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Personal Strategy
We customize a portfolio based on an individual client’s needs and preferences, creating what we call Personal Strategy. We use
real-time financial account data, retirement
planning with Monte Carlo projections, and
information from the client’s investor profile
to create a dynamic strategy.

Next, our technology alerts us when it is time to make
a shift in the client’s asset mix, whether it is a tactical
rebalancing opportunity or due to a change unique
to their financial circumstances. In addition to the
internal efficiencies our technology creates for us, it
allows an unprecedented level of transparency for
our clients.
All of our model portfolios are designed to maintain
an optimal balance of risk vs. return for each
individual–aiming to give our clients the best chance
of meeting their goals.

Factors That Influence
Your Personalized Portfolio
Time horizon & goals

Home value

Current net worth & income

Risk tolerance

Mortgage type, amount & rate

Legacy goals

Education costs

Moving

Where you work

Personal beliefs

Other assets
Tax laws
Marriage or divorce
Expected inheritance

Pensions & social security
Health & healthcare needs
Desired lifestyle
Age

Dependents
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Asset
Allocation
Asset Class

Our approach starts with establishing a
strategic asset allocation that utilizes all six
major liquid and investable asset classes to
structure our portfolios with a long-term view.
An asset class is a group of investments with
similar characteristics and return drivers.

Description

Characteristics

Vehicle

U.S. Stocks

Publicly traded U.S.
companies of various sizes,
styles, and sectors

Key for portfolio growth, but comes with
significant volatility.

Individual stocks
and ETFs

Key for portfolio growth, plus provides some
diversification from U.S. stocks, but comes
with significant volatility.

ETFs

Int’l. Stocks

Foreign companies,
including developed and
emerging markets

U.S. Bonds

Debt issued by U.S
government agencies, and
by companies (of varying
credit quality)

Provides portfolio stability due to less volatility,
generates income, and has strong
diversification benefits when combined with
stocks.

ETFs, and individual
bonds in some
circumstances

Generates portfolio income and further
improves diversification.

ETFs

Int’l. Bonds

Debt issued by foreign
governments and by
corporations (of varying
credit quality)

Alternatives

Tangible assets, including
real estate and commodities
such as oil and precious
metals

Primarily used for diversification due to a lower
correlation to other asset classes. Serves as an
inflation hedge. REITs provide income and have
high expected total return. Can be highly volatile.

Real estate ETFs, REITs
(real estate investment
trusts), gold, and
commodities

Cash

Cash and highly liquid
money market funds

Offers high liquidity and preservation of
capital, but too much cash can be a drag
on a portfolio. Money market returns

Money market funds
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High-Level Asset
Allocation

High-level asset allocation is the most important driver of
long-term returns. Modern Portfolio Theory, Mean-Variance
Optimization, the Efficient Frontier, and Monte Carlo
simulations are all part of our process to determine the optimal
asset mix for each client portfolio.

FIGURE 1

Historical Asset Class
Risk/Return

FIGURE 2

Correlation of Asset Classes
Utilized in Personal Strategies

Average
Return

Risk / Std.
Deviation

Domestic Stocks

10.3%

19.7%

1.00

International Stocks

9.0%

21.8%

0.66

1.00

Domestic Bonds

5.3%

5.7%

-0.02

-0.13

1.00

International Bonds

5.2%

8.6%

-0.07

0.20

0.29

1.00

Alternatives

6.2%

15.9%

-0.19

-0.06

-0.16

0.23

1.00

Cash

3.3%

3.1%

-0.02

0.01

0.42

0.18

0.14

1.00

Source: See Disclosures.

Model Assumptions

Model Framework

Each asset class has its own risk and return profile. We use
historical risk and return data as an objective starting point,
then consider current interest rates and other market factors
to determine an optimal asset class mix. We use the earliest
reliable data available for each asset class, which is 1926 for
domestic equities, domestic fixed income, and cash. Data for
international equities and alternatives begins in 1970, while
international fixed income starts in 2002. Based on that data,
we calculate the historical characteristics seen in Figure 1.
All figures are annual through 2020.

Our process for determining the optimal asset class mix is
based on a common-sense application of modern portfolio
theory (MPT). Developed in the 1950s by Nobel Prize-winning
economist Harry Markowitz (a longtime member of our Team
of Experts), MPT attempts to maximize a portfolio’s return
for any given level of risk. It does this through a process
called mean-variance optimization, or MVO, which finds the
optimal combination based on expected return, volatility and
covariance.

Correlation Explanation
As seen in the matrix in Figure 2 (above), no two asset classes are perfectly
correlated with each other (i.e., correlation = 1.0). Some of the correlations
are even negative, meaning those assets tend to move in opposite
directions. By combining low or negatively correlated assets it is possible to
increase a portfolio’s expected return while simultaneously reducing risk.

INVESTMENT METHODOLOGY
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The Efficient Frontier

FIGURE 3

We apply mean-variance optimization to all six asset
classes to produce a set of optimal portfolios that
maximize return for each level of risk. When plotted on
a graph, these portfolios represent the efficient frontier
as seen in Figure 3.

Source: See Disclosures.

ANNUAL RETURN

12%

100% Stocks

10%

Optimal

Current

8%

6%

100% Bonds
4%

2%

HISTORICAL RISK
0%

2%

4%

6%

8%

10%

12%

All of our model portfolios fall on or near the
efficient frontier. A portfolio meaningfully inside the
efficient frontier would be suboptimal since it would
be possible to achieve a higher expected return for
the same amount of expected risk.
We combine math and qualitative assessment
to categorically dictate asset allocation. While
historical results are a good starting point, they can
result in data biases, depending on the time period.
A “black box” approach favors allocating larger
investment amounts to negatively correlated asset
classes or those with historically high returns.

INVESTMENT METHODOLOGY

14%

16%

18%

20%

22%

24%

For example, an investment strategy based solely on
data may result in unreasonably heavy weightings
to alternatives and emerging markets stock assets.
Owning nearly 50% in emerging markets stocks does
not pass the “common sense” test and wouldn’t
be prudent. Our investment approach accounts
for the current investment environment, which
is characterized by low interest rates and cash
yields. This means putting constraints on certain
asset classes and positioning portfolios to be firmly
grounded in reality.
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30 Year Hypothetical
Back Test Comparisons
(1991 to 2020)

Here is a comparison of different multi-asset-class portfolios
compared to the S&P 500. These high-level asset allocations
are consistent with the current allocations of some commonly
used in Personal Capital strategies. As you can see, the benefits
of a diversified, multi-asset-class portfolio can include limiting
downside risk and overall portfolio volatility with little sacrifice to
returns over the long run.

