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Introduction

Chapter 1 Introduction

Transparent Investing describes a simple yet higfigctive approach to investing
available to almost anyone in the United Stateh agisets to invest. This approach is
already widely used by lots of smart individualestors and is even more widely used
by institutions. The basic idea is to use indexdBito construct simple portfolios that can
help investors achieve their goals in the most-effsctive way.

This guide provides both investment insights bsb&aome consumer advocacy. The
financial services industry offers a myriad of waygurchase advice on and
management of portfolios for investors. This guaffers some insight into how investors
can make smart decisions regarding what servicbay@nd how much to pay. Many
investors approach investing with significant intlation due to the complexity of the
whole process. To some extent that intimidatiorwasranted, but to a significant extent a
deceptively simple solution exists that too raigdys mentioned by investment advisors
or brokers because the simple solution is great fiftte perspective of an investor but
terrible from the perspective of an advisor. Indexis a successful approach to investing
not because it's simple, but because it has peddrso much better than the average
active manager (the opposite of indexing), andsthmplicity is just an added bonus.

Transparent Investing can be viewed as a wake{lippdavestors everywhere to pay a
lot more attention to fees. While fees don’t solikel the most interesting part of
investing, a lot of research supports the noti@n they are the most important.

This Guide to Transparent Investing arose as dtresan article published in December
2006 inSan Franciscanagazine titled “The Best Investment Advice Yollkver Get.”
The article tells the story of how indexing as apraach to investing got its start in San
Francisco in the 1970s. It also described Aperioupr a money management firm in the
San Francisco Bay Area that manages money bastx gminciples of indexing. The
article clearly hit a raw nerve with readers of thagazine since Aperio Group received
hundreds of phone calls and e-mails from investeeking advice on how to invest.
Most of the callers expressed how they had alwagpexted that they were getting
ripped off in some fashion by the investment wobldat couldn’t quite articulate how

until they read the article.

Since Aperio Group was not seeking clients forkimel of advice or service known as
wealth management, the firm offered a free inveatm@rkshop in San Francisco in
early February to over 100 people who had contagsdakecause of the article. The
response to the workshop was overwhelmingly pasgince people wanted to hear
advice and learn about how to be savvy shoppdfgimvestment world. Many
attendees were also shocked that they didn’t lmlistén to a sales pitch.

This simple approach is great for investors, bigrable thing for lots of different
businesses, including many brokers, money manageedth advisors, pension
consultants and even parts of the financial preléf these players stand to earn
significantly less revenue if investors wake up anthially understand the role of fees
and how unlikely it is that active management wiltperform the stock market itself.
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Introduction

Why do these industries fight so vociferously agathe massive tide of evidence
supporting indexing? Do they simply refuse to ustird the evidence? I'll answer those
guestions by quoting Upton Sinclair, who saidjs|difficult to get a man to understand
something when his salary depends upon his notrstaaheling it."

The basic idea behind the simple approach is toviathe following steps:
1. Plan your cash needs in terms of time horizon aterthine how much risk you
can really tolerate (not as easy as it sounds)
2. Pick an asset allocation that matches your timeborand risk tolerance
3. Buy a basket of index funds and hold them until geed to withdraw the money

This approach is so deceptively simple that pedplet really trust it. Once when | gave
an investment seminar to a group of twenty friesids private home, one woman
listened to my description of how to invest andhtke&claimed, “You mean | can buy
these index funds and then | don’t have to payate to them, and | can just garden?” |
answered with an emphatic “Yes” that she could dger time gardening and still be a
very responsible investor who was making a veryrsofaice. It just doesn’t sound right
that such a great solution can be so simple. Keepind, though, that the it's not the best
solution because it's simple, but rather thatat'great solution that also happens to be
very simple.

When presenting the first workshop on Transpanmavedting, | ended by quoting a
version of the Serenity Prayer by Reinhold Niebuhr:

Grant me the serenity to accept the things | cachanhge,
The courage to change the things | can,
And the wisdom to be able to tell the difference

The Serenity Prayer offers a great analogy intcsthartest way to invest since it
emphasizes distinguishing between the things yawoatrol and the things you can't.
What parts of investing can you control? The answeslude fees, taxes and how much
you save or spend. What can’t you control? The answclude 1) whether the stock
market is going up or down next year and 2) whictiva manager will beat the market
next year. View video:What You Can Control

Investment Advisors as a Profession

The investment advisory business includes brokegalth managers and financial
planners. Like all professions, there are plentlgaforable people striving to serve their
clients’ needs and there are also plenty lookingautheir own interests first rather than
the needs of their clients. Unfortunately for cansus, there is a basic problem with the
main way that advisors earn their pay for the aglthey provide. The default for most
investors is to hire an advisor who then picks nyananagers, either through mutual
funds or separate accounts. The concept is tha&a@dwvill be able to cull out the best
managers, those who will perform better than theketathus making it worthwhile to
pay an extra fee for the selection of money marsagérnfortunately for investors, the
ability to select the managers who will beat thekatis highly suspect.
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Introduction

What | find personally galling is to speak with keos or advisors “off the record,” i.e.
not around their clients. Then they will admit thadst managers cannot beat index
funds, but then they add, “But you can’t make armmnay selling index funds, so we have
to go with active.” While it might be a stretchdall the profession as a whole dishonest,
at the very least it's not an industry that hasagihgreat integrity around ‘fessing up to
this problem. Let me state again that there areyms#inical investment advisors
practicing, but as a consumer you face difficuli®dince so many are willing to charge
high fees for the promise of picking the manageas will beat the market. Some
advisors will pick managers that will beat the nerlout the odds are heavily stacked
against that happening.

An interesting trend has been developing withinfthancial planning and investment
advisory industry. Clients are beginning to figord that their advisors don’t necessarily
add much value in picking the best funds or margderrt they do add value with
services such as financial planning. As a redudt,industry is shifting slightly in its
emphasis on payment from assets under managemeayntent for services actually
rendered. While “fee only” advisors may tell yoatlthey operate only in your best
interests, they may still avoid index funds becatsgll make it too transparent what
value they actually add or don’'t add. While as mstmner you can get good service by
paying through a number of methods, paying soméoney or on a retainer or by
service (e.g. a specific price for a financial plaffers the least conflict of interest.
Unfortunately for consumers, many advisors refoseperate that way because it's far
less lucrative than managing assets for an ondemg

Unfortunately for consumers, the default for madioi hire an advisor to pick active
funds or managers and pay them a large and onfeéntg do so. While | would not
argue that indexing is the only way everyone shawdst, | would argue that everyone
should default to a simple index portfolio. If ybave no idea what to do, then an
indexing approach is going to be much simpler drehper than paying an advisor based
on assets under management. If you feel as thooiglygt good value for useful services
from your advisor, then count yourself as a sasionsumer. If you thought you were
getting investments that were going to beat theketathen the odds are that you will be
disappointed. Overall, the current standard revenoeel is great for the investment
advisors but terrible for consumers.

