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Besides U.S. Government fixed-income portfo-
lios, what other products do you offer?

Guest Interview:
MPI Investment

Management, Inc. MPI offers several portfolio management products

including Tax Free Municipal Bonds, Large Cap
Equity Growth, and Large Cap Equity Value.
These products are focused on the highest quality
segments of each asset class. MPI’s approach to
investing in each product is directly aligned with
our philosophy in our US Government portfolios,
emphasize quality, liquidity and follow a disci-
plined low risk investment strategy.

710 N. York Road
Hinsdale, IL 60521

Tel: 630-325-6900

Fax: 630-325-8167

E-mail: dave@mpi-invest.com
Website: http://www.mpi-invest.com

How did you come to focus on fixed-income as
the core of your management business?

Prior to starting MPI Investment Management in
1986, I was a broker for 10 years. My focus as a
broker was heavily in fixed income. I started in
Wall Street at a point in time when interest rates
rose and were extremely volatile for several years.
In 1981, interest rates reached historical highs that
were just as dramatic as today’s historic lows.
During that period, I saw how beneficial it was for
an investor to follow a disciplined short to inter-
mediate maturity approach to the fixed income
markets with an emphasis on quality. The lessons
learned first hand in the turbulent bond market of
the late 70’s and 80’s molded our conservative ap-
proach utilized by MPI Investment Management.

David Pequet
President

Dave, I understand fixed-income manage-
ment represents the majority of your
clients’ assets. Before we go into detail on
the subject, please give us an overview of
the history of MPI?

What is your overall fixed-income philosophy?

At MPI, we believe investing in quality with a dis-
ciplined, conservative investment strategy is the
best course to meet our clients’ investment goals

I started MPI in 1986 while working for a and objectives. We use a diversified laddered

midsize brokerage firm. I had been a broker
since 1976. We operated under their registra-
tion until we went independent in 1990.
From that point forward, we have been a
SEC registered investment advisory firm. We
have no outside ownership and do not provide
custodian or brokerage services. We operate
on a fee only basis.

portfolio of high quality bonds in all of our fixed
income accounts. The taxable accounts use AAA
rated US Government bonds, Agencies and Mort-
gage Backs and the tax-free portfolios use AA and
AAA rated municipals. The portfolios have



anaverage maturity that rangesfromthreetofive
yearsdepending onthe current interest rate mar-
ket. Thisfocusrepresentstheleast volatile seg-
ment of theyield curve. Managing the portfolio
duration within this 3to 5 year range has pro-
vided MPI clientswith aconsistent low risk re-
turninthe market place.

With interest rates at historical lows why
would an investor currently want tobeinthe
bond market?

We arenot trying to convince aninvestor to enter
thebond market. Our focusison clientsthat are
inthe bond market either because of aformal in-
vestment policy, specificincomerequirement or a
desiredrisk profile. For that type of investor,
MPI can add significant valuein effectively man-
aging their portfolio. Therehasnot been abetter
timein nearly 3 decadesfor abond investor to
evaluatetheir portfolio. Every bond portfoliois
at or near al timehighvaluations. Maturity and
duration analysisand swap considerations have
never been astimely. For theinvestor that does
not havefixedincomeintheir portfolio, but de-
sresto, andistrying totimethemarket, | would

offer thiscomment. Market timing, evenfor the
most sophisticated professiona, isarisky unpre-
dictable proposition. Intoday’smarket, your re-
turnin cash equivalentsisvirtualy nothing. The
current yieldto maturity inataxable M Pl fixed port-
folioisover 3timesthat. It doesnot taketoolong
onthesddinesfor thelost yied differentiad to ex-
ceed any pickup by timinginterest raatemoves. For
amodest extension of maturity (out to a3-year
average), theyieldwill increase 3fold pluswith
only amodest manageableincreaseintherisk pro-
file

What class of government bond issues nor-
mally makesup your fixed-income portfolios?

Wenormally investinadrategicdlocation of Trea:
suries, Agencies, and Mortgage Back Securities.
Weusudly favor higher coupon issuesand gener-
ally underweight zero coupon or strip bonds. Di-
versfication and relative value areimportant con-
Siderationswithin theasset class.