FIGURE 4

0.8%

10.5% 0.5%

2.2%

25.8%

Aggressive

Annualized Return

9.0%

Standard Deviation

14.8%

9.9%
5.0%

35.0%

STRESS TEST RETURNS

2000 – 2002 Cumulative
60.2%

2008

1.5%

8.0%

Standard Deviation

8.6%

STRESS TEST RETURNS

Balanced
-31.2%
-35.3%

Annualized Return

33.7%

2000 – 2002 Cumulative

-6.4%

2008

-16.5%

Annualized Return

7.3%

Standard Deviation

5.8%

14.9%

10.5% 1.0%
2.4%
10.6%

Growth

10.3% 1.0%
4.0%

21.0%

8.8%

Standard Deviation

13.0%

9.2%

2000 – 2002 Cumulative

-24.5%

2008

-30.0%

Annualized Return
Standard Deviation

44.6%

21.0%

Inflation
Plus

9.0%

STRESS TEST RETURNS

2000 – 2002 Cumulative

9.2%

2008

-5.9%

8.5%

Annualized Return

10.7%

10.9%

Standard Deviation

17.3%

54.1%

S&P 500

STRESS TEST RETURNS

Moderate

2.0%

4.7%

STRESS TEST RETURNS

52.8%

22.8%

Annualized Return

2000 – 2002 Cumulative

-16.4%

2008

-23.8%

STRESS TEST RETURNS

100%

2000 – 2002 Cumulative

-37.6%

2008

-37.0%

19.2%

Source: See Disclosures.
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Domestic Equities

International Fixed

Int’l Equities

Alternatives

Domestic Fixed

Cash
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Smart Weighting
Did you know that if you invest in a
traditional market-cap-weighted index
like the S&P 500, a few stocks that have
already racked up big gains become a
disproportionate share of your holdings?

Benefits of
Smart Weighting
Better factor diversification
Increased return potential
Increased tax management
opportunities
Avoidance of sector bubbles
Elimination of fund costs

INVESTMENT METHODOLOGY

Not only do you inherit higher exposure to potentially
overvalued stocks, you also make huge sector bets
and miss out on the opportunity of owning small-cap
stocks all together. The logic behind these decisions
is arbitrary and does not provide you with the proper
diversification indexing is supposed to provide.
We believe the construction methodology of these
indexes has inherent flaws which are costly over time
and add unnecessary risk. Historical results strongly
support our view. Personal Smart Weighting™ is our
solution to these issues.
Smart Weighting takes a sampling of individual
U.S. stocks to construct an index that more equally
weights three key factors: economic sector, style, and
size. The goal is to achieve a better risk-adjusted
return while also benefiting from other value-adding
opportunities.
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Smart Weighting vs. Traditional
Capitalization Weighted Indexes
The most commonly followed indexes, such as the S&P 500, are capitalization weighted. In
a capitalization-weighted index, the weight of each stock is equal to the total value of the
company divided by the value of all the companies in the index. This results in a top-heavy
strategy with an overweight to the largest companies, an underweight to smaller companies,
and a heavy tilt toward the cyclically sensitive areas of the market.

FIGURE 5

Sector Weight Values Over Time of the S&P 500 In:

% Technology

Largest Sector in S&P 500

% Financials

29.2

PRICE RETURN

PRICE RETURN

-80.9%

-79.9%

03/00 - 09/02

21.2
17.7

05/07 - 02/09

20.6

21.3

22.3

17.6

17.6
14.3

1998

1999

2000

2001

2002

13.3

2004

2005

2006

2007

2008

Source: Standard & Poor’s

Shortfalls of Capitalization Weighting
Academics and institutional investment managers are
increasingly recognizing the pitfalls of capitalization
weighting. First, it guarantees buying high and selling
low. If a stock is overpriced in the market, owners of
capitalization-weighted indexes will own more than
the “fair value.” Conversely, if a stock is undervalued
by the market, it will be owned at a lower amount than
“fair value” would suggest. As prices revert to long-term
fundamental values, these indexes suffer.

INVESTMENT METHODOLOGY

Another pitfall of capitalization weighting is concentration
risk, or the risk of overexposure to a given asset or group
of assets. Owning a capitalization-weighted index fund
means taking big bets on whatever stocks and sectors
happen to be big, for no reason other than they’re
already big. This can increase volatility and risk.
Figure 5 shows how S&P 500 investors had their biggest
sector bets burst, first in technology before the dot-com
bust, then in financials before the subprime crisis. In each
case, the sector value decreased by 80%.
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turns

ed risks, such as improper diversification across sectors.
n achieve better results over time, often with less risk.
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32%

24%

20%

18%

13%

13%

Smart Weighting vs. Standard Equal Weighting

2005

2006

2008

2009

2010

2011

2012

2013

31% of the37%
34%
-15%
62%
27%
20%
28%
One
early alternatives
to cap weighting
simply
weighted
each stock equally within an index. The first major equal-weighted
exchange-traded fund (ETF) to do this was the Guggenheim S&P
17%
24%
23%
-23%
49%
27%
14%
24%
500 Equal Weight ETF (RSP). Since its inception in 2003, it has
significantly outperformed its cap-weighted parent index, the S&P
7% through
21% year-end
19% 2020.-29%
22%
12%
17%
500,
However,41%
it has also
experienced
higher
volatility. Our Smart Weighting approach attempts to maintain the
performance
relative to
cap weighting
while
7%
19% edge 16%
-31%
21%
21% simultaneously
6%
17%
reducing overall portfolio volatility of basic equal weighting.

U.S. Sector Returns

2014

2015

FIGURE 6

4%

2%

Periodic
Table-35%
of U.S.17%
Sector14%Returns
19%
12%
3%
2001

2002

2003

2004

2005

2006

Source: See Disclosures.
15%
26%

2007

2016

2017

2018

2019

2020

43%
29%alternative
10% indexing
28% approaches
34%
6%
50%
Although
many
attempt
to address
some of the inherent biases in traditional cap-weighted indexing,
their biggest shortfall is that they still retain the improper sector
41%
25%
7%
23%
24%
4%
32%
diversification characteristics. By equal weighting each sector,
you can achieve better results over time, often with less risk. Many
41% don’t realize
18%
23%performance
24%
2% sectors
29%
people
that7%although
among
varies meaningfully year to year, there is little variability between
sectors
long time5%
frame. Figure
6 shows
how-2%
annual sector
36% over a16%
20%
23%
28%
returns varied from year to year over the last 20-year period.

Traditional indexing can create unintended risks, such as improper diversification across sectors.
4%
19%
14%
-34%
20%
19%
3%
15%
26%
15%
By equally weighting each sector, you can achieve better results over time, often with less risk.