The academic research overwhelmingly favors indgximus showing that for most
advisors it's a myth that they have the abilitypaat the market. Another myth held
dearly by consumers is that the very wealthy aphisticated about investing and know
how to buy high-quality advice, while the rest sfhave to suffer through confusion and
intimidation. In my opinion, that’'s a complete loafthogwash. The very wealthy might
be brilliant as entrepreneurs or executives orestdte developers, but in my experience
they are just as likely as the rest of us to romad investing and ignore the dull truth
about fees and taxes. They may presume that thieging smart by getting advice from
prestigious firms that have very high minimums, 30 million or more at certain
investment banks. However, those highly polishegstment banks can sometimes
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Introduction

provide fancy overpriced products and services wheir clients’ wealth would be far
better off in the long run were they to go withiragle indexed approach. In other words,
having a lot of money does not inoculate you adamerpaying for investment products
and services. However, understanding the researamdexing and other nuances of
investing can inoculate you against overpaying,tivreyou have lots of wealth or only a
tiny nest egg. That understanding is the goal ah$parentinvesting.com.

How do you know if you're getting taken to the clees? There are some great and
reputable high-end advisors and some great modenat&too. To judge the fairness of
any financial advice, do the same thing you wonlgldging any other product or service
you consume—Ilook at how much you’re paying and wisatget in return for what
you're paying. In other words, pay attention to fibes, whether you have $5,000 or
$50,000,000 to invest.

©2007 Patrick Geddes Page 6 of 53



Do-lt-Yourself

Chapter 2 Recipe Card for Do-It-Yourself Investors

Step

Action

Topics Covered

Complexit

y Page

1.

Financial Planning

What am | saving for?
For how long am | investing?
What's my risk tolerance?

Basic

Asset Allocation

How much do | invest in risky assets
like stocks and how much in safer ass
like bonds?

ets Basic

10

Choosing Securities

Which securities or funds are best?
Why is indexing such a superior strate

when it seems like settling for average”

gyModerate
5

13

Which Index Funds?

What funds should | buy?
Where should | shop?

Basic

15

Dealing with Taxes

How do taxes affect investing?
What investments should go in my IRA
or 401(k)?

\ Moderate

17

Converting an
Existing Portfolio

How do | get the mixture of all my
current accounts into a simple mix of

Moderate

index funds?

19
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Do-It-Yourself Financial Planning

Financial Planning (Do-It-Yourself Step 1)

Here we’ll define financial planning broadly asetatining your needs for the money
you’re investing, specifically how much cash toest/and when you need it. For many
investors, two major investing goals include retiemt planning and paying for higher
education. The financial planning process includegs such as deciding how much you
need to save per year to meet those goals or hatkh you can spend per year in
retirement given a certain size of portfolio.

The second major component of how we’ll define tiicial planning is assessing your
individual tolerance to risk, which really meansuyability to remain invested in risky
assets like stocks in the middle of meltdowns sagthe one we experienced in the U.S.
from 2000 to 2002. Basically, investors earn a aigleturn the more risk they take. |
describe it as the market paying you for the sttt your stomach lining in terms of
the sorrow at having to watch a portfolio expergesignificant drops.

Lots of web sites offer excellent tools to helphwiihancial planning. One helpful tool is
a cash flow planner that allows you to input diéierr portfolio amounts and savings rates.
These tools try to help you determine how muchat@sr how much you can spend in
retirement. While the tools can be very helpfulaficial planning can still be confusing
or overwhelming, which means it can be an areavfoch it's helpful to seek advice.

Vanguard offers a series of cash flow analysisstaacluding a retirement planner
(“Determine how much to save for retirement”) andoaerall life cash flow planner (the
Vanguard Lifetime Spending Analyzer™).
https://flagship.vanguard.com/VGApp/hnw/planningeation/general/PEdGPPInToolsR
etirementPInContent.jsp

Fidelity also offers some great tools, specificaélg Retirement Quick Check. You'll
need to register with an e-mail address, butiige to use.
http://personal.fidelity.com/planning/retiremendpl overview.shtml.cvsr?refpr=rrc18

Identifying your own risk tolerance can be trickyou're unsure as to what that really
means. Risk tolerance refers to the ability to stoimthe sudden lurches up and down in
risky assets, such as the big drop in U.S. statkisda period 2000-2002. Fundamentally
the market pays you for the strength of your stdmaing, and you’ll earn a higher
return (in theory) for bearing more volatile upslalowns over the long term.

Another useful tool on many web sites is a riskstjo@naire to help you determine how
much market volatility you can actually stomacheoal of these questionnaires is to
help you determine how much you can withstand titexgenching market gyrations
associated with investing in stocks. Keep in mimat it may be sound advice to tell you
to invest with a long-term horizon and just stayeisted even through downturns, but if
you're likely to panic and sell out during a bignket drop, then you probably shouldn’t
have been as heavily invested in stocks in theglece. In my opinion, investing in
stocks means that you always face the potentiabfisignificant losses, like the U.S.
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Do-It-Yourself Financial Planning

market losing almost 50% of its value in the 200@®02 period. However, stocks offer
a great return for long-term investors who canrtiatethe ups and downs.

Risk Questionnaires

Here are some links to risk questionnaires. Unfately, they don’t always include
instructions on how to score and interpret thent the nature of the questions might be
helpful.

MSN offers a short and simple list of twenty quess. It's pretty basic, but it can be
helpful nonetheless.
http://moneycentral.msn.com/investor/calcs/n_risiajh.asp

Here’s a categorization of different levels of riskerance from a firm selling
guestionnaires. I'm not endorsing their productsd,the list can be helpful.
http://www.toolsformoney.com/investment_risk_toleca.htm

Vanguard offers a questionnaire on assessing yoarevel of risk tolerance.
https://flagship.vanguard.com/VGApp/hnw/Fundsinv&tienaire

Here’s a very basic risk tolerance assessmentangihecific recommendation for how
much risk you can take.

http://www.am-

a.com/protected/education/ed_products/workbook/t@krance worksheet.phtml

Investment risk isn’t an easy thing to master. Raber that the market pays you for the
strength of your stomach lining, although that's mauch comfort when you're looking at
a plummeting account balance in the middle of aketameltdown. It's helpful to brace
yourself in advance by realizing that losing moirethe short term is an unavoidable
part of the game. Your real challenge is knowingrymvn emotions in advance and
taking only as much risk as you can really tolerate

Keep in mind also that time lowers the risk of lgsmoney. In general, the longer your
time horizon, the lower your likelihood of a negatreturn over a given period. Shown
below is the historical range of rolling periodlresturns, i.e. adjusted for inflation, from
1926 to 2000 (data from Dimensional Fund AdvisoF$ke High returns show the best 1-
year or 20-year period during that time frame,Alerage is based on all periods, and
the Low returns show the worst. As you can sed) saa great investment for a one-year
time horizon compared to stocks because the risbssfis so much lower. However, for
a twenty-year horizon, the worst stock performamas much better than the average
cash performance.
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Do-lt-Yourself Asset Allocation

Historical Holding Period

Asset Allocation 1 Year 20 Years
High +13% | High +32%
100% Money Market | Average 0% | Average -9%
(low market risk) | Low -17% | Low -49%
High +182% | High +1143%
100% Stocks Average 7% | Average +250%
(high market risk) | Low -64% | Low +5%

This table shows two important characteristicagi:rl) that riskier assets are more
appropriate for longer time horizons and 2) thardeng periods of time inflation can
make a safe investment look quite risky. In otherds, while cash might seem like a
safe investment, over the long term it's actualljte risky when subject to the ravages of
inflation.

