar with such matters woul d use in the conduct of
an enterprise of a like character and with like ains”)).

In determ ning conpliance with ERI SA's prudent nman standard,
courts objectively assess whether the fiduciary, at the tinme of the
transaction, utilized proper nethods to investigate, evaluate and
structure the investnent; acted in a manner as would others
famliar wth such matters; and exerci sed i ndependent judgnent when

maki ng i nvest nent decisions. Katsaros v. Cody, 744 F.2d 270, 279

(2d Cr.), cert. denied sub nom, 469 U S 1072 (1984).

““TERISA ' s] test of prudence . . . is one of conduct, and not a
test of the result of performance of the investnent. The focus of
the inquiry is how the fiduciary acted in his selection of the
i nvestment, and not whether his investnents succeeded or failed.’”

Donovan v. Cunni ngham 716 F.2d 1455, 1467 (5'" Cir. 1983), cert.

deni ed, 467 U.S. 1251 (1984). Thus, the appropriate inquiry is
“whet her the individual trustees, at the tine they engaged in the

chal | enged transactions, enployed the appropriate nethods to
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investigate the nerits of the investnent and to structure the

i nvestnent . ” Donovan v. WMazzola, 716 F.2d 1226, 1232 (9" Cr

1983), cert. denied, 464 U S. 1040 (1984).

The Secretary of Labor may prescribe such regul ations as he
finds necessary to carry out the provisions of ERISA. 29 U S.C 8§
1135. In 1979 the Secretary prescribed regulations under ERI SA
further defining a fiduciary’s investnent duties. 29 CF.R 8
2550. 404a- 1. In general, the regulations provide that the
fiduciary shall be required to act as a prudent investnent nmanager
under the nodern portfolio theory rather than under the common | aw
of trusts standard which exam ned each investnent with an eye
toward its individual riskiness. Specifically, they state that a
fiduciary s investnent duties under 29 U S. C. § 1104(a)(1)(B) are
satisfied if he has given appropriate consideration to facts he
knows or should knowto be relevant to the particul ar investnent or
i nvestment course of action involved, “including the role the
i nvestment or investnent course of action plays in that portion of

the plan’s investnent portfolio with respect to which the fiduciary

has investnent duties” and has acted accordingly. 29 CF.R 8
2550. 404a-1(b) (1) (i)-(it1). For these purposes, “appropriate
consideration” includes determning that the investnent or

i nvest ment course of action “is reasonably desi gned, as part of the
portfolio (or, where applicable, that portion of the plan portfolio
wWth respect to which the fiduciary has investnent duties), to
further the purposes of the plan, taking into consideration the
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risk of loss and the opportunity for gain (or other return)
associ ated wth the i nvestnent or investnent course of action,” and
consideration of the follow ng factors: “(A) The conposition of the
portfolio with regard to diversification; (B) The liquidity and
current return of the portfolio relative to the anticipated cash
flowrequirenments of the plan; and (C) The projected return of the
portfolio relative to the funding objectives of the plan.” 29
C.F.R 8§ 2550.404a-1(b)(2)(i)-(ii).
In investnments, the term “derivative” refers to “financia

i nstrunments whose performance is derived in whole or in part from
t he performance of an underlying asset (such as a security index of

securities).” See BNA Pension Benefits Report No. 23, at 1046

(Apr. 15, 1996) (citing Departnent of Labor-Conptroller Letter of
Gui dance and Statenent on Derivatives signed by Assistant Labor
Secretary O ena Berg on Mar. 28, 1996). Exanpl es of these
financial instrunments include futures, options, options on futures,
forward contracts, swaps, structured notes and coll ateral nortgage
obligations, and interest-only and principal-only strips. Id.;

David R Levin & Tess J. Ferrera, ERISA Fi duciary Answer Book 7-73,

7-74 (3d ed. 1998). In the Letter of Cuidance and Statenent on
Derivatives, the Departnent of Labor and the Conptroller nade the
foll ow ng statenents:

I nvestnents in derivatives are subject to the
fiduciary responsibility rules in the sane manner as are
any other plan investnents . . . . In determ ni ng whet her
to invest in a particular derivative, plan fiduciaries
are required to engage i n the sane general procedures and
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undertake the sanme type of analysis that they would in

maki ng any other investnent decision. This woul d

i nclude, but not be limted to, a consideration of how

the investnent fits wthin the plan’s i nvestnent policy,

what role the particular derivative plays in the plan’s

portfolio, and the plan’s potential exposure to | osses.
* * %

Plan fiduciaries have a duty to determne the
appropri ate net hodol ogy used to eval uate market risk and
the information which nust be collected to do so. Anong
other things, this would include, where appropriate,
stress simulation nodels showng the projected
performance of the derivatives and of the plan's
portfolio under nmarket conditions. Stress sinmulations
are particularly inportant because assunptions whi ch may
be valid for normal markets may not be valid in abnornma

markets, resulting in significant |osses .
* * %

| nvest nent nmanagers are al so charged with making i nvestnents
in accordance with docunents and instrunents governing the plan
i nsof ar as the plan docunents are consi stent with the provisions of
ERISA. 29 U S. C 8§ 1104(a)(1)(D. The Fund investnent guidelines
in the present case, in pertinent part, provide:

1. | nvestnents are limted to hol di ngs which woul d be
permtted under the prudent man rule as set forth
in the Enployee Retirenment Inconme Security Act of
1974.

* * %

4. Bond investnents shall be limted to Federal or
Federal Agency obligations or corporate bonds of
the first three quality grades (at the tinme of
purchase) as established by one or nore of the
nationally recogni zed bond rating services . .

5. The investnent nmanagers are not authorized to
engage in investnent transactions involving stock
options, short sales, purchases on margin, letter

st ocks, private placenent debt , commuodi ti es,
venture capital. Future investnents in foreign
securities wll not be made without prior
consultation with, and approval by, the Board of
Trust ees .

The parties treated the Pensi on Fund I nvest nent Phil osophy and
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Ceneral Policy on Investnents as part of the plan docunents.

| nvest nent Phi |l osophy, in pertinent part, provides:

The Trustees of the Laborers National Pension Fund,
inorder to protect the interests of the participants and
beneficiaries for the purpose of providing them wth
benefits and defraying the reasonable expenses of
admnistering the Plan, are commtted to protect the
corpus of the Fund, neet the actuarial assunptions, and
conply with applicable Federal and state |laws. [|n order
to acconplish these goals in a prudent manner, the
Trustees believe that the i nvestnents of the Fund nust be

diversified anong gover nnent securities, bonds,
nort gages, common stock, real estate, insurance conpany
contracts, nmoney  mar ket i nstrunents, and ot her
appropriate investnents. Therefore, it wll be the

policy of the Trustees to invest the assets of the Fund
wth care in those vehicles which should preserve the
principal while recognizing the need for incone and
appreciation with a mnimal risk. This policy wll be
carried out by the Trustees in a prudent manner with the
assi stance of reputable professional nobney nanagers,
consul tants, insurance conpanies and banks to nake the
i nvestnments. The performance of these investnents wll
be reviewed at | east quarterly using various eval uation
techni ques that prove reliable and face-to-face
di scussion and revi ew anong the parties .

The

And the CGeneral Policy on Investnents, in pertinent part, states

t hat :

a) It is the intention of the Board of Trustees to
all ow the i nvest nent nmanager full discretion within
the scope of the agreed upon investnent guidelines
and restrictions. The manager’s performance in
nmeeting the Fund' s objectives will be reviewed on a
regul ar periodic basis. Results based on a tota
rate of return (including both realized and

unrealized gains and losses) wll be evaluated
quarterly by a professional service retained by the
Tr ust ees.

* * %

c) All investnent managers will be providing quarterly
reports to the Trustees in the requested format.
The reports include a review of previous actions,
current status of the portfolio, recomendations,
etc. |f changing market or econom c conditions or
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ot her events suggest that a special neeting or
action of the Trustees is necessary it is expected
that the manager will comrunicate with the Trustees
pronmptly rather than waiting for subm ssion of the
schedul ed report.

d) If in the judgnent of the investnent manager strict

adherence to one or nore of the follow ng
i nvest ment gui delines in connection with a specific
transaction is not in the best interests of the
Laborers National Pension Fund or would produce an
undesirable investnent result the nanager shal
consult with the Trustees before proceeding with
t he transacti on.