2000

11%

2007

2008

10%

2009

3%

17%

-8%

Financials
Industrials

30%

Consumer Discretionary
Communication Services

29%

Consumer Staples
Utilities

20%

Basic Materials

28%

Healthcare

13%

Energy
-2%

2010

22%

Technology

44%

16%

2011

2012

22%

2013

-13%

2014

27%

2015

11%

2016

57%

14% 4%

12%-4%

47%
-40%

32%
15%

31%
12%

37%
-1%

34%15%

-15% 26%

62%

9% 27%

-4% 20%

28%
15%

43%
13%

29%
-13%

10%
26%

37%

3%

-6%

38%

24%

17%

24%

23%

-23%

49%

27%

14%

24%

41%

25%

20%

7%

21%

19%

-29%

18%

2017

2018

2019

2020

28%10%

34%
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50%

44%
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23%

24%
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32%
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23%

24%
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29%

29%
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16%
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26%

41%
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21%

13%
-34%

7%

22%

-9%

21%

-9%
20%

-5%

12%

6%

-21%
19%

6%

17%

5%

17%

-3%
3%

15%

12%

41%

-1%

36%

-5%
26%

-15%

-17%
16%

-18%
15%

24%

21%
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12%
3%

1%

-2%

20%
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23%

-2%

28%

20%

Utilitie
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-33%
17%
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22%

-8%

28%

13%

Healt
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6%

-10%

-24%
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13%

4%

19%

12%

-35%

17%

14%

3%

15%

26%

10%

-2%

16%

x; each stock’s weight in the index is proportionate to its market value. Equal Weight Sector returns are a simple average of the annual sector returns, represented partially by the nine Select Sector
ns Services ETF (VOX).
are hypothetical
results that
assume the
of dividends
and
are net of
ETF expense
Past returns
are no guarantee
of9%
future performance.
There
11%
-16% These -12%
-26% index26%
2% reinvestment
14%
12%
-40%
15%
12% ratios. -1%
15%
26%
-4%
15%
e, or that the Equal Weight sector index described above will perform better than the S&P 500 or other market-weighted index.

22%

-13%

27%

11%

13%

-13%

26%

10%

-20%

-12%

-30%

15%

8%

0%

13%

7%

-43%

14%

10%

-2%

11%

26%

7%

-5%

6%

12%

-15%

24%

1%

-39%
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-6%
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-13%

-46%
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1%

-9%

5%
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Disclosure: The S&P 500 is market-value weighted index; each stock’s weight in the index is proportionate to its market value. Equal Weight Sector returns are a simple average of the annual sector returns, represented partially by the nine Select Sector
SPDR ETFs, as well as the Vanguard Telecommunications Services ETF (VOX). These are hypothetical index results that assume the reinvestment of dividends and are net of ETF expense ratios. Past returns are no guarantee of future performance. There
can be no assurance that any strategy will be profitable, or that the Equal Weight sector index described above will perform better than the S&P 500 or other market-weighted index.

Russell 1000 Cap Weight

50%
40%
30%
20%

Russell Investments Study on Equal Weighting
10%

Comparing Cap Weighting, Equal Constituent Weighting,
Years
1978
1982 to 1986
1990 to 1994
and
Equal
Sector Weighting

1998 to 2002

2006 to 2010

Source: Russell Investments, 6/30/1978 - 6/30/2010

FIGURE 7

Growth of a Dollar for the
Russell 1000 SEW, CEW & Cap-Weight Indexes
80%

Some of Russell’s
findings include:

70%
Russell 1000 Sector Equal Weight

60%

Russell 1000 Constituent Equal Weight

“Sector equal-weighted indexes
provided a better absolute return with
lower volatility for the time period
tested compared to traditional equalweighted and cap-weighted indexes.”

Russell 1000 Cap Weight

50%
40%
30%

“These results are consistent across
the domestic large-cap, mid-cap and
small-cap spectrum and the global
developed and emerging regions.”

20%
10%
Years

1978

1982 to 1986

1990 to 1994

1998 to 2002

2006 to 2010

Source: Russell Investments, 6/30/1978 - 6/30/2010

Others have reached similar conclusions on the
benefits of equal sector weighting. In a 2010 study by
Russell Investments, “The Russell Equal Weight Indexes:
An Enhancement to Equal Weight Methodology,”
author Pradeep Velvadapu measured the impact of
equal weighting at the sector level from 1978 to 2010.
Spanning over 30 years, the study found an investor
in the equal-weighted sector approach, based on the
Russell 1000 universe, accumulated roughly double
the final portfolio value as compared to one who used
capitalization weighting.

INVESTMENT METHODOLOGY

In 2013 Andrew Clare, Nick Motson, and Stephen
Thomas of Cass Business School in London published
their study, “An Evaluation of Alternative Equity Indices.”
In it, the authors examined the impact of various
weighting schemes for the 1,000 largest U.S. stocks
from 1968 to 2011. They found that all of the alternative
indexes they created (including equal-weighted)
produced better risk-adjusted returns than passive
exposure to a market-cap-weighted index. One of
their primary conclusions was “since the late 1990s the
market-capitalization weighted index has proved to be
a relatively poorly-performing investment strategy.”
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Personal
Capital Smart Weighting Back-Test
Smart
Weighting
FIGURE 8

Growth of $500,000

$14M

Smart Weighting

$12M

$12,423,526

$10M

$8M

ANNUALIZED RETURN

STD DEVIATION

11.3%

16.5%

$6M

S&P 500

$4M

$10,551,055
ANNUALIZED RETURN

$2M

10.7%

‘90 ‘91 ‘92 ‘93 ‘94 ‘95 ‘96 ‘97 ‘98 ‘99 ‘00 ‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10 ‘11 ‘12 ‘13 ‘14 ‘15 ‘16 ‘17 ‘18 ‘19 12/31/20

We researched several factors
relative to the S&P 500 and found
that more equally weighted:1
Economic sectors offered
better performance with
lower risk
Individual stocks offered
better performance but
with higher risk
Size offered better
performance with similar risk
Style (growth, value, core)
offered better performance
with similar risk

INVESTMENT METHODOLOGY

STD DEVIATION

17.3%

Source: See Disclosures.