Asset Allocation (Do-It-Yourself Step 2)

Before discussing constructing well-balanced ptid$g it's helpful to define what we
mean by asset classes, the broad grouping of eifféypes of securities. One simple
approach is to divide all assets into two main geguhe non-risky basket and the risky
basket.

The Safer Basket

The lowest risk asset in the Safer basket is aalith is the same thing for our purposes
as a money market fund. While most money markedsuyexcept for those that invest
exclusively in U.S. Treasury bills) aren’t complgtéree of risk, they’re still the safest of
all assets outside of a guaranteed bank deposit.

The other asset in the Safer basket is bonds, wittte equivalent of loaning money to
corporations or governments. Bonds do bring sosie although far less than the stock
market. Bonds can fluctuate in price, mainly aarection of changes in long-term
interest rates. While there are a lot of differigpies of bonds and bond mutual funds, the
simplest distinction for asset allocation is to ersand the difference between taxable
and tax-exempt bonds, also known as municipal bondsunis. Taxable bonds include
corporate bonds and bonds of the U.S. governminough U.S. Treasury bonds are not
subject to state income tax.

The Risky Basket

The risky basket contains many different typessiyrassets, with stocks and real estate
as the most common. Stocks we’ll divide into Ui8cks and foreign stocks. Often U.S.
stocks get further divided into large companies smdll companies, although it isn’t
necessary to go even to that level of detail.
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Do-lt-Yourself Asset Allocation

What have returns been historically for differesget classes? The table below shows the
historical risk and rates of return for major asdasses.

Historical Risk & Return

Annual Risk
Asset Class Return (Std Dev)
T-Bills 3.72% 3.13%
Long Gov't Bonds 5.45% 9.17%
Large U.S. Stocks 10.44% 18.66%
Foreign Stocks 11.29% 22.09%
Small U.S. Stocks 12.06% 26.30%

Source: Dimensional Fund Advisors
Data for period 1926-2006 except for foreign stoekkich reflects 1970-2006

How Much Should | Allocate to Risky and Safer?

Let's assume that you've already determined youethorizon and risk tolerance. The
next step takes those two factors and converts thienan appropriate asset allocation,
meaning the selection of the appropriate blendiskyrand Safer. The key to risk
tolerance is understanding your own behavior dubiggnarket drops. A higher level of
risk tolerance implies that you're more able toumedsignificant drops without selling
out in a panic.

Another issue is the common danger of not takirmugh market risk in order to offset
inflation. Most investors think of risk in terms sifiort-term volatility, basically whether
or not they will lose money in the short term. Heee over long time periods, say more
than ten years, inflation can become the truly éamgs risk. If you focus too much on
keeping your portfolio from losing money just imrtes of the nominal value, then you
may end up losing money when measured in termsirchasing power. While most
investors dislike losing money about twice as maglhey enjoy gaining the same
amount, most investors in retirement plans do alké¢ enough risk for their time horizon.
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Do-lt-Yourself Asset Allocation

Walking the Path Between Inflation and Market Risk

100% Stocks

Market Risk

70% Stocks
30% Bonds

50% Stocks
50% Bonds

30% Stocks
70% Bonds

100% Cash

ation Risk

1 Year 5 Years 10 Years 15 Years 20 Years

Asset Allocation Over Time

T I“ Im
o,_

1 YEAR

1
_

20 YEARS

|
_

15 YEARS

5 YEARS 10 YEARS

Time Horizon
In the short run, money instruments are the safest investment.
For a longer horizon, increase your equity allocation.

Common Portfolio Guidelines

Asset Allocation

Holding Period Cash Bonds Stocks*
1 Year 100% 0% 0%

5 Years 0% 70-100% | 0-30%
10 Years 0% 30-70% | 30-70%
20+ Years 0% 0-30% 70-100%
*Sub-divided as below

Breakdown for Assets Allocated to Stocks

Large U.S. Stocks 50-80%

Small U.S. Stocks 10-40%

Foreign Stocks 10-30%

©2007 Patrick Geddes

The graph to the left shows
how much inflation risk
starts to matter more the
longer your time horizon.
For most investors, the
challenge lies in finding the
right balance between
market risk and inflation
risk. The graph
oversimplifies the exact
portfolio weights, which are
somewhat flexible, but it
illustrates the basic trade-off
between the two types of
risk and how much more
market risk you should bear
if you face a longer time
horizon.

The graph to the left shows
the same allocations, but
distinguished by the
separate asset classes.

These asset class
recommendations aren’t
hard and fast. In fact, a wide
range of allocations may be
appropriate, and not all
advisors would agree as the
exact allocation. The table
on the left shows common
guidelines as a range of
acceptable allocations.

Don’t sweat the exact
precision of the percentage
in each asset class. If you
have 74% Risky when your
target is 70%, you don’t
need to worry. Rebalance to
your target every two or
three years. You should
rebalance as your time
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Do-It-Yourself Choosing Securities

horizon shortens, e.g. you probably don’t wantdhme asset allocation for retirement
funds at age 60 that you want at age 75. One grkaintage of the Vanguard Target
Retirement funds is that they rebalance automéfical

Choosing Securities (Do-It-Yourself Step 3)

Investors who want to invest in diversified porifsl of stocks face two basic choices,
indexing or active management. With indexing, in@escan get a very low cost and
simple way to invest in stocks, and the goal isihoply earn returns equal to the market.
With active management, investors can still inwesttocks, but the goal is to find
managers that will earn returns after expensesatieabetter than the market itself. While
active management sounds more appealing (who wead to settle for the market

when you might be able to do better?), unfortuyadel average it tends to worse than the
market because those active managers cost so narehtinan indexing.

A very widely accepted body of academic researgpasris the conclusion that trying to
pick active managers will actually in most caseséethe investor worse off than simply
trying to earn market returns. How does trying aadho do better leave most investors
worse off? Active managers tend to fail to earnesigp returns because for investors,
their returns are measured after expenses, whicmsribe fees investors pay. Active
managers don’t do poorly in general because thegtapid; they actually tend to be very
smart people. However, they cost too much compiaréue proven value they add.

When many investors hear that argument, they poiatparticular mutual fund that has
performed better than the market, and there arayaunds that do earn superior
returns. However, while it's easy to pick an activanager that has beaten the market in
the past, it's extremely difficult to pick one thaill do so consistently into the future,
which is when the returns count. The odds are heatacked against anyone, expert or
novice, being able to pick the managers that vadtithe market, but investors keep
trying anyway, partially because it's so countaritive to just “settle” for market returns.
In truth, however, indexed investors are “settlifg”’ lower fees than those who choose
active management, and those fees, along with &tes, make active investing a poor
bet statistically.

What Is an Index Fund?

An index fund is a portfolio that is managed taka particular target index, called a
benchmark. Investors can take advantage of animglepproach through mutual funds,
exchange-traded-funds (ETFs) or even separate atcdthe oldest and most well-
known index mutual fund is the Vanguard Index 500ich tracks the Standard &
Poor’s 506 index. The fund holds all of the stocks in theeindh the same proportion as
the index. For example, on March 31, 2007 the Ergmgle holding in the S&P 500 was
Exxon, which comprised 3.4% of the index value. Viamguard mutual fund also holds
Exxon as the largest single stock weight of 3.4%.