The district court clearly erred in determning that ANB
failed to consider Fund guidelines before purchasing IGs. During
the period at i ssue, TomPierce was ANB's Director of Fixed | ncone.
Before M. Pierce authorized the purchase of 1G0s in 1991 he and hi s
ANB associ ates consulted the ANB docunents that incorporated the
Fund gui delines, reviewed general literature on I Os and di scussed
the nerits of investing in I0Os with brokers. M. Pierce also
utilized el ectronic Bl oonberg stress simnmulation nodels to project
the performance of 10Gs and the Fund's portfolio under market
condi tions. The Bl oonberg stress sinulation nodels based their
proj ections on the prepaynent histories of various securities based
upon interest rate changes. M. Pierce considered the whole
universe of investnent grade, fixed-incone alternatives and
eval uated the risks and rewards associated with these securities
relative to a Lehman Brot hers Aggregate |ndex.

Not only did M. Pierce consider the risks associated with | Gs

in the context of the goals of the Fund; ANB al so convened an

Account Review Conmttee which net quarterly to review client
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objectives and to ascertain whether ANB s investnent decisions
conplied with these objectives. ANB invested in | Os on behalf of
several pension plans covered by ERI SA and the Account Review
Commttee approved the use of I1Gs in the Fund s fixed-incone
account prior totheir purchase. |In addition, Standard Val uati ons,
the conpany retained by the Trustees to be responsible for
monitoring ANB's conpliance with the Fund gui delines, considered
the 10Oinvestnent perm ssible under the Fund guidelines. 1In fact,
at | east one other investnent nmanager, Lazard Freres, nmade an |0
i nvestment for the Fund under the sane i nvest nent gui del i nes during
the sane period of tine.

As we read the plan docunents and instrunents, ANB s
investnment in 1Gs was not a violation of the i nvestnent guidelines
or their spirit. The docunents and instrunents governing the pl an
must generally be construed in Iight of ERISA s policies, and those
docunents cannot excuse either the trustees or the investnent

managers fromtheir duties under ERISA. Central States, 472 U S.

at 568. In interpreting the provisions of plan docunents and
instrunments such as the investnent guidelines with this view, we

are also guided by the principles of trust |aw Firestone v.

Bruch, 489 U S. 101, 111, 109 S. C. 948, 103 L.Ed.2d 80 (1989)

(citing Central States Sout heast and Sout hwest Areas Pension Fund

v. Central Transport, Inc., 472 U S. 559, 570 (1985)). As they do

wth contractual provisions, courts construe ternms in trust

agreenents w thout deferring to either party's interpretation.
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““The extent of the duties and powers of atrustee is determ ned by
the rules of law that are applicable to the situation, and not the
rules that the trustee or his attorney believes to be applicable,
and by the terns of the trust as the court may interpret them and
not as they may be interpreted by the trustee hinself or by his
attorney.’” Firestone, 489 U S at 112 (citing 3 WIlliam F.

Fratcher, Scott on Trusts 8§ 201, at 221 (1988)). “The terns of

trusts created by witten instrunents are ‘determned by the
provisions of the instrunment as interpreted in light of all the
ci rcunst ances and such other evidence of the intention of the
settlor with respect to the trust as is not inadmssible.’”
Firestone, 489 U S. at 112 (citing Restatenent (Second) of Trusts
8 4, Comment d (1959)). Gving the witten words of the guidelines
their plain neaning within the context of trust |aw principles and
ERI SA policies, we conclude that the guidelines neither expressly
nor inplicitly prohibit investnents in IGs of the first three
quality grades; and that there is no reasonable basis for reading
such a prohibition into the plan docunents.

On the other hand, we find the interpretation of the Fund
guidelines by the district court and the Trustees to be
unreasonabl e under the ordinary neaning of the words of the
docunent and especially so in light of the ERI SA policies and the
principles of trust law. The Investnent Philosophy requires the
Trustees to “protect the interests of the participants and