In a hypothetical back-test of the period from 12/31/1990
to the end date listed above, Smart Weighting was shown
to increase returns relative to the S&P 500 by 0.6%, while
simultaneously lowering risk. In each case, risk is defined
as the standard deviation of annual returns, with portfolios
rebalanced annually. Morningstar classifications are used
for economic sector and style box.
Our equally weighted portfolios typically contain 80 to 120
stocks, which sufficiently minimizes stock-specific risk while
providing the necessary granularity to achieve desired
factor weightings. Periodic rebalancing is necessary to
maintain factor allocations and contain stock-specific risk.
It is the act of rebalancing that drives much of the empirical
and theoretical outperformance relative to capitalizationweighted indexes.
The ability to implement this type of portfolio for individual
investors was only recently made possible by advances in
technology and falling trading costs. Our clients do not pay
any trade commissions.
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Security Selection

Goals of Portfolio
Selection:
Maximize diversification
Spread risk more effectively
Limit portfolio dispersion

We take a top-down approach to security
selection. Our goal is to create an efficient
portfolio of individual stocks and ETFs that
enhance diversification and spread risk
more effectively than traditional indexed
portfolios. Liquidity, cost, and the overall
role in the portfolio are key considerations in
our decision-making process.
We use individual stocks for the majority of the the U.S.
equity portion of the portfolio* and also include U.S. smallcap index ETFs for a small portion. This provides diversified
exposure to the less liquid part of the U.S. stock market and
limits portfolio dispersion by mitigating the higher volatility
of individual small-cap stocks.
Our portfolios are broken down into 12 style box categories
and 10 economic sectors. This is slightly different from
the traditional “nine-box” methodology defined by
Morningstar, which consists of three size categories: large,
mid and small. The large-cap universe is too diverse to
be lumped into one single category. Our approach breaks
large-cap down further into mega-cap and large-cap.
Mega-cap is defined as the biggest stocks, whose sum
accounts for 35% of the total value of the market.

*For our Investment Services tier clients, we use only ETFs and not individual stocks.

INVESTMENT METHODOLOGY
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FIGURE 9

The Process
The goal is to fill up each of the 12 style boxes in
a way that adds up to roughly equal exposure
to each of the 10 economic sectors across the
portfolio. Within mega-cap, the choices are
relatively limited.
In the large- and mid-cap style boxes, there are
significantly more stocks available to select from.
We narrow this down by diversifying at the industry
level. It is often possible to remove niche companies
not representative of their industry.
We also want to maintain diversified exposure to
traditional factors like quality, market exposure
(beta) and momentum.

Smart Weighting Target
Factor Exposure

Mega

10%

10%

10%

Large

10%

10%

10%

Mid

6.7%

6.7%

6.7%

Small

6.7%

6.7%

6.7%

Value

Core

Growth

This approach is designed to be objective and
to minimize potential bias. The overall portfolio
is reviewed to ensure there are no unintended
themes. We aim to create a portfolio that captures
the intended higher-level factor exposure and
otherwise exhibits unbiased results.

We Don’t

We Do

§

§

§

Attempt to pick a
portfolio of high
flyers
Predict earnings
s
surprises or, engage
in short-term market
timing

INVESTMENT METHODOLOGY

§

Attempt to find
the best factor
representation
Monitor stocks to
ensure they remain
representative

15

Individual
Stock Selection

We begin by filtering the universe of U.S. stocks for size and liquidity as
a starting point. Our initial stock universe is defined as U.S. stocks with a
market cap greater than $250M. We classify stocks by sector, style, size,
and industry and then screen a stock to meet our specified parameters.
We also make sure to filter out stocks we deem as both high-risk and lowquality outliers by performing basic fundamental analysis. From there we
choose what we determine to be the “best fit” for the portfolio.

Global Equity Universe

Global Equities ≈

Domestic Equity Filter ≈

Domestic Equities

Market Cap Filter: >

Market Capitalization
Sector

Style Filter: Growth

Size

Size Filter: Mega-Cap

Risk Checks

14,000

$250 million ≈ 3,000

Sector Filter: Consumer Cyclicals

Style

Industry

19,000

Industry Filter: Retail

Risk Checks: Price

≈ 315

≈ 58
≈2

- Cyclical ≈ 1

Moves & Balance Sheet ≈ 1

Prospects List

Stock Selection*

• Amazon

Amazon was chosen since it was the last remaining stock after filters.
It also broadly represents the diverse consumer retail market, and
complemented existing holdings.

*As of December 2020, all positions listed are subject to change. The individual stocks listed are for illustrative
purposes and do not represent a list of securities purchased, sold or recommended for advisory clients.
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FIGURE 10

Determining the Optimal
Number of Stocks
It is not practical to invest in the entire investment
universe, but it is possible to replicate the universe or
an index with a sampling of individual stocks through
factor optimization. Eventually you reach the number
of stocks needed to match the factor exposures of the
benchmark that also diversifies away unsystematic risk
(or stock-specific risk).
In his 1949 book, The Intelligent Investor, professional
investor and Columbia Business School professor
Benjamin Graham argued that 10 to 30 stocks were
necessary to achieve diversification. This was further
refined in the 1987 study by Meir Statman, “How Many
Stocks Make a Diversified Portfolio?” He concluded a
minimum of 30 stocks was necessary.
As can be seen in the table in Figure 10, which is
detailed in his 1987 study, holding 30 stocks eliminates
roughly 95% of the excess standard deviation over the
market portfolio (i.e., “infinity”).
A more recent study published in The Journal of Finance
in 2001 found it now takes at least 50 stocks to achieve
the same level of diversification previously achieved
with 20 stocks.
For our portfolio construction purposes, we have
determined that 80 to 120 stocks achieves our desired
level of individual stock diversification.
Diversification is one of our highest priorities. Longterm performance should be driven primarily by market
exposure (beta) and secondarily by exposure to size,
style and sector factors. Individual stock selection
matters but tends to impact the portfolio less when
proper diversification is achieved.

Expected Standard Deviation
Of Annual Portfolio Returns
Number
of stocks

Expected
Std. Deviation

1

49.236

2

37.358

4

29.687

6

26.643

8

24.983

10

23.932

12

23.204

14

22.670

16

22.261

18

21.939

20

21.677

25

21.196

30

20.870

35

20.634

40

20.456

45

20.316

50

20.203

75

19.860

100

19.686

200

19.423

300

19.336

400

19.292

450

19.277

500

19.265

600

19.247

700

19.233

800

19.224

900

19.217

1000

19.211

Infinity

19.157

Source: See Disclosures.
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ETF Selection Process
We want to make sure each ETF we select is the best
representation of the asset class or sub asset class we are
trying to replicate for the portfolio. From there we select
ETFs based on liquidity, cost, assets under management,
quality of the fund manager and reputation of the fund
sponsor. Other factors may come into play such as
operational and tax considerations.