There exists a very wide range of index funds fwanich to choose, including those that

specialize in certain industries, such as technglogcertain portions of the market, such
as stocks of small U.S. companies. For those metauvhere to begin, the best choices
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Do-It-Yourself Choosing Securities

are the broadest index funds that capture entset @atasses. For example, the Vanguard
Total Stock Market Index fund is a wonderful andyw&mple way to own the entire U.S.
stock market. If you own that fund, then your irnwesnt rises and falls almost exactly in
line with “the market.” Instead of spending a lbthwoney in fees paying someone to try
to “beat the market,” you can earn higher retumganeral by simply owning a small
piece of “the market.”

Indexing vs. Active View video:Choosing Securities
Over the past thirty years or more, academic rebdaas overwhelmingly pointed to the
superiority of indexing versus the average actiamager. There is no serious debate
among experts within the field (at least those wiitha profit motive to distort the
research) about the fact that for U.S. stocks iimdpaffers a better statistical likelihood
of higher returns than the average active manager.

However, there remains some interesting debatelmth&r or not the minority of
managers that beat the market do so consistertlygérnto make it worthwhile to bet on
them. In other words, if we observe that 10% to 23%ctive managers beat the market,
then the question arises as to why investors shdyidct invest in those managers. The
problem is that many of the managers that haveehagbe market will not continue to do
so, although some will. The key question remainstivbr their superior returns are
dependable enough that investors should assumthehatiperior returns will continue
into the future.

The bibliography summarizes much of the reliabseasch on indexing for U.S. stocks.
A number of issues arise in the proper measurenfemhether active managers can
provide market-beating returns. First, the bestassh controls for risk to avoid just
picking the riskiest fund managers since in gen@ramost investments higher risk is
supposed to lead to higher return. Furthermork sti®uld be measured effectively,
usually including the effects of style, e.g. lakge small stocks or value vs. growth
stocks. Thus looking at just raw returns generddigsn’t capture the nuance of risk and
specifically of style bets.

Second, the best research controls for what is kreswsurvivorship bias, which is a
tendency for mutual fund histories to be distoded to the disappearance of the worst-
performing funds. For example, if we look todaykiof the U.S. stock funds with a ten-
year history, you might think we would have a goepresentative sample of the funds
from which investors could have chosen ten yeaos ldgwever, most popular databases
don’t include the funds that have disappeared duieing so terrible. In other words, the
ugliest examples conveniently disappear, since tamdpanies don't like keeping around
poorly performing funds; it's bad for marketing.

The research on U.S. stocks points heavily towaedstiperiority of indexing. For non-
U.S. stocks, the research is more mixed. | stiiele in indexing for foreign stocks, but
the data aren’t as unequivocally lined up agaiosve the way they are for U.S. stocks.
As for bonds, indexing can be a fine approachfaaubond funds of similar type, e.g.
intermediate term general bond funds with modereddit risk, the fees (expense ratio) is
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Do-lt-Yourself Which Index Funds?

the single most important factor. In other woras,ldond funds, cheap is the best way to
go, which means that indexing can be very goodnbuthe only way.

One of the big challenges of
Simpie Yet convincing consumers of
£ A rncwr the superiority of indexing
lies in a suspicion that
something so simple can’t
really be the best solution.
Consumers correctly
L perceive that the research
2.5top behind the validity of
woITying indexing can be quite
complicated, but the answer
that falls out of that research
is so simple that people just
won't trust it.
Video: Simple Solution

Which Index Funds? (Do-It-Yourself Step 4)

If we assume that indexing offers a superior apgrda investing, the question arises,
“Which index funds should | buy?” Since asset alamn boils down to choosing a
diversified blend of asset classes, then the &siams of selecting the best index funds
to represent each asset class.

If you've already determined your asset class atioa, and you have bought into the
arguments in favor of indexing, then your next ceaieflects either investing in a single
pre-packaged solution or constructing your ownezibn of separate index funds. We'll
discuss the pre-fabricated solution first and tsleow the slightly more complicated
version.

For the simplest solutions, we’ll use Vanguard'sgea Retirement mutual funds as great
examples of very low fees and pre-determined adketations. Vanguard has created a
series of funds with different risk profiles intexttifor different time horizons. All of

them combine a mixture of very low-cost index fumd® one single fund without any
extra layer of fees. Lots of other fund companikésrdhese “Life Cycle” funds, but
Vanguard offers the lowest cost in most situatidie Vanguard funds provide great
benchmarks for both low fees and sensible assetadibn. (See page 40 for a list of
these funds.)

How do these Target Retirement funds work? Vanghasdput together portfolios for
people planning on retiring at specific times ia thture, with retirement dates ranging
from 2005 to 2050. As an example, let’s start ik Target Retirement 2010, which is
designed for people who plan on retiring in thery&# 0. Vanguard roughly assumes
that people will live about 20 years after retitisg the average time horizon is ten years
after retirement date, which is the mid-point dfrement years for most people. That
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means that in 2007 the Target Retirement 2010 hiaseahorizon of about 13 years,
three years until 2010 and then ten years extraaA@-year time horizon, Vanguard has
chosen an asset allocation of 55% risky assetga#non-risky assets. They have
blended different domestic and foreign stock anddaadex funds to come up with a
well-diversified single portfolio.

If you want a very simple solution, you can invaktof your assets in this one fund,
assuming you have a 13-year time horizon and darate the risk associated with that
asset allocation. However, this approach may nadéa if part of your portfolio is
taxable (not in an IRA or retirement account) andntaxable income is more than about
$125,000 per year if you're married or about $78,0¢ou’re single. If your goal is
simplicity, though, the Target Retirement fundsrirvanguard are a great choice.

The Target Retirement funds from Vanguard providexcellent benchmark for both
asset allocation and fees for those wishing to tcoaistheir own collection of individual
index funds. However, many investors want to goobelythe simplicity of one fund to
build their own custom portfolios of index fundssied below are a few situations for
which it's a good idea to go beyond the simpliafythe Target Retirement funds.

Situation 1—High Tax Bracket

Since the Target Retirement funds were designethieexempt accounts, all of
the bond investments are in taxable bonds, whitiheidest choice if you don’t
have to pay taxes currently. However, if you haseable assets, and you are in a
high tax bracket, then you should substitute mpaidbonds for the taxable bond
component in the Target Retirement funds. See pader a description of how

to construct your own portfolio of individual Vargu funds.

Situation 2—Mix of Taxable and Tax-Exempt Accounts

To optimally allocate your assets among taxabletargexempt accounts, you
may need to take advantage of sheltering tax-iriefit assets in retirement
accounts. (For more detail, see page 17 on taxeesaasting.)

Situation 3—More Varied Asset Class Allocation

The Target Retirement funds do not include “reakts” which means real estate
and commodities. Many high-net-worth investors hexgosure to investment
real estate (not including primary residence). those investors without any
additional exposure to real assets, consider all@émdex portfolios that also
include REITs (Real Estate Investment Trust) androodities. As a rule of
thumb, if you have less than 20% of your total fwbid in real assets, consider
including REITs and commodity funds as shown orepély

Choices Beyond Vanguard

There are some good low-cost index portfolios taat be built at other investment
companies. Shown below are two different ways titdlgood portfolios of index funds,
one using conventional index funds at Fidelity, andther using Exchange Traded
Funds (ETFs) at a brokerage firm like Schwab orArBeritrade.
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Fidelity

Using the same kind of asset allocation from a Vang Target Retirement fund or from
the range shown in the table at the bottom of d&jeou can create a very low-cost
blend of funds at Fidelity, in some cases chedpan tvhat you can get at Vanguard.