Why doyou concentr ate on gover nment debt
instrumentsinstead of cor por ateissued fixed-
incomesecurities?
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It gets back to our core philosophy as afirm.
Investinquality, be conservativeand stick towhat
you know best. Our management team hasacom-
bined 50+ years experiencein the government
fixedincomebusinessand anationdly ranked per-
formancetrack record. It isour strong belief that
thepotentid of higher incomeand tota return that
could be potentially achieved by using corporate
issuesisnot justified by the assumption of thead-
ditional credit risk associated with corporate
bonds. Wecanvirtually put all of our energy on
security selection and not haveto worry about
creditanayss.

We have never had to sacrifice quality to meet
our clients investment objectives. Inrecent years,
themgjor defaultsof Enron, WorldCom, K-mart,
etc have proven thereisno guaranteeinthe cor-
porate bond market, even with some of the big-
gest, well-known companies. Our typical client
isinvestinginbondsto provideahigher degree of
safety and stability to his’her portfolio, not to cap-
tureafew additional basis points by taking on
creditrisk.

You must giveup somereturn when you fo-
cuson theshort tomid-term bond maturities.
Why not invest in high return, long-term
maturity debt instrumentswhen theyieldsare
especially high?

Highreturninstrumentscarry thegreatest risk in
arisinginterest rate climate. Wedo not predict
interest ratesmoves or economic climates, never
have. However, with rates at 30 and 40 year
lows, | think any reasonable personwould readily
admit that thefuturewill hold higher rates. How
much, how far and over what time periodisobvi-
oudy the challenging question. Fed fundswere
at 3.5%in September 2001. Thirteenrate cuts
later they areat 1%. Althoughit may seemlikea
lifetime, September 2001 was not that long ago.
Rateschangeand cycle, they dwayshave, that's
themarket. The popular mistakethat many in-
vestorsmakewhenratesarelow isto chaseyield
by extending maturitiesand reducing the credit
quality of their portfolio. Thesetwo changes, in
maturity and quality, areexactly what you don’t
what to do at the bottom of theyield curve.

When analyzing bonds, how doyou definer ea-
tivevalue?

Weuseanumber of toolsto identify relativevalue
and safety in the bonds we buy. First, wedo a
completediagnostic andysisof aportfolio empha
gzing return tribution, interest rate sengtivity, du-
ration, diversfication, andyield. Werdy onquan-
tifiableanaysisto make our investment decisions.
Emotions are not part of the process. It is not
enough that abond show above market yields. It
also must passaseriesof testsdesigned to screen
out high-risk securitiesthat doexist withintheAAA
rated world.

Thereisawidespread misconception that US Gov-
ernment bonds have no risk associated with them.
Quitetheopposteistrueif aninvestor doesn't have
thetool sto thoroughly analyzeabond or portfolio.
The 30-year bondlost over -14%in principa vaue
in1999. InJuly of 2003, thelong bond dropped
roughly -7.5%. Those scenarios are often over-
looked and not considered when aninvestor builds
hisbond portfolio.

Bond managers often talk about the yield
curve. Pleaseexplain what theyield curveis
and whether you useit in your analysis.

Theyield curveisused asavisua representation
of therelationship of current interest rates offered
by thedifferent Treasury Maturitiestradinginthe
marketplace. At MPI, weusetheYield Curveto
identify the optimal maturity/yield relationshipfor
our clients. Think of it asarisk/reward ratio for
bonds. How muchrisk areyouwilling to takeon
(longer maturity bonds), versushow muchreward
doyou seek (yield).

Wefocus on the short-intermediate portion of the
yield curve, roughly 3-5 yearsin maturity length.
Asour historical performanceillustrates, we have
been very successful in providing aboveaverage
returnsat below averagerisk with thisfocus.

We sometimes hear the term “style drift”.
Please defineit and explain how it relatesto
theway you manageyour portfolios.

Syledriftissmply abandoning your investment dis-



rebaanceequity portfoliosfromhighly aggressive
tech stocksto moretraditiona, high quality vaue
stocks?You bet. That'sthesamething weare see-
ing now, only the bubbleisinlong maturity bonds.
Therehasnever been abetter time.

Dave, employeetur nover isquitehigh at Wall
Street firms, especially among talented key
professionals. Has MPI experienced such
turnover and hasthisimpacted your ability
to repeat past successes?

You'reright. Turnover isanissueon Wall Street
and has caused many firmstolose continuity and
be unableto provideaconsistently high level of
servicetother clients.

| am proud to say MPI has had no professional
turnover inthefixedincome portfolio management
team since theinception of thefixed product in
1991. Our portfolio management team, Brad, and
myself have beentogether for over 12 years. Brad
isasoaprincipa of thefirm and welook forward
to continuing our partnership for many yearsto
come. MPI isnot alarge firm and has aways
been aboutique. Wedo not have $hillionsunder
management but we can offer aclient facetoface
servicewiththesenior portfolio managersand the
principasof thefirm.