beneficiaries for the purpose of providing themw th [pension and
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other] benefits . . . protect the corpus of the Fund, neet the
actuarial assunptions, and conply with applicabl e Federal and state
laws . . . diversif[y] [investnents] anobng governnent securities,
bonds, nortgages, commobn stock, real estate, insurance conpany
contracts, noney market instrunents, and other appropriate
investnments . . . [and] invest the assets of the Fund with care in
those vehicles which should preserve the principal while
recogni zing the need for incone and appreciation with a mninm
risk.” The Trustees contend that the |last clause inplies a ban
against |0Os because derivatives involve a risk of |oss of
principal. W do not think that anbi guous cl ause standi ng al one
justifies such an inference. Reading it together with the bal ance
of the Investnent Philosophy and plan docunents, we are certain
that it does not. The clear words of the I nvestnent Phil osophy and
ot her plan docunents require the Trustees to invest in many types
of assets involving the risk of loss of principal, such as common
stocks, real estate, insurance contracts, and noney market
instrunments. |ndeed, the evidence indicates that the Fund s equity
and fixed-income portfolios have |ong contained many investnents
having risk of principal |osses. The goals of the plan are to
provide sufficient growh in assets for the paynent of future
pensi ons and ot her benefits to |arge nunbers of participants and
beneficiaries and to protect the Fund against inflation and
depreci ati on. These objectives dictate an investnent policy of

reasonabl e risk, heal t hy appreci ation and appropriate
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diversification. ERI SA and the federal regul ations |ikew se i npose
prudent fiduciary duties of careful investnents for the sane
pur poses.

The Fund gui del i nes expressly prohibit investnents “invol ving
stock options, short sales, purchases on margin, |etter stocks,
private placenent debt, comobdities [or] venture capital. ”
| Gs are not anbng the prohibited i nvestnents.® The Fund gui del i nes
stated that investnents should be limted to federal agency
obligations or corporate bonds of the first three quality grades.
The 1Gs at issue net this requirenent, as they were rated “AAA’ at
the time of their purchase. Furthernore, the | nvestnent Phil osophy
i ndi cated that investnents shoul d be diversified anong “gover nnent
securities, bonds, nortgages, comon stock, real estate, insurance
conpany contracts, noney market instrunents, and ot her appropriate
investnments.” ANB' s investnent in | Gs was reasonably designed as
part of +the Fund s portfolio to further the purposes of
diversification as a hedge agai nst possi ble interest rate hikes and
consequent declines in values of fixed incone securities.

The Fund’s general policies further provide that investnent

managers are given full discretion to nmake decisions within the

]I'n 1994, the Trustees revised the Fund gui del i nes, adding | Cs
tothe list of prohibited investnents. The Fund’'s counsel advised
that the Fund guidelines should specifically state how nortgage-
backed securities were to be treated. The fact that the Trustees
and the Fund s counsel recogni zed the need to revi se the guidelines
indicates that the guidelines did not prohibit this type of
i nvest mnent when ANB purchased the | Cs.
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scope of the Fund guidelines and that the results of their
i nvest ment deci si ons woul d be eval uated quarterly by a professional
service retained by the Trustees based on a total rate of return.
The Trustees retained Standard Valuations for this purpose. The
general policies also directed ANB to provide quarterly reports to
the Trustees in a requested format review ng previous actions,
current portfolio status, and recomendations. There is no
contention that ANB failed to cooperate with Standard Val uations in
its evaluations or failed to file its own quarterly reports,
properly disclosing detailed information concerning fund
i nvest nents and nanagenent .

The Trustees argue that ANB breached its obligation to consult
wth themprior to the 10 investnent. On the contrary, however,
the Fund guidelines and supporting docunents require investnent
managers to consult with the Trustees and obtain prior approval of
an individual investnent in only two instances: (1) future
investnments in foreign securities; and (2) if in the judgnent of
the investnment manager strict adherence to the guidelines in
connection with a specific transactionis not in the best interests
of the Fund or woul d produce an undesirabl e i nvestnent result. The
Trustees do not contend that the I Gs involved foreign securities.
ANB consi dered the purchase of the small quantity of 10s to be a
prudent investnent within the portfolio designed as a hedge and to
produce a desirable result for the portfolio as a whole.

Therefore, because in the investnent manager’s judgnent the 10
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investnments were in the best interest of the Fund, ANB was not
required to obtain prior approval of those investnents.