Fund Name Symbol| Asset Class Fees
Spartan Total Market Index Fund FSTMXJ.S. Stocks 0.10%
Spartan International Index Fund  FSIIX Non-U.S.cB&| 0.10%
Spartan Intermediate Treasury | FIBIX | Bonds 0.20%
Bond Index Fund

ETFs at Brokerage Account

Unlike no-load mutual funds, ETFs are bought arld kke a stock through a brokerage
account. The following ETFs could be purchasetgtaokerage firm, but let's assume
you’re going to use Schwab or TD Ameritrade, twpudar low-cost brokerage firms.
Remember that you have to pay a commission to hdyseall ETFs, so this choice
wouldn’t work as well as a traditional mutual fulgou’ll have a lot of transactions.

ETF Name Symbol| Asset Class Fees

Russell 3000 Index Fund IWV U.S. Stocks 0.20%
MSCI EAFE Index Fund EFA Non-U.S. Stocks 0.35%
Lehman Aggregate Bond Fund AGG Bonds 0.20%

Note that the non-U.S. stock choice excludes emgngiarkets and Canada, but the
EAFE is still the most widely-followed non-U.S. skoindex. All of the ETFs listed in
the table above are offered by iShares (from BGUlzsidiary of Barclays Bank).
Vanguard also offers very low-cost ETFs, but I'mntiening the iShares to try to avoid
sounding as though Vanguard is the only investrokaice | ever recommend.

Dealing with Taxes (Do-It-Yourself Step 5)

Unfortunately for most investors, investment adissand money managers tend to
ignore the effects of taxes on investors, whichlmaguite significant. Why do taxes get
ignored? For one thing, they complicate investimg, more importantly, investors are
the ones paying the taxes, and advisors and moaeggers often hope that their clients
won't understand the drag on returns from activeagament and poor tax planning.
While the historical data of active managementu®iadexing overwhelmingly favors
indexing, taxes are usually ignored in such reseafthen the effect of taxes are
included, indexing is an even more compelling stdihe big advantage of indexing is
that the investor controls the timing of tax paymsenot the manager.

There are three main areas where taxes should affeca taxable investor decides to
proceed. First is the allocation between tax-detkaccounts (IRAs, 401(k)s, etc.) and
taxable accounts (regular accounts where the iavpslys taxes on interest, gains and
dividends). Second is the choice in stock fundg/beh active and indexed investing.
Third is the choice in bonds between taxable b@mdsmunicipal bonds.
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In addition, if you already have a portfolio withad of unrealized capital gain, it makes
sense to pay attention to the capital gain taxceffef selling existing assets in order to
rebalance. While I'm advocating that all investdedault to a simple portfolio based on
indexing, paying a lot of capital gain to do so ®skhings more complicated.

Turning to the first issue of how to allocate ass$e taxable or qualified accounts (IRAs,
401(k)s, 403(b)s, etc.), the first step is to catgpthe asset allocation step as described
in the Asset Allocation section. After determiniyaur financial goals and then an
appropriate asset allocation, you’ll have a breakdbetween how much you need to put
in the Risky bucket and how
much in the Safer bucket.
Total Portfolio Remember to combine all of
your assets together, i.e. all
investments across your
Eill with T different holdings, as
Inefficient clarified on the Asset
Assets: Allocation worksheet (see
page 39).

Taxable

Fill with Tax- Accounts

Efficient Assets:
Taxable Bonds
REITs

Stocks (Active)

Stocks (Indexed)

Municipal Bonds

Tax-deferred
Accounts Now you can begin to
allocate your assets in the
most tax-efficient way
possible, as shown in the

Fill your tax-deferred accounts first with taxable chart on the left. The basic

bonds or other tax-inefficient assets. goal with dividing up assets
between taxable and qualified

accounts is to fill the qualified accounts firsthvihe least tax efficient investments, i.e.
the ones that throw off the worst kind of taxalleame, what the IRS defines as either
ordinary income or short-term capital gains. Tagdimnds and actively managed stocks
generally are the most tax-inefficient assets. xn&teck funds tend to be quite tax-
efficient, which means they're best held in taxaateounts. In our discussion here, we're
assuming that you don’t need the cash flow fromdsammediately.

As an example, let’s say you have completed yosetaalocation and have determined
that you want 70% of your portfolio in the Riskydiet and 30% in the Safer bucket.
That allocation comes from a combination of yoordihorizon and your risk tolerance.
Now let’s say that you happen to have 55% of yotaltportfolio in taxable accounts and
45% in qualified (tax-deferred) accounts. Since gead only 30% of your overall
portfolio in the Safer bucket (presumably bonds)y ghould put all of the bonds and
15% of the risky assets in your qualified accoubisging the total to 45%. Then you
should invest in index stock funds for the 55%axable account, which leaves you with
your ideal asset allocation of 70% high-risk an&30w-risk, plus you've taken full
advantage of the tax benefits of qualified accaunts

As a different example, let's assume the same aflsetition as above, but you have
only 20% of your portfolio value in qualified plarsaving 80% in taxable accounts.
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Since you still need to get to 30% of your totabonds, you should still use up the entire
20% of your portfolio in the qualified plans withxable bonds, and then invest the
additional 10% in bonds outside your qualified asts. For those bonds in the 10%, you
should invest in municipal bonds if your taxableame is greater than $75,000 (single)
or $125,000 (married filing jointly). For those tvitaxable income less than those
amounts, you should invest in taxable bonds eveaxable accounts.

Converting an Existing Portfolio (Do-It-Yourself Step 6)

The advice in many books and articles on investiay presuppose that you're starting
out with all cash, looking to create an ideal paitf. Unfortunately, our financial lives
tend to be messy in terms of our current portfolMany investors have a mishmash
collection of mutual funds a broker may have orald them, a few individual stocks
they've picked, more mutual funds in a 401(k) drestretirement account, some IRAs,
etc.

The first step is to get a good idea of your tptatfolio across all of your different
accounts. It's important to think of your portfols a whole rather than to focus on all of
the individual pieces. Fill in the chart on paget@9et a good sense of your current asset
allocation.

Remember the importance of looking at your entodfplio combined across all
# | accounts and legal entities. For example, | regaettommended to a friend who
;‘ had started a new job to put 100% of her 401(k¢stwmient in bonds. When she
asked me if that wasn't poor diversification, Ipeaded by assuring her that her
overall portfolio (which I had helped her designgluding taxable accounts and all of
her other tax-exempt accounts, made up a well-glifved portfoliowhen combined
together.In other words, | suggested putting all bondsen401(k) because that used up
the tax sheltering power of a retirement plan cnit@fficient assets. It wasn't a
diversification problem because | knew that herralfg@ortfolio was still well balanced
when seen as a whole.

Once you've looked at your entire portfolio, thenfgting solution is simply to sell
everything you currently own and start over with gortfolios described on page 40.
Unfortunately, taxes can complicate such a realgmmrlhe simple rule of thumb is that
if you have all of your assets in retirement acdéspue.g. 401(k)s or IRAs, then you can
transfer them directly to a low-cost investment pamy like Vanguard without incurring
any tax penalty. Make sure to do a direct transfepllover to avoid any tax impact.
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Chapter 3 Recipe Card for Hiring an Advisor

Step

Action

Topics Covered

Complexit

y Page

What services shoulc
| buy?