Thisisauniqueadvantageour firm hasinthemar-
ketplace. Not only havewebeen ableto consis-
tently provideahighlevel of servicetoour clients,
but we have devel oped long lasting rel ationships
withthem aswell. Relationshipsbased ontrust,
not just performance.

We are finding that’s important to investorsin
today’ senvironment with thelandscape littered
with scandalsat theinvestor’sexpense. Weare
seeing clientsturn away from large, impersonal
firmsthat turnover their saff every few years. In-
vestorsaremoreand more asking: Whoselook-
ing out for me? How do they know what | need?
Do they have my best interests at heart? Can |
trust these guysto managemy lifelong savings?

And in MPI'scasethey answer yes?

Absolutely. That’sour number onegoal.

Whoaretheother principalsinyour firm?

Bradley Smith and Mark Margason are my two
partners. Bradjoined our firmin 1992 andisa
member of our equity and fixed incomeinvest-
ment teams. He hasabackground in Economics
and Finance and worked with Merrill Lynch’s
Business Brokerageteam prior tojoining MPI.

Mark isthe CFO of our firm. Hecomesto uswith
astrong background ininvestment banking and
structured finance. Mark spent 20 yearsworking
intheM& A Departmentsof Citibank andLaSdlle
Bank beforejoiningthefirm.

Doyou think thereisany possibility we will
go back tothedaysof high inflation and sky-
highyields?

If you look at theratesjust afew yearsago, we
have comeasignificant way down. Will we get
back to high ratesand highinflationin the near
future? Probably not, but thenin 1981 if some-
onewould vetold methat fed fundswould go
downto 1%intheU.S. | wouldn’t of thought that
possbleether. Thekey isto haveyour fixed port-
folioinapostionthat you can weather any inter-
est rate scenario. If we move back to the 7%+
range of the past severa yearson thelong bond,
wearelooking a avery sgnificantincreaseinin-
terest ratesfromthiscurrent level. That will nega
tively impact many long bond portfolios, or port-
folioswith ahigh concentration in mortgagere-
lated securities.

How areyou planningto protect your clients
if interest rates begin to rapidly move up-
ward?

MPI’scorestrategy of building aladdered port-
folio of high coupon, short-intermediate maturity,
and government bondsisdefensveinnature. These
bondstend to belessvolatilethan longer maturity
or lower coupon bondsor zerosor strips. Inthe
last two examplesof yearsinwhichinterest rates
spiked up, 1994 and 1999, our portfolios had
positiveyearswhilelong bondsweredown double
digitsfor each year. Oneyear likethat can wipe
out severa yearsworth of gains. Our clientspre-
servedther capita duringthoseyears. That'swhy



Ssc~0X §

MPI Investment Management, I nc. Taxable US Fixed-IncomeAnnualized Return VS,
Lehman Brothers1-3Year Government Index (January 1, 1994 - December 30, 2003)

3 Yr. Annual.

L

5Yr. Annual.

7 Yr. Annual. 10 Yr. Annual.

B MPI Taxable Fixed-Income [ Lehman 1-3 Gov. Index l

* Peformance results include cost of commissions but not advisory fees. Past Performanceis not indictive of future results.

ciplineand philosophy to chasereturns. Itistruly
oneof themoresgnificant risksfacing aninvestor
when choosing aninvestment professond. A bond
investor may feel comfortable in choosing a
“conservative’ fixedincomemanager, but behor-
rified to find out thismanager’sstylehas* drifted”
towardsmore aggressiveinvestments because he
ischasing returns. The manager beginslowering
hisquality standardsor extending hismaturity fo-
cus, or investinginhighly volatileissuesto” beef-
up” hisperformance numbers, dl at theexpenseof
thedlient. Ininvestment management, congstency
of styleiscritical to predictability of long-termre-
aults.

We at MPI have prided ourselvesin “ sticking to
our knitting” so to speak. Weknow onething very
well and that’ swhat we do. We buy short-inter-
mediate, AAA rated quality bonds, period...end
of story.

What techniquesdo you useto minimizevola-
tility and overall investment risk?