In support of its conclusion that 10Gs were inconsistent with
the Fund gui delines, the district court stated: “It does not matter
that ot her investnent consultants in the industry held the opinion
that 1 Cs were appropriate for nodern i nvestnent portfolios or that
the portfolio as a whol e nade an adequate return.” This statenent
indicates that the district court erroneously judged the 10
investnment in isolation under the comon |aw trust standard,
instead of according to the nodern portfolio theory required by
ERI SA policy as expressed by the Secretary’s regul ations. The
district court’s reasoning, which the Fund urges again in its
argunent, is clearly at odds with ERISA and the regulations. A
fiduciary may not discharge his duties in a manner inconsistent

with ERI SA provisions. 29 U S.C 8§ 1104(a)(1)(D); see also G uby

v. Brady, 838 F. Supp. 820, 829 (S.D.N Y. 1993) (“ERI SA section
404(a)(1) (D), 29 U.S.C. 8§ 1104(a)(1)(D), requires fiduciaries to
di scharge their duties in accordance with plan docunents only
“insofar as such docunents and i nstrunents are consistent with the
provisions of [ERISA].’”). Since 1979, investnent nanagers have
been held to the standard of prudence of the nodern portfolio
theory by the Secretary’s regulations. 29 C.F.R § 2550.404a-1,
Bobo, supra, at 1078. In case of a conflict, the provisions of the
ERI SA policies as set forth in the statute and regul ati ons prevail

over those of the Fund guidelines. There is no conflict in the
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present case because the plan docunents do not require that the
prudence of the 10 investnents be judged in isolation, as the
district court and the Trustees suggest. If they did, the plan
docunents and guidelines would be forced to yield to the
regul ations’ requirenent that the i nvest nent be reasonably desi gned
as part of the portfolio to further the purposes of the plan.
Under a proper application of the correct legal principles to
the evidence in the present case, there is not a reasonable basis
for concluding that ANB or M. Pierce acted inprudently or in
violation of their fiduciary responsibilities with regard to the
1991 investnents in I Gs. ANB considered the characteristics of |G0s
and utilized stress sinmulation nodels to project the performance of
| s and the Fund’s portfolio under various nmarket conditions before
investing in I0s. The Fund's expert w tnesses, none of whom were
active or experienced ERI SA plan investnent nanagers, failed to
point out any specific violation by M. Pierce or ANB of a
fiduciary duty required by the prudent investor and nodern
portfolio standards of ERI SA and the related federal regulations
and gui dance. I nstead, the Fund’'s experts based their opinions
that ANB's | O investnents were inprudent on analysis of those
investnments standing alone, in 1isolation from the relevant
portfolio. Also, despite their ultimte conclusions, one or nore
of the Fund’s expert w tnesses conceded that |1 0s can serve as a
hedge against countervailing risks of a portfolio, the Fund

guidelines did not prohibit the investnent in I Os, the investnent
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comunity did not anticipate the sudden, unprecedented decrease in
interest rates which accelerated the prepaynent of nortgages in
1992, and M. Pierce sufficiently investigated the avail abl e data
on the nature of the particular 1Gs prior to purchasing them

ANB' s expert witness, M. Henderson, an experienced ERI SA pl an
i nvest ment manager, testified that ANB's 1O investnents were not
i nprudent when analyzed under the prudent investor, nodern
portfolio principles of ERISA and the pertinent Departnent of Labor
regul ati ons and gui dances. He was the only expert wtness who
properly assessed ANB's 10O investnents as of the tine they were
made wusing the correct prudent nman, nodern portfolio ERISA
principles. M. Henderson testified that in formng his opinion,
he reviewed the quarterly reports i ssued by ANBto the Fund in 1991
and 1992; the data on the pertinent 10s available to ANB prior to
the 1991 10 investnents; the portfolio and investnent goals and
gui delines; and Standard Valuations’ assessnent of ANB's 10
i nvestments and overal |l performance for 1992. Based upon the Fund
gui delines, the economc conditions that prevailed in Septenber
1991, the makeup of the Fund's portfolio and M. Pierce’s
obj ectives for the portfolio, M. Henderson concluded that the 10
i nvestments were appropri ate.

From our review of the record, we conclude that the Trustees
failed to produce evidence fromwhich it reasonably could be found
that M. Pierce or ANB acted i nprudently or that the IOinvestnents

in the present case violated the guidelines or ERI SA policies.
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Accordingly, we REVERSE the district court’s judgnent in favor of
the Trustees and RENDER judgnent in favor of the defendants-

appel l ants and agai nst the plaintiffs-appell ees.
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