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Challenge:
One of Blue Prairie Group’s (BPG) retained investment consulting clients offered an intermedi-
ate bond index fund to its participants in a separate account structure. The fund was highly le-
vered and used derivative products to enhance its performance. When the sub prime and credit 
crisis began to unfold in the summer of 2007, this fund began to unravel quickly.

Results: 
1. After completing an in-depth review of the fund, BPG’s Investment Analytics Team 

concluded that there was signifi cant risk of keeping this fund in the core lineup.
2.   BPG convened a special ad hoc meeting with the client’s investment comittee and 

recommended that all of the fund’s assets be mapped immediately to another bond index 
fund that BPG had already established as not having any sub prime exposure and which 
met the selection criteria outlined in the client’s custom investment policy statement. 

3.   From the time BPG began its in-depth investigation and the committee made a formal 
decision to terminate the fund, the assets were liquidated and transferred to the new fund 
11 days later. The speed in which we worked prevented further losses to participants.

4.   These actions clearly demonstrated the client’s commitment to a sound, fi duciary-based 
process for ongoing   investment monitoring.

Background:
One of Blue Prairie Group’s ongoing investment consulting clients offered a well known 
intermediate bond index fund. On August 20th of 2007, Blue Prairie Group received an 
alert from the recordkeeper that the fund was experiencing extreme short-term negative 
performance and as a result, would be placed on the recordkeeper’s proprietary “watchlist.” Due 
to the separate account structure of this investment, the alert memo from the recordkeeper also 
stated that it was having a diffi cult time in getting good, up-to-date holdings information from 
the fund itself. 

Upon receipt of this alert, Blue Prairie Group immediately launched its own in-depth 
investigation of the fund. This investigation included contacting the fund manager directly to 
request detailed holdings information and specifi c risk metrics associated with those holdings 
— data that was essential for determining the magnitude of the problem and for making 
specifi c recommendations to the client. Blue Prairie Group’s analysis revealed that the fund 
manager used fi nancial derivative products that were now unraveling due to substantial sub 
prime exposure.

The fund manager is currently in litigation over the losses experienced by this fund. It also 
saw over 50% of its total assets under management leave the fi rm from mid-2007 to the end of 
2007.
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Blue Prairie Group Retirement Services:
 Strategic plan design

 Benchmarking

 Plan cost analysis and fee negotiation 

 Investment policy development

 Ongoing investment monitoring

 Custom plan design and maintenance

 DB terminal liability consulting

 Fiduciary training

 Vendor search

 Employee fi nancial education

If you have any questions or comments,
please contact:

 Matt Gnabasik, Managing Director
 Blue Prairie Group
 Direct: 312.376.8435
 Email: matt@blueprairiegroup.com
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