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Test Your
Perceptions:

1. A 2007 study found that
60% of top-performing
managers had ___in AUM."

a. More than $10 billion
b. Less than $10 billion
c. More than $40 billion
d. Less than $4 billion

2. what percentage of fnds — Boutique Asset Managers Offer

in the Morningstar 500

database had no investment Com pEtitive Adva ntages
by their managers??

While the rally that began in March of 2009 has helped

a. 46% of U.S. stock funds reinvigorate investors’ appetite for investing, few financial

b. 59% of international stock advisors expect that navigating the recovery will be easy.
funds

. 65% of taxable-bond funds They will need to identify money management firms that have the

d. 70% of balanced funds qualities required to produce strong performance for clients—in any

e. 78% of municipal bond market circumstances. Also, financial professionals will need to conduct
funds careful due diligence to avoid the more unexpected pitfalls that were

f. All of the above brought to light during the crisis, including exposure to companies that

used excessive leverage and to unscrupulous operators. For many, this
has focused the search on “boutique” management firms.

You can learn about where to

find a performance advantage by BOUTIQUE MANAGEMENT MAY:

reading this paper. )
offer a performance advantage over larger asset management firms

align the interests of money managers and investors
have differentiated and disciplined investment processes
make investment decisions based on independent, original research

For the correct answers turn to
page 3.

V V V V

1 The Journal of Investing, Potential Benefits of Investing with Emerging Managers, Spring 2007, Vol. 16, No. 1, pp. 8-14.
2Morningstar, Fund Spy, Managers’ Investment Secrets Revealed, June 16, 2008 [http:/news.morningstar.com/articlenet/article.aspx?id=241183].
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> > > Asset management has always been a boutique business. Sometimes boutiques have been housed within
large firms; more often they are small, independent operators. Boutique investment firms are attractive
because their managers, who often have left larger more traditional work environments, tend to have great
passion for markets and investing. Moreover, they have conviction in the investment processes they've
developed and fervent commitment to disciplined execution of those processes. These qualities have the
potential to produce attractive investment results for investors whose risk profiles match a firm’s offerings.

Delivering outperformance

Past studies of the performance of financial firms have found that larger asset management companies
benefit from economies of scale in distribution, compliance, and technology. However, the cost advantages
they gain often do not translate into performance advantages for investors. In fact, research studies
completed in 1995, and again in 2005?, showed remarkably similar results: Approximately 70 percent of
managers in the top performance quartile had less than $20 billion in assets under management. The 2007
study showed that 60 percent of managers in the top performance quartile had less than $10 billion in
assets under management. While selecting a boutique asset management firm does not guarantee better
performance, research indicates that these firms offer the potential for superior performance.

Aligning managers’ interests with investors’ interests

One reason for the performance advantage of boutique firms may be related to their structure. Typically,
boutiques are owned by their principals, who often are responsible for asset management. Consequently,
these managers have a vested interest in the success of the firms’ offerings. In fact, many have a significant
portion of their personal assets invested in the portfolios they manage. While it may seem commonsensical
for managers to have assets invested in the portfolios they run, it is not always the case. During 2008,
Morningstar found that 46 percent of U.S. stock fund managers, 59 percent of international stock fund
managers, 65 percent of taxable-bond fund managers, 70 percent of balanced fund managers, and 78
percent of municipal bond funds managers did not invest in the portfolios they managed.> One of the
many benefits of boutique investment firms is that they align the interests of managers and investors.

Typically
principal-owned

Passion for Align interests
investing R, with investors
*
*

Boutique
Investment
More disciplined LR Firms IEEERRRY  Conduct quality
processes research

T The Journal of Investing, The Performance Advantage of Small Portfolio Management Firms, Spring 1995, Vol. 4, No. 1: pp. 40-46.
2The Journal of Investing, Potential Benefits of Investing with Emerging Managers, Spring 2007, Vol. 16, No. 1, pp. 8-14.
3 Morningstar, Fund Spy, Managers’ Investment Secrets Revealed, June 16, 2008 [http:/news.morningstar.com/articlenet/article.aspx?id=241183].
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Executing a disciplined investment process

The failure of a high percentage of managers to invest in their own portfolios would seem to indicate a
general lack of conviction in their investment processes. There are many reasons that investment processes
may be less crisp and decisive at larger firms.

LARGE FIRM MANAGERS MAY:

have greater liquidity issues, if their funds are sizeable

navigate bureaucratic work environments that do not support crisp decision-making
experience greater complacency, if they do not have a vested interest in performance
be less able to respond nimbly to changing market environments

V V V V

Boutique management firms, on the other hand, often are built on the passionate belief of the firms’
principles that well-defined and repeatable investment processes have the potential to deliver solid and
consistent risk-adjusted performance over time.

Research-driven investment decisions

High net worth investors’ appetite for return on investment has returned, and now rivals their desire

for return of investment.* However, selecting investment opportunities in this challenging financial
environment will require careful research. While many analysts agree that the recession has ended and
recovery is underway, the future of some industries and many companies remains unclear. Consequently,
quality research is likely to play a vital role in performance during 2010. Firms that differentiate themselves
through the originality of their perspective, the depth of their insight, and their ability to uncover
unrecognized industry trends have the potential to provide investors with attractive returns. Investment
decision-making at many boutique firms is grounded in high quality, independent, fundamental research.