Total ETFs ≈

ETF Universe

Category Filter: Inflation

Category

Duration/Maturity

3,532

Asset Class Filter: Fixed

Asset Class

Expense Ratio

We use ETFs as part of our portfolio construction mainly
for bonds, alternatives, and international equities. We
also maintain ETF-only model portfolios for some clients
where our individual stock solution cannot be implemented
effectively due to various limitations.

Expense Ratio Filter

Income ≈ 722

Protected ≈ 14

≈ 10

Duration/Maturity Filter ≈

3

Prospects List*

ETF Selection

• Schwab US TIPS ETF

iShares TIPS Bond ETF (TIP) was chosen given
its significantly greater liquidity.

• SPDR Portfolio TIPS ETF
• iShares TIPS Bond ETF

*As of December 2020, all positions listed are subject to change. The ETFs listed are for illustrative purposes and do not
represent a list of securities purchased, sold or recommended for advisor clients.
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5

Tax Optimization

Three ways we
optimize for taxes
Tax-Sensitive Asset Location

Tax expenses can significantly detract
from an investor’s portfolio return. We
take a three-pronged approach to
tax optimization by focusing on asset
location, tax loss harvesting (TLH),
and tax efficiency. Comprehensive tax
optimization can increase after-tax return
by up to 1% per year. 2
In order to minimize the tax consequences
within an investment portfolio, the tax
attributes of each account type and
security must be considered.

Tax Loss Harvesting
Tax Efficiency

Types of
Accounts by Tax
Characteristics

INVESTMENT METHODOLOGY

Taxable
Individual
Joint
Trust

Tax Deferred

Tax Exempt

Traditional IRA
Rollover IRA
401K
SEP IRA

ROTH IRA
ROTH 401K
CRUTs / CRATs
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Tax-Sensitive Asset Location
Investors with both taxable and tax-advantaged
retirement accounts can improve after-tax return
by strategically placing investments in their most
tax-efficient account types. A general rule is to
place higher-yield investments in tax-deferred or
tax-exempt accounts and low-yield investments in
taxable accounts. Annual taxes on dividends, interest
and capital gains generated in a taxable account can
be deferred and, in some cases, exempt if instead
generated in a tax-advantaged account. Similarly, a
non-dividend-paying growth stock held in a taxable
account would defer taxes until the position is sold.
To maximize the benefit, we rank investments based
on tax-equivalent yield (TEY), which is automated
through our platform. TEY differs from gross yield
in that it factors in different tax rates for each

investment type. Income from bonds and REITs, for
example, is taxed as ordinary income. Dividends
from most common stocks, however, are considered
“qualified” and are taxed at a more favorable rate.
This means that if a REIT and stock both exhibit the
same percentage gross yield, Personal Capital would
likely attempt to place the REIT in the IRA first since
its income is less efficient on an after-tax basis.
We estimate the tax savings from asset location
can be up to 0.30% per year, depending largely on
marginal tax rate. A 2005 study by Daryanani and
Cordaro, “Asset Location: A Generic Framework for
Maximizing After-Tax Wealth,” estimated an average
of around 0.20% annualized benefit. A Vanguard
study showed benefits of “up to 0.75%” per year. 2

Asset
AllocationPriority
PriorityCurve
Curve
Asset
Allocation

FIGURE 12

Taxable Accounts

Tax-Exempt Accounts

Expected Return

• Roth IRA
• Roth 401k
• HSA

Tax-Deferred Accounts

• Traditional IRA
• 403b
• 401k

(Asset)

< Less
INVESTMENT METHODOLOGY

Tax Efficiency
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Tax Loss Harvesting
Tax loss harvesting refers to the intentional
selling of securities at a loss to turn an
unrealized loss into a realized loss. This may
sound counterintuitive, but there are two main
ways tax loss harvesting can save money and
improve after-tax return. Up to $3,000 per
year can be deducted in realized losses from
ordinary income.
Capital losses can be used to offset capital
gains, creating a tax-deferred benefit that can
compound over time.

Our tax loss harvesting approach is tied to
each individual’s tax return and only harvests
losses when it makes sense.
There are a wide range of claims related to the
benefits of loss harvesting. We contend that
many are inappropriately overstated and fail
to point out that eventually taxes on capital
gains must be paid. At the upper end, the
income deduction for a high-income individual
in California with a small portfolio could save
0.78% alone. But more common results lead to
savings in the 0.2% to 0.4% range. 3

FIGURE 13

Stock A

+

Stock B

$25,000

Realized Capital Gains

$30,000

Realized Capital Loss

Potential tax owed
$8,750

$9,800

Total potential
tax savings

In this example, the investor could use losses realized
from Stock B to offset gains realized from Stock
A. Because the amount of the realized capital loss
exceeds the realized capital gain, the additional
loss can be used to offset ordinary income and then
future gains or income.

-

$25,000 of losses can be used
to offset realized capital gains.
Potential tax saved $8,750.

$3,000 of losses can be used
to offset ordinary income.
$2,000 of losses can be used
to offset future gains or income.

Assumes a 35% combined federal/state marginal income tax bracket. The example is hypothetical and provided for illustrative purposes only: it’s not intended
to represent a specific investment product and does not reflect the effect of fees. If a taxpayer’s capital losses are more than their capital gains, they can
deduct the difference as a loss on their tax return. This loss is limited to $3,000 per year, or $1,500 if married and filing a separate return.
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Tax Efficiency
There are many investment vehicles to choose from,
and each can have radically different tax implications.
We aim to maximize tax efficiency by building our
portfolios with individual stocks and using tax-efficient
ETFs over mutual funds. The goal is to maximize the
after-tax return of the portfolio by not only considering
locating assets based on the most advantageous
account type and by implementing tax loss harvesting,
but by choosing the most tax-efficient vehicles for
portfolio construction.

Individual stocks are generally the most tax-efficient
because the investor has the most control over the
investment, but when investing in other asset classes
through a fund there are other considerations.
Generally speaking, the taxable nature of the
underlying security flows through to the investor the
same whether it is owned as an individual security or
through a fund. However, not all funds are managed in
the same manner, and this can impact tax efficiency.