How do | decide whether or not | need
the help of a professional?

What services do | need to buy and
which are unnecessary?

Basic

21

Fees

How do | pay advisors and money
managers?

What fees are worthwhile?

How do | ask my advisor or broker ho
much I’'m paying now?

Moderate

29

Choosing an advisor

If I do want professional help, how
should | pick an advisor?

Basic

32

What firms are good for me if I'm a dot
Where should | shopf?,

it-yourself type?
"What firms are good for me if | delega

te

to a professional?

Basic

33
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What Services Should |
As a consumer, it can be
hard to figure out whether
or not it's wise to try this
investing stuff on your own
or whether to hire
professional help. Your
decision will typically be
driven by how much
confidence, interest and
time you have available,
plus whether or not you car
remain disciplined during
market downturns. The
graphic on the right shows
how those factors tilt you
toward either hiring a
professional or taking it on
yourself.

What Services Should | Buy?

Buy? (Hiring an Advisor Step 1)

2
Hire a Do It
Professional Yourself
< >
Low Confidence High Confidence
Weak Interest Strong Interest
No Time Available Time Available
Panic During Can Manage Your
Downturns Emotions

While these four factors should determine your cbpyou may overestimate some of the
challenges of doing it yourself since the Transpial®vesting approach of a simple

portfolio of index funds can

be so much easier vgrected.

[Factor Transparent Investing Approach

Confidence You should be more confident in the tsahd

Interest If you're bored now, you'll still be boradter learning
Time Drastically reduces time requirement

[Managing Emotions

Increased awareness of volatiklps w/ panic

*You should not be more confident in your predietability.
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g
Hirea ... Do It
Professional ~ Yourself

< =

Before After

consciousness consciousness
raised raised
EEEEEEER >

Higher awareness

What Services Do Advisors Offer?
The table below lists many of the services providgdvestments professionals. For this
discussion, when | use the term advisor | mean @&yo whom you pay a fee to provide

Shopper’'s Guide to Advisor Services

Useful Services

Suspect Services

* Financial planning
¢ Hand-holding

¢ |nitially picking the
managers that will

* Trading & reporting OUtpe.rform .
* Initial asset allocation * Ongoing portfolio
; management
* Education e
* Market timing
Here’s how Here’s how

advisors add
the most value

Useful Services

advisors get
most of their pay

What Services Should | Buy?

Your tolerance for doing it
yourself may actually be
higher than you would
suspect at first blush. After
learning how simple the
solution can be and how
important fees are, you
might find you’re more
open to doing it yourself.
Alternatively, you may still
hate the prospect of doing it
yourself, but then at least
you'll be clear as to why
you're paying a
professional.

asset allocation, which
could include financial
advisors, financial planners,
stockbrokers, wealth
managers, etc. There are a
wide variety of skills and
services available, but part
of the goal here is to clarify
exactly what consumers are
buying and what are the
most worthwhile services.

We'll discuss the merits of
each type of service and
then show how an advisor
might pitch their services or
defend themselves.

Let’s start with all of the many valuable thingsadvisor does for you as a novice or
naive investor. While this guide may seem critafahe investment business, there’s no

doubt that consumers often need help in a lotedsaround their investing, and advisors
often provide a lot of value.
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1. Financial Planning
Help in understanding and managing your financeitdrie can be a great benefit
to many consumers. I'll define financial plannirgthe cash flow forecasting of
your life, including how much you are saving, howah you can withdraw from
a portfolio, by how much your portfolio is likelp grow, etc. You can do this
yourself, but it requires work and some basic m&tme consumers find
financial planning daunting both in terms of conxtieand also in terms of it
triggering anxiety about the future.

An advisor might say:

Many investors simply won’t go through the prodbssnselves in spite of lots of
readily available information through the web ordiks. People talk about sitting
down and doing their own financial planning, bueyloften balk at the challenge
and messiness of the range of financial assumptiensssary.

My response:

It's true that lots of investors consider it wawhile to pay for help in financial
planning. In my view, such financial planning cdten be a very wise investment
from a consumer standpoint since they’re buyingeeige they may really need.
One danger for consumers is that their need fanftral planning leads them to
pay high fees for ongoing money management thgtdba't really need. Some
advisors prefer to bundle planning with investingthat very reason—the
advisors don't really want consumers to be abkeefmarate the useful services
(like planning) from the ones that don’t really addue (like ongoing portfolio
management based on an effort to beat the mariet) that it's the latter that
can generate the most revenue for advisors.

Many aspects of investing can be simplified anehesliminated by implementing
the simple approach advocated here by Transpareesting. Investment
advisors often want to paint a picture of investsgmuch more difficult than it
really needs to be. However, financial planningilevit doesn’'t automatically
have to terribly complicated, in my opinion candmallenging enough that it's a
situation where paying for advice can actuallylseright consumer choice. For
those willing to read about planning or use ontiateulators like those listed in
the Resources section of Transparentinvesting.gomgcan do this part yourself;
for those who find such calculators intimidatingymg for planning might be a
smart move.

2. Trading and Reporting (Hassle Reduction)
Some consumers are just not into the do-it-yourseife. There’s nothing wrong
with paying for hassle reduction. However, you sddlamnderstand two things
before making that choice. First, you should knamwmuch you’re paying and
be comfortable with that amount of money goingaarygetting to avoid a little
hassle around things like rebalancing your poxfdiecond, you should
understand how simple a portfolio can be with adeallection of index funds.
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Advisors provide a great service in actually signyou up to be a client, then
compiling ongoing reports to analyze your portfokar those who dislike hassle,
you might be getting acceptable value for your nyoR@r those of you with a bit
of tolerance for what can be a pretty low-maint@egprocess, you can save a lot
of money.

As an analogy, | don’t change the oil in my cast@ad | pay someone else to do
it. However, | understand what'’s involved in thegess and | understand that I'm
paying $30 for someone to take care of that massé&o If it were to cost me
$20,000 each time | have my oil changed, | wouldadely figure out how to

climb under my car with a drip pan to do it myséicidentally, changing your oil
every three months is a lot more messy and timstgoing than monitoring a
simple portfolio of index funds, which might reqeiia couple of hours every one
or two years.

3. Hand Holding (Behavioral Finance)
Investing can appear pretty scary, and advisordhiefmconsumers stay focused
on their long-term plans. This hand-holding by advs can help consumers avoid
costly mistakes like buying at market peaks and gedling everything after the
disastrous blow-ups that inevitably come. Furtheanadvisors can help
overcome procrastination around financial decisions

An advisor might say:

Consumers panic at rough market conditions, andavebe very helpful holding
their hands, talking them through the rough spiitsaddition, lots of consumers
aren’t into the do-it-yourself regime, and they déelp getting past things like
procrastination. We help consumers with both oféhohallenges.

My response:

They're accurate in describing how consumershbeatheir own worst enemies
psychologically. Anything advisors do that assuagese self-harming behaviors
benefits consumers. However, consumers should kiswmuch they’re paying
for the benefit of that hand-holding and that theyuying said hand-holding.

4. Initial Asset Allocation
Just setting up a well-balanced portfolio of a wixasset classes can solve a lot of
the confusion consumers face when looking at #sdsting portfolios or at
constructing a new one from scratch. Note herewvileate just talking about
getting the asset allocation set up, not monitoanghanaging it on an ongoing
basis.