Asl mentioned, wefocus on the short —interme-
diate portion of theyield curvefirst and foremost
tolimit volatility and overal investment risk. In

addition, we aso analyze our bond investments
onanumber of other characteristicsincluding
Coupon, Call features, OAS, Convexity, Portfo-
lio GRADE whichisagraduated risk eva uation
model softwarethat isextremely useful in pre-
dicting abondsreaction to interest rate moves.

Ultimately wecombineall of thesefactorsto cre-
atethe safest, highest yielding portfolio for our
clients. | think the past performance proveshow
we have been successful.

Under what conditionswould you rebalance
your fixed-incomeportfolios?

There hasnever been abetter timeto rebalance
your fixed income portfolio. Interest Rateshave
dropped nearly 50% over the last decade and
presently stand at 40+ year lows. Thishashelped
erasemany sinsinthebond market. Highly vola
tilebonds and long maturity bonds have signifi-
cant gainsand the average bond investor hasyet
to experiencethedownsideto owning thesevola-
tiledebt instruments.

It isnot unlike the bubblewe saw in technology
stocksin 1999 & 2000. Wasthat agoodtimeto



we do what wedo.

Your reputation hascaught the attention of
somelargeinvestment firms. Haveyou been
asked to be a sub-advisor for the fixed-in-
come portion of any recognized investment
firms?

Asthementality inthemarketshaschangedto a
morerealistic expectation for stock returns, we
have seen adramaticincreaseintheinterest for
our asset class, styleandfocus. Infact, wehave
recently been hired asasub-advisor by threemid-
Sizeingtitutions: abank, ahigh net worth wealth
manger and aninternationa mutua fund.

Itisagreat fitin each Stuation becausethey don't
haveto build al2-year track recordinthe style
and we canincrease our channelsof distribution.
You may not redlizeit but the competitionin our
particular duration (short-intermediate), witha12-
year nationaly ranked track recordisquitesmall.

We expect thistrend towards outsourcing through
sub-advisory agreementsto continueto be quite
strong intheyearsto come.

| under stand that your havereceived
recognition from Nelson Financial I nfor ma-
tion on your fixed income perfor mance.
What can you tell meabout your Nelson
Rankings.

Nelson’'sisalarge consultant that publishesdata
onover 2000 money managers.  Since 1995
MPI’ staxablefixed income performance has
been ranked over adozentimesfor itstrailing
historical performancein Nelson'sshort dura
tion U.S. Government securities category.
Currently | believeour trailing ten year numbers
areranked 3dinthenation. Pleasedescribe
your typical client. What arethey looking
for when they cometoyou to managetheir
assets?

MPI workswithHighNetWorthindividuds, small
tomidszeinditutions, and other financid services
companies. Itisour missiontomaintain oneon
one contact with our clients. We do not want to
becomealarge, faceless, financia servicescon-

glomeratethat treatsits clientelelike anumber.
That will never happen aslong as| have anything
tosay about it.

Dave, you have been in the industry for 27
years. How hasthebusinesschanged in that
time?

Whenl first becameregistered onWall Street, the
Dow wasat 760 and the averagetrading volume
was 25 million shares per day. The quote ma-
chineshad screens 3inchessquareand dl theinfo
you could get washid, ask, high, low and volume.
NewsWireswere printed onrolled paper froma
Dow Jones Tel etype machine and tacked to the
wall. Computerswerethesize of aroomand no
one ever heard of FEDX, afax machine, acell
phonelet donethelnternet. TheWall Street Jour-
nal wasonly one section. Not to date myself but
doesthat giveyou anideaof thechanges!’ veseen?

Why should a client choose M PI’s separ ate
account management over a bond mutual
fund?

Mutual Funds, aside from their scandal related
problems, present many disadvantagesfor theHigh
Net Worthinvestor. Thereisno control over ma
turity. Bond fundsmust makeredemptionsat their
investors' request. Oneinvestor deciding to sell
will causeissuesfor al investors. Perhaps, they
will incur tax gainsor haveto sell abond at aloss,
etc.

Theother issuewith Mutual Fundsisthey areby
law mandated to invest only 80% of their assetsin
thestylethey advertiseastheir strategy. The other
20% can beinvested in lower quality issuesor in
other asset classesaltogether. Inaddition, admin-
istration and operating expenses generally are
higher thanindividualy managed accountsandim-
pactsaninvestor return.

Wethink the High Net Worth investor deservesa
more competitive, personalized and customized
servicethan those offered by most mutual funds.
The market place seemsto agree as assets with
Separateaccount managershavegrown sgnificantly
over thelast few years.
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