Comparison of the Tax Efficiency of
ETFs vs. Mutual Funds
There are two main reasons why ETFs are
generally more tax-efficient than mutual funds.
ETFs tend to be passively managed and have
low turnover, whereas mutual funds tend to be
actively managed with high turnover.
According to Morningstar.com, the 10 largest
mutual funds by assets had an average turnover
ratio of almost 75%.
Differences in the way ETFs are structured and
trade give them more flexibility to defer taxes
for the fund when compared to mutual funds.
ETFs trade intraday on an exchange like a
stock, whereas mutual funds trade once a day
at the NAV calculated after market close. ETF

INVESTMENT METHODOLOGY

shares can easily be created and redeemed,
allowing the deferral of taxes, but mutual funds
are usually limited to selling fund holdings that
create taxable events for all investors regardless
of whether you owned the mutual fund when its
underlying fund holdings were purchased.
A 2010 study by Lipper (“Taxes in the Mutual
Funds Industry – 2010; Assessing the Impact
of Taxes on Shareholder Return”) showed that
owners of mutual funds in taxable accounts
gave up an average of 0.98% to 2.08% in annual
return to taxes over the previous 10 years.
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6

Disciplined
Rebalancing

An Intelligent
Approach
Keeps portfolios on track with
long-term goals
Eliminates costly emotional
mistakes
Enhances risk-adjusted return
by creating a systematic way
to buy low and sell high

INVESTMENT METHODOLOGY

It’s uncomfortable to add money to
poorly performing categories, but doing
so is proven to add value over time.
It works at the asset-class level (U.S.
stocks, international stocks, U.S. bonds,
etc.), and it works within asset classes
(individual stocks, certain types of
bonds, etc.).
Our software reviews portfolios daily for rebalancing
opportunities. Rather than set hard triggers, our
approach relies on exception reporting to identify
when to evaluate whether a rebalance is beneficial.
As a general rule, high-level asset classes will
be rebalanced if they deviate more than a few
percentage points from target, while specific
securities are reviewed if they move more than 0.5%
from target. Taxes are strongly considered in the
decision.
Our goal is to keep turnover under 15% in most years,
a threshold that should be sufficient to capture
the full power of rebalancing. Due to our granular
approach, we conduct several small rebalances per
year, with some activity occurring in most months.
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FIGURE 14

Asset Allocation Returns

1 YEAR (STARTING 2008)
13.1%

Disciplined rebalancing is a way to
maintain proper asset allocation and take
advantage of reversion to the mean.
A multi-asset-class portfolio will never
be the best or worst performer when
compared to individual asset classes.
Yet over time, if properly rebalanced,
performance will rise toward the top of
the group while taking less risk.
Figure 14 shows annualized returns for
each of the major asset classes, as well
as a diversified portfolio similar to one
of Personal Capital’s more common
investment strategies, which is rebalanced
annually. Initially, some asset classes are
big winners while others lag badly. The
diversified approach sits in the middle.
Note that over time, due to the power of
rebalancing, the diversified approach
slowly floats toward the top. As of 2020,
it is ahead of five of the six asset classes
and trails only U.S. stocks. Meanwhile, it
got there with almost 20% less volatility.
This represents why diversification and
rebalancing is such an important part of
Personal Capital’s investment process.

7.5%

1.6%

-15.9%
-37.0%

-30.0%
-45.5%

5 YEAR (STARTING 2008)
7.9%
4.5%
1.7%

1.4%

2.1%
0.6%

-2.9%

9 YEAR (STARTING 2008)
7.1%
4.9%

4.8%

1.3%

0.9%

A NNUA L IZE D RE T URNS

The Value of
Rebalancing

0.3%

-0.6%

13 YEAR (STARTING 2008)
9.8%

7.0%
5.1%
2.5%

2.6%

2.3%
0.6%

Domestic Equity

Alternatives

International Equity

Cash

Domestic Bonds

Hypothetical Personal Strategy

International Bonds
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Investment
Committee
The Investment Committee is dedicated to constructing and maintaining strategic
Your
Investment
investment portfolios. This includes portfolio construction, security selection,
The Investment Committee is dedicated to constructing and maintaining strategic investment
portfolio monitoring, and trade oversight. The Committee combines expertise and
Committee
portfolios. This includes portfolio construction, security selection, portfolio monitoring, and
decades
of experience
to build
widearange of portfolios designed to help clients
trade oversight. The Committee combines expertise
and decades
of experience
toabuild
like
you
meet
their
financial
goals.
wide range of portfolios designed to help clients like you meet their financial goals. For more
information, contact your advisor or email advice@personalcapital.com

Craig Birk, CFP® CHIEF INVESTMENT OFFICER
Craig leads the Personal Capital Advisors Investment Committee, focused on
translating improvements in technology into better financial lives. He has been
widely quoted in the financial media. Prior to Personal Capital Advisors, he held a
senior portfolio management position at Fisher Investments.

Michelle Brownstein, CFP® VICE PRESIDENT OF PRIVATE CLIENT SERVICES
Michelle is a Certified Financial Planner® with a wide range of Investment Management
experience. Prior to Personal Capital, she acted as a relationship manager within Fisher
Investments' Private Client Group, serving as the primary point of contact for high net
worth investment clients.

James Burton, CFP® CHIEF GROWTH OFFICER
Prior to joining Personal Capital, James was executive vice president and chief
marketing officer at Fidelity Investments where he was responsible for the company’s
retail customer acquisition, customer strategy and personal retirement account
business, along with advertising programs, thought leadership, and communications.

Lacey Cobb, CFA, CFP® DIRECTOR OF ADVICE SOLUTIONS
Lacey is Director of Advice Solutions. She has over a decade of investment industry
experience including time at State Street and Head of Research and Trading at Polaris
Greystone. Lacey focuses on personalized strategy selection and contributes to security
selection and client education.

Brendan Erne, CFA, CSRIC DIRECTOR OF PORTFOLIO MANAGEMENT
Brendan leads our research and trading team with a focus on portfolio construction and
socially responsible investing. Prior to joining Personal Capital in 2011, he spent several
years as an equity analyst covering technology and telecommunication companies at
Fisher Investments.

Kyle Ryan, CFP® EVP OF ADVISORY SERVICES
Kyle is responsible for Personal Capital’s Advisory Services. He was named to the 2014
InvestmentNews 40 under 40 list for his contributions to the financial advisory industry.
He has previously held senior positions at Merrill Lynch and Fisher Investments.
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Key Contributors

Team of Experts

Over the years, our approach to long-term wealth management has been
shaped, in part, through advice from an impressive group of key contributors.

We’ve partnered with a Nobel Prize winner, the founder of Personal Capital
who is a former CEO of Intuit and PayPal, a former chair of the Certified
Our Team of Experts includes a Nobel Prize winner and the father of Modern Portfolio
Planningthe
Board,
a former
SEC Commissioner who supports investor rights
Theory, the behavioral economist behind Save More Tomorrow,
former
head of
andcommissioner
the fiduciary standard,
a Fintech innovator and investor, and a former
Stanford’s $20 billion+ endowment fund, and a former SEC
who
Stanford University’s
$20+ billion endowment fund.
supports investor rights and the fiduciary standard. For head
more of
information,
contact
your advisor or email advice@personalcapital.com

Luis Aguilar FORMERLY WITH THE SECURITIES AND EXCHANGE COMMISSION

Luis Aguilar is a consumer advocate and former commissioner of the Securities and Exchange Commission
with over 35 years of experience in business, law and compliance. Mr. Aguilar was appointed to be an SEC
Commissioner by President George W. Bush in 2008. He was reappointed by President Barack Obama in
2011 and served in that capacity until December 2015. Aguilar is a major advocate for consumer and
minority rights, with honors for his leadership of Hispanic and African American rights.