An advisor might say:

Consumers don’t really know how to build a wellatsified portfolio, and we
can help provide that valuable service.
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My response:

In terms of getting set up, providing an assetcation can be really helpful to a
wide range of consumers. In my opinion, it can @mdething even an informed
consumer might deem as worthwhile in terms of pascig. Note that I'm just
talking about asset allocation here. The actuaicsiein of money managers is, as
the doorkeeper at the Land of Oz would put it, essé@f a different color.

Education

In addition to being scary, investing can be coimiyisoo. Advisors can play a
highly useful educational role in terms of makingomsumer more clearly
understand investing, from definitions of termsléscription of different markets
or special savings programs such as 529 plans.

An advisor might say:

Consumers find investment terms confusing, antgdaur job is offering some
definitions and descriptions that raise their lesélunderstanding of capital
markets.

My response:

Educating consumers can empower them, and empdwensumers are a
wondrous sight to behold. Nonetheless, consum#raestd to be careful about
whether they're getting education about everythirey need to know, especially
regarding fees.

Suspect Services
Now let’s turn to the suspect services offered tyisors, the facts and data that certain
advisors might not want their clients to understelegrly.

1.

Initial Selection of Managers that Will Beat theMarket

Advisors who promote active management do so opithiaise that they can
pick managers that will perform better than thelkmatarOf course this concept
appeals to all of us, because who would want titesietr average when the
alternative is superior performance?

An advisor might say:

We are very experienced professionals who knowiirtaacial markets well and
know how to select excellent managers. While teare’guarantee that these
managers will continue to beat their benchmarkthmfuture, our firm’s

research process carefully screens only the bestgers who have proven track
records. After all, we have only our clients’ bigerest at heart. Besides, while
most mangers don’t beat the market, we know hqguictothe ones that will.

My response:

There’s no doubt as to the emotional appeal sfahjument. The problem is that
the research data don’t support their point. Funtioee, remember that the
advisors are picking managers that have beatemdnket in the past, not those
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who will necessarily do so in the future. Most fgms, including institutional
pension consultants, will not publish a track reoof the performance of their
recommendationafter the recommendations have been mad#ead you get to
see the track record that led to the manager lsalagted. It's quite easy to find
managers that beat the market in the past; théedgal is identifying in advance
the ones who will continue to do so.

I've heard lots of variations on how advisors digpthe massive edifice of
academic research. One of my favorites is thatdamdeworks fine in up markets
but that it's better to have an active manager Wishor her hand on the tiller in
the rough seas of down markets. Again, that argtis@mmds quite appealing, but
I’'m not aware of any research that shows supegdiopmance in down markets
for the same level of risk. When | hear such sgoriearaphrase the football
player (as played by Cuba Gooding Jr.) in the filerry Maguire by saying,
“Show me the data!”

I've met many advisors who, when they hear abogbras in favor of indexing,
admit, “Sure, most managers fail to beat the maaket fees, but you can’t make
any money selling people index funds, so that’'s wkysell active management.”
As a consumer, if | were to hear my advisor adhat point, I'd feel as though |
had been taken advantage of.

Finally, when advisors admit that most managese kour money trying to beat
the market, they often claim that they’re differeéfthe problem is that all advisors
trying to pick managers that will beat the marlatr they will do so, but very
few managers actually manage to succeed in that\¢theen | hear that
reassurance, I'm reminded of the fictional Lake \&gin from the radio shoi
Prairie Home Companigrwhere all of the children are above average. yorer
being above average is an appealing concept enadliipbut unfortunately the
math doesn’t really work that way.

2. Ongoing Portfolio Management
Beyond the initial selection of a portfolio, consens like the idea of someone
professional watching over the account on an orggbasis. It just sounds too
risky not to have someone monitoring an accounilesty.

An advisor might say:
Consumers ask us to provide reassurance by mamgtaccounts, which is our
fiduciary duty.

My response:

Ongoing portfolio management presents a trickyassince there are valid
reasons to want to pay for this service and invaids as well. Maybe your
motivation is to avoid the hassle factor of haviagleal with rebalancing a
portfolio or deciding where to take cash if you cié¢e raise funds. If so, then you
may well want to pay someone else to take carbaset hassles. However, if
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you're paying for someone who is going to be bdttan you are at predicting
markets (see section on Market Timing), then yoy mell be wasting your
money.

| once gave an investment seminar in a privatedh@nd one woman shared her
desire to have someone who knows what’s going dre tevatching her portfolio.

| replied, “It's normal that you're anxious becaysai don’'t know what’s going
to happen in the financial markets. We all feet tnaiety to various degrees.
However, I'm wondering why you want to pay a lotnebney to someone else
who also doesn’t know what’'s going to happen infthencial markets just so
you’ll feel more reassured.”

3. Market Timing View video:Market Timing
Advisors like to use the natural volatility of equmarkets as a way to intimidate
consumers into having their assets managed. Papulsstment magazines sell a
lot of copy with headlines like “The 8 Funds Youddan These Turbulent
Times,” as if financial markets aren’t always akrof becoming turbulent. It's a
very reassuring message, that an expert will gyode portfolio through up and
down markets, being more aggressive when marlssdsand less so when they
decline.

An advisor might say:

Consumers worry about the risk inherent in eqgmsyrkets, and we reassure
them. Would you want your entire net worth floatimgund unmanaged during
stormy market conditions?

My response:

Academic research overwhelmingly points to theesiority of indexing versus

the average active manager. The research alscspoitite inability of the

average money manager to time the market, i.avitols among stocks and bonds
to be in the asset class that will perform the.lfése the Bibliography for more
detail on the research against market timing.

Advice Beyond Basic Asset Classes

For those with net liquid assets of more than €agn#lion, advisors often argue that
while indexing may work for investments in the patdquity markets, advisors can
provide value in alternative asset classes sutieage funds, private equity or real assets
such as natural resources or real estate. Suchatliiees can provide very real
diversification and in some cases attractive pertorce.

I’'m not enough of an expert on these asset claesg®vide soundly argued advice.
However, | would urge anyone investing in thesbear in mind the same warning about
the importance of fees that apply with publiclydied long-only securities. Furthermore, |
would repeat the advice offered by David Swendsa Chief Investment Officer of Yale
University, who advised anyone with less than $200on to stick with passive:

“Picking successful active managers is difficult émdowments of all sizes, especially in
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venture capital and absolute returns.” (Sourcdituitenal Investor website,
February 6, 2006)

Advice Beyond Investing

Finally, let’s turn to areas beyond the scope sf {bhe investing component of financial
advice. Many advisors would define comprehensinaricial planning as providing a
wide range of advice and services, of which invegis only a small part.

1. Estate and Tax Planning
Clearly consumers can benefit from estate tax prapm@and there may be
advantages to buying that service at the same ptacget your investment
advice. As for income tax planning, again consursarsbenefit enormously
from sound income tax planning, but you need todreful that your income tax
advisor truly understands the implications to yaealth of different investment
strategies. Many investment advisors claim thag grevide high-quality tax
planning, but then they invest their client assetsctively-managed portfolios or
mutual funds and ignore the significant tax burderwealth of such strategies.