Boutique asset management firms have the potential to deliver

The best boutique investment portfolios reflect their managers’ appreciation of financial markets and their
passion for investing through a disciplined process that is grounded in quality research. These portfolios
align the manager’s interests with those of their investors, so that performance success provides rewards
to all. As the industry’s and investors’ perceptions change, assets under management may become a less
important measure of a firm’s investment success. If it is replaced by the quality of a firm's investment
offerings and the significance of those offerings in asset allocation strategies, then boutique management
firms will lead the way. As you search for investment managers who have the potential to deliver strong
results, be sure to consider boutiques. =

QUIZ ANSWERS: 1. B. Less than $10 billion in AUM." 2. F. All of the above.2

1 The Journal of Investing, Potential Benefits of Investing with Emerging Managers, Spring 2007, Vol. 16, No. 1, pp. 8-14.
2 Morningstar, Fund Spy, Managers’ Investment Secrets Revealed, June 16, 2008 [http:/news.morningstar.com/articlenet/article.aspx?id=241183].

4The Phoenix Companies, Eighth Annual Phoenix Wealth Survey.
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About FBR Capital Markets Corporation

FBR Capital Markets Corporation (NASDAQ: FBCM) (“FBR Capital Markets”) provides investment banking, merger and
acquisition advisory, institutional brokerage, prime brokerage, and research services through its subsidiary FBR Capital Markets
& Co. FBR Capital Markets focuses capital and financial expertise on seven industry sectors: consumer; diversified industrials;
energy & natural resources; financial institutions; insurance; real estate; and technology, media & telecom. Asset management
services are provided by FBR Fund Advisers, Inc. and FBR Investment Management, Inc. The FBR Funds are distributed by FBR
Investment Services, Inc., member FINRA/SIPC. All companies are subsidiaries of FBR Capital Markets. FBR Capital Markets is
headquartered in the Washington, D.C. metropolitan area with offices throughout the United States and in London. For more
information, please visit www.fbrcapitalmarkets.com.

About the Author

Russell M. Parker, CIMA® - Senior Managing Director,
Chief Marketing & Distribution Officer of FBR Asset Management Holdings, Inc.

Russell Parker is Chief Marketing & Distribution Officer of FBR Asset Management Holdings, Inc. Mr. Parker joined FBR Asset
Management Holdings in July 2007. Prior to joining, Mr. Parker worked in sales and marketing management for several leading
financial services firms. He has built a successful track record in establishing and expanding distribution and has been responsible for
strategic planning, product development, the growth of assets under management, and marketing to retail and institutional clients.

Most recently he served as President and Chief Distribution Officer for Active Investment Advisors, Inc., an affiliate of Natixis
Global Associates (Natixis), where he led the introduction of innovative index and ETF-based investments to the marketplace.
Before joining Natixis, he forged the advisor-assisted business for Janus Capital Management, LLC and launched the Janus Adviser
Series of funds. Mr. Parker also directed national account and broker/dealer sales efforts for Nuveen Investments. His marketing
experience is also drawn from being a co-founder and Head of Sales for Citibank POS Information Services and earlier roles with
Procter & Gamble.

Mr. Parker is a Certified Investment Management Analyst. He received his Business Administration and Marketing degree from
Villanova University.

Important Disclosures

Investors should consider the investment objectives, risks, charges and expenses carefully before investing. This
and other important information can be found in the Fund’s prospectus. To obtain a free prospectus, please call
888.200.4710 or visit www.fbrfunds.com. Please read the prospectus carefully before investing.

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or
political conditions and should not be construed as research or investment advice.

Past performance is not indicative of future results, which may vary. The value of investments and the income derived from
investments can go down as well as up. Future results are not guaranteed, and loss of principal may occur.

This material has been prepared by FBR Fund Advisers, Inc. (“FBR Fund Advisers”) and is not a product of FBR
Capital Markets & Co.'s Research Department (“FBR Capital Markets”). The views and opinions expressed may
differ from those of FBR Capital Markets’ Research or other departments or divisions of FBR Capital Markets and its
affiliates. Investors are urged to consult with their financial advisors before buying or selling any securities.

THIS MATERIAL IS PROVIDED FOR EDUCATIONAL PURPOSES AND DOES NOT CONSTITUTE AN OFFER OR
SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR
UNLAWFUL TO DO SO.

Although certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy,
completeness or fairness. We have relied upon and assumed without independent verification, the accuracy and completeness
of all information available from public sources.

Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control
regulations in the countries of their citizenship, residence or domicile which might be relevant.

Opinions expressed are current opinions as of the date appearing in this material only. No part of this material may be,
without FBR Fund Advisers’ prior written consent, (i) copied, photocopied or duplicated in any form, by any means, or (ii)
distributed to any person that is not an employee, officer, director, or authorized agent of the recipient.

The FBR Funds are distributed by FBR Investment Services, Inc. Member FINRA/SIPC