Shlomo Benartzi, PhD BEHAVIORAL FINANCE EXPERT

Shlomo Benartzi is a world-renowned behavioral economist, interested in combining the insights of
psychology and economics. He collaborated with Richard Thaler of the University of Chicago to pioneer the
Save More Tomorrow™ program, a behavioral prescription designed to help employees increase their
retirement savings rates gradually over time. He received a Ph.D. from Cornell University, and is currently a
Professor and co-chair of the Behavioral Decision-Making Group at UCLA Anderson School of Management.

Bill Harris FOUNDER AND DIRECTOR

Bill Harris is the founder and former CEO of Personal Capital. With 25 years’ experience developing
financial technology, he has focused on dragging the financial industry into the 21st century. Mr. Harris
previously served as CEO of transformative financial technology and security companies including Intuit,
PayPal, and PassMark Security. Earlier in his career he was President of ChipSoft and Executive Vice
President of U.S. News and World Report.

Harry Markowitz, PhD PORTFOLIO STRATEGY EXPERT

Harry Markowitz is an economist, and a recipient of the 1989 John von Neumann Theory Prize and the 1990
Nobel Memorial Prize in Economic Sciences. He is known as the "Father of Modern Portfolio Theory" for his
pioneering work in portfolio construction. Markowitz received a Ph.D. from the University of Chicago and is
currently a professor of finance at the Rady School of Management at the University of California, San
Diego. Markowitz’s Modern Portfolio Theory is central to the design of Personal Capital portfolios.

Karen Schaeffer, CFP® FORMER CHAIR OF THE CFP

®

BOARD

Karen Schaeffer is the former Chair of the CFP® Board and a popular lecturer and seminar leader who is
widely quoted in major financial media. She is the Managing Member and Co-founder of a financial
consulting firm working with groups such as The World Bank, The Department of Treasury, The IMF, FDIC and
The Department of State. She was awarded the Alexandra Armstrong Lifetime Achievement Award for her
influence on the financial planning profession.
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As always, we greatly
appreciate the opportunity
to serve you as a client.

Disclosures

FIGURES 1, 2 & 3 (Page 7-8) Data sources: Ibbotson Associates, MSCI,

FIGURE 6 (Page 12) The S&P 500 is market-value weighted index; each

Standard & Poor’s, World Gold Council, BP.com, US Energy Information

stock’s weight in the index is proportionate to its market value. Equal

Administration, Robert Shiller Online, MIT Center For Real Estate, Yahoo

Weight Sector returns are a simple average of the annual sector returns,

Finance. Calculations are based on the long-term historical performance of

represented partially by the nine Select Sector SPDR ETFs, as well as the

asset classes using a combination of indexes and ETFs as proxies: S&P 500,

Vanguard Telecommunications Services ETF (VOX). These are hypothetical

MSCI EAFE and MSCI ACWI ex-US, 10 Year U.S. Treasuries, S&P/Citigroup

index results that assume the reinvestment of dividends and are net of ETF

International Treasury Bond Ex-US and 30 Day T-Bills, as well as IEF, IGOV,

expense ratios. Past returns are no guarantee of future performance. There

VNQ, IAU, and DBC. Prior to 2007, the Alternative asset class is represented

can be no assurance that any strategy will be profitable, or that the Equal

by a hypothetical index of 50% real estate and a 50% gold/oil combination.

Weight sector index described above will perform better than the S&P 500

Each year thereafter it is an equal blend of IAU, DBC and VNQ (gold, com-

or other market-weighted index.

modities, and real estate). Portfolio standard deviation, correlation, and
expected returns are based on average annual performance included in
source data: domestic equities since 1926, international equities since 1970,
domestic fixed income since 1926, international fixed income since 2002,
alternatives since 1970, and cash since 1926.

FIGURE 8 (Page 14) The S&P 500 is a market-value-weighted index; each
stock’s weight in the index is proportionate to its market value. The S&P 500
is designed to be a leading indicator of U.S. equities and is commonly used
as a proxy for the overall market. The equal weighting strategy shows hypothetical index results, and does not reflect an actual account or trading. Nor

FIGURE 4 (Page 9) Data sources: Ibbotson Associates, MSCI, Standard &

does it reflect the impact of fees and expenses that would be incurred by a

Poor’s, World Gold Council, BP.com, US Energy Information Administration,

managed account or fund attempting to follow an indicated index strategy.

Robert Shiller Online, MIT Center For Real Estate, Yahoo Finance.

It is not possible to invest directly in an index or strategy. Based on available

Calculations are based on the long-term historical performance of asset

data, the hypothetical results are time-linked equal returns of size, style and

classes using a combination of indexes and ETFs as proxies: S&P 500,

sector indexes. From 1991 to 1995, results are calculated using an average

MSCI EAFE and MSCI ACWI ex-US, 10 Year U.S. Treasuries, S&P/Citigroup

of equal-weighted S&P sectors and an equal weight of the S&P 500 and

International Treasury Bond Ex-US and 30 Day T-Bills, as well as IEF, IGOV,

Russell 2000. Post 1995, results are calculated using an average of equal-

VNQ, IAU, and DBC. Prior to 2007, the Alternative asset class is represented

weighted S&P sectors and the nine Russell Style box indexes. Results assume

by a hypothetical index of 50% real estate and a 50% gold/oil combina-

the reinvestment of dividends. These retroactive results do not include the

tion. Each year thereafter it is an equal blend of IAU, DBC and VNQ (gold,

effects of cash flows, fees, commissions or taxes, all of which would have

commodities, and real estate). Portfolio standard deviation and expected

reduced the returns shown. All investments are subject to the risk of loss.

returns are based on average annual performance of the allocation shown,

This information is intended only to illustrate a potential index strategy. Past

which assumes annual rebalancing.

returns are no guarantee of future performance. There can be no assurance

This analysis is intended to illustrate hypothetical performance of various
allocation strategies based on long-term historical asset class performance
and is not meant to imply actual performance or results. Given a lack of
historical performance data for international fixed income, prior to 2001

that any strategy will be profitable, or that the equal weighting approach
described will perform better than the S&P 500 or other market-weighted
index. Actual results for Personal Capital’s Composite Personal Strategies
are available upon request.

the aggregate fixed income weight is assumed to be entirely domestic.