2. Insurance
Insurance and other risk-management services caargevaluable to many
consumers, depending on their situation. Howewarsemers need to be sure that
they are getting the best insurance for their nesals not just the best insurance
for the income of the person advising them. Thenmeoithing inherently wrong
with paying for insurance advice, but consumers faserious problem that much
insurance, especially cash-value life insurancevamible annuity products are
sold as a way to generate high fees rather th#imeadeal way to solve a valid
insurance need for the consumer. There are spsdtiiations where cash-value
life insurance can be worthwhile, but in my expece consumers who need life
insurance should default to low-cost term insurditseand then choose life
insurance with cash value only if it proves to bpesior. Term life insurance is a
bit analogous to indexing in that every consumeusthdefault to the cheaper
and simpler solution first and move to a more espanchoice only after making
sure that it's worth the extra outlay.

One Last Insight View video:Indexing Too Boring
When describing their services, advisors mightdrgdd one last point in their favor by
claiming that index funds are boring and dull corepato active management. My
response to that claim is to surrender completétymatter how much you might try to
dress them up, index funds are still dull as digbwaAs a consumer, you won't be
impressing anyone at a party by bragging aboutpgotfolio of all index funds. At that
same party, you’ll just have to console yoursethwhe fact that on average you’ll have
more than twice the wealth in thirty years compacegour friends who continue to
chase returns and pay the high fees for active geamant.

©2007 Patrick Geddes Page 28 of 53



Hiring an Advisor Fees

Fees (Hiring an Advisor Step 2)

Near the end of the movighe Wizard of Ozhere’s a scene where the main characters
are before the Great and Powerful Oz. At that pd@wotrothy’s dog Toto runs over to pull
back a curtain and expose the misleading wizara, eetis out in a stern voice, “Pay no
attention to the man behind the curtain,” as ithsinstruction could reassure Dorothy and
her companions that they’re not being hoodwinked. iewwideo:Fees Behind Curtain

“Pay No Attention to the Fees Behind @urtain”

When Dorothy sees that

there is no real wizard, that
it's just a man pulling

levers behind a curtain, she
accuses him of being a bad
man. The wizard then
protests that he’s actually a
good man, but just a bad
wizard. He then goes on to
help and counsel the
Scarecrow, the Tin Man

and the Cowardly Lion.
Similarly, if the advisors

who recommend active
management were to stop
pretending that they are
wizards in their ability to pick winners, those &tbrs could then offer more genuinely
helpful counsel to their clients.

All About Fees

If you're going to become a smart consumer of itmest products and services, you'll
need to understand at least the basics of feémwiadvisors and investment managers
get paid by you. The structure of fess can belsiting, but you won't be a smart
consumer until you understand how the fees work.

Two Different Levels

The first thing to understand about how you payyfmir services is that there are two
basic levels of fees for working with most investmadvisors. We'll divide the fees a
consumer pays into the following two separate k&vel
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1. Advice Fees

Let's define Advice Fees as the fees you pay taduisor for all of the services
described in “What Services Should | Buy?.” Of cmuadvisors need to get paid for the
advice they provide, and they do so in three basigs:

1) Commissions or loads (including 12b-1 fees)

2) Percentage of assets

3) Hourly, on a fixed retainer or by the service pdad (e.g. a fixed price for a
financial plan)

Commissions include “loads,” charges tacked ongoilag mutual fund fees to pay the
brokers or other advisors who distribute them.

2. Money Management Fees

The second level of fees are those you pay to bareone else buy the individual
stocks or bonds. A common form of money manageiffie@stis the operating expenses
of a mutual fund. For wealthier investors, you ntigay fees for a “separate account,”
which is just a different form of money managenfeet Even if you're a do-it-yourself
type, you'll still probably pay at least some fé@snoney managers unless you buy all of
your own individual stocks or bonds. Some advistiarge one single fee for both
Advice and Money Management. The important thingpeéstotal of all fees you're

paying, not so much how you pay them.

What Fees Are Reasonable?

The access to index funds sets a wonderful pretéoienow low fees can go while still
providing great return opportunities. For U.S. &&o/ou should be very suspicious if
you're paying more than 0.18% per year in moneyagament fees, which is the cost of
the Vanguard Total Stock Market Index fund. Therage U.S. stock mutual fund
charges 1.2% per year according to the Morningkitabase.

The Psychology of Fees View vidgesychology of Fees
As an investors you face a major psychologicallehgk for the money you pay advisors
and money managers—the fees get subtracted autathatrom your account, and
therefore you don't really pay much attention tevhauch you’re paying. For example,

if you have $1 million in assets and are payingit%dvice fees and another 1% in
money management fees, that's $20,000 per yeat.ritiaey mysteriously disappears
every day, and you don'’t really notice that you mequishing $20,000 of your money.
If you hire an advisor on an hourly basis and irmsts of $2,000, then that seems like a
big fee because you have to write a check forahaiunt, and you understand exactly
how much money you're spending. Thus the investimghistry benefits from one of the
great paradoxes of investing, that consumers are pwnfortable forking over $20,000
of their money if it's unseen than forking over @) if it's seen. I'm not criticizing the
deduction of fees; I'm urging all investors to pagre attention to the fees they're
coughing up and to be aware of the danger to yaaltv of the fees you don't really
understand.
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One technique to help raise your consciousnessstatt with looking at how much you
pay now. If you use an advisor, ask him or heetbybu (in writing) the total percentage
of all the fees you pay, including advisory feesds, commissions, wrap fees, money
management fees and any other underlying costs ddleulate what you pay each year
in total dollars (often a shockingly high numbemgawrite a check for that amount and
then rip up the check. Alternatively, if you arampit yourself, calculate the average
total fees (see below under Combined Effect) antevarcheck for the amount your
saving into a separate vacation spending accountlNprobably be surprised at how
fancy your vacations will become in exchange fando/our own index portfolios,

which is a lot simpler than changing the oil in yoar.

The Combined Effect View video:Fees Are a Drag
Let’s look at the combined effect of all three loé tdrags on investment returns, 1) fees
for money management, paid to a fund company oagem 2) fees for advice paid to an
advisor or broker and 3) taxes paid to the govemninihese three areas are the part of
investing that’s the easiest to control, yet marwestors still ignore the negative effect
on long-term wealth. For the purpose of our analyse’ll assume here that the only
reason you're paying an advisor is to pick manatieswill beat the market, just to keep
things focused on
investment returns and not
the useful services that

Comparison of Fees & Taxes

advisors may provide. _
Simple Average :

' Indexed Acti Difference
The table on the right ndexe ctive
shows the net effect of L )
these three different types | Taxes -0.3% -1.4% -1.1%
of costs. In choosing
between an advisor that Advice 0.0% 11.0% -1.0%
picks actively managed
funds versus picking your
own index funds, on money -0.2%° -1.2%* -1.0%
average you would lose gmt.

about 3.1% per year to the
three types of costs.

! Taxes of 0.30% are based on assumed dividend giedélo for total U.S. stock market and dividend tax
rate of 15%.

Average active manager reflects 10-year trailetgnmn histories for all U.S. stock funds in Morrsitey
Principia database, excluding specialty fundspfmiod ending 06-30-06. Tax drag was calculated by
comparing the pre-liquidation 10-year after-taxuras to the pre-tax returns. Actual cost for actiees -
1.8%, but the historical penalty was adjusted doana