FIGURE 10 (Page 18) Portfolios are equally weighted. Elton and Gruber

Past performance is no guarantee of future results. Returns displayed are

reported variances of weekly returns. Statman has converted these to

inclusive of dividends and interest. Transaction costs, management fees,

standard deviations of annual returns. Source: E.J. Elton and M.J. Gruber,

taxes and other factors, all of which would impact returns, are not consid-

Modern Portfolio Theory and Investment Analysis, 2nd ed. (New York: John

ered in the analysis. It is not possible to invest directly in an index or strategy

Wiley & Sons, 1984), p. 35, quoted in Meir Statman, “How Many Stocks Make

without incurring fees and expenses. There can be no assurance that any

a Diversified Portfolio?” Journal of Financial and Quantitative Analysis, Vol.

strategy will be profitable, or that the portfolios described will perform bet-

22, No. 3 (Sept. 1987), p. 355.

ter than the S&P 500 or other market-weighted index.
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Disclosures

FIGURES 14 (Pages 26) Data sources: Ibbotson Associates, MSCI,

ISGTEEI.pdf. Average tax cost is calculated based upon Morningstar data

Standard & Poor’s, World Gold Council, BP.com, US Energy Information

for all domestic equity stock funds with 15 years of performance history as

Administration, Robert Shiller Online, MIT Center For Real Estate, Yahoo

of September 30, 2014. Calculations assume account is not liquidated at the

Finance. Calculations are based on the long-term historical performance

end of the period. When after-tax returns are calculated, it is assumed that

of asset classes using a combination of indexes and ETFs as proxies: S&P

an investor was in the highest federal marginal income tax bracket at the

500, MSCI EAFE and MSCI ACWI ex-US, 10 Year U.S. Treasuries, S&P/

time of each distribution of income or capital gains. State and local income

Citigroup International Treasury Bond Ex-US, and 30 Day T-Bills, as well

taxes are not reflected in the calculations. After-tax distributions are rein-

as IEF, IGOV, VNQ, IAU, and DBC. Prior to 2007, the Alternative asset class is

vested, and all after-tax returns are also adjusted for loads and recurring

represented by a hypothetical index of 50% real estate and a 50% gold/oil

fees using the maximum front-end load and the appropriate deferred loads

combination. Each year thereafter it is an equal blend of IAU, DBC and VNQ

or redemption fees for the time period measured.

(gold, commodities, and real estate). Based on the data, the most common
Personal Capital allocations realized an annual net benefit from rebalancing. Portfolio standard deviation, correlation, and expected returns are
based on average annual performance included in source data: domestic
equities since 1926, international equities since 1970, domestic fixed income
since 1926, international fixed income since 2002, alternatives since 1970,
and cash since 1926.
Benefit to rebalancing derived using historical asset class returns for various
multi-asset-class portfolios. It represents the difference in annualized return
since 1970 for a portfolio rebalanced annually versus a non-rebalanced
portfolio with the same starting asset class weights. Given a lack of historical performance data for international fixed income, from 1970 to 2001 the
aggregate fixed income weight was assumed to be entirely domestic. The
figure does not include the effects of cash flows, fees, or securities trans-

FOOTNOTE 3 (Page 23) Model Assumptions: Available Loss is equal to 10%
of portfolio assets, with average loss of those assets being 15%. Tax rate
assumptions use a low to high range for capital gains of 15%-36.2% and
income 15%-51.9% respectively. This assumes federal gains rates = 15% 23.9%, state gains rate = 0% - 12.3%, federal income rate = 15% - 39.6%, and
state income rate = 0% to 12.3%.
Small Portfolio is defined as an investment portfolio with taxable value less
than or equal to $200,000.
Loss harvesting benefits assume some desire to rebalance. There would be
reduced benefit compared to a buy and hold forever strategy. Represents
tax savings in current year. Some savings represent a tax deferral and
may lead to increased future tax if portfolio is liquidated. Loss harvesting
opportunities tend to reduce over time as winners accumulate.”

actions, all of which would have impacted returns. Based on the data, the
most common Personal Capital allocations realized an annual net benefit
from rebalancing.

This communication and all data are for informational purposes only and
do not constitute a recommendation to buy or sell securities. You should not

FOOTNOTE 1 (Page 14) Economic sector comparison: Compared annual

rely on this information as the primary basis of your investment, financial,

returns of S&P 500 to an equal weighted average of all economic sec-

or tax planning decisions. You should consult your legal or tax professional

tors within the S&P 500, from 1991 to 2020. Individual stock comparison:

regarding your specific situation. Third-party data is obtained from sources

Compared annual returns of S&P 500 to the Invesco S&P 500 Equal Weight

believed to be reliable. However, Personal Capital cannot guarantee that

ETF (RSP) from 2004 to 2020. RSP weights each individual stock within the

data’s currency, accuracy, timeliness, completeness or fitness for any

S&P 500 equally, compared to the standard S&P 500 which is capitalization

particular purpose. Certain sections of this commentary may contain for-

weighted. Size comparison: compared annual returns of S&P 500 to an

ward-looking statements that are based on our reasonable expectations,

equal 50/50 blend of the Russell 1000 Index and Russell 2000 Index from

estimate, projections, and assumptions. Forward-looking statements are

1991 to 2020. Style comparison: compared annual returns of the S&P 500

not guarantees of future performance and involve certain risks and uncer-

to the nine Russell Style box indexes, from 1996 to present.

tainties, which are difficult to predict. Past performance is not a guarantee

FOOTNOTE 2 (Page 21-22) The average tax cost ratio of equity mutual

of future return, nor is it necessarily indicative of future performance. Keep

funds is 1.0% to 1.2%, according to Morningstar. By avoiding tax-inefficient

in mind investing involves risk. The value of your investment will fluctuate

funds and adding the benefit from tax location and tax loss harvesting, our

over time and you may gain or lose money.

research shows proper tax management can improve portfolio returns by

Any reference to the advisory services refers to Personal Capital Advisors

up to 1.0% annually.

Corporation, a subsidiary of Personal Capital Corporation. Personal Capital

Sources: Rushkewicz, Katie, “How Tax-Efficient is your Mutual Fund?” 15

Advisors Corporation is a registered investment advisor with the Securities

February 2010. Morningstar.
17 January 2011; Vanguard Study, https://personal.vanguard.com/pdf/
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Exchange Commission (“SEC”). SEC registration does not imply a certain
level of skill or training.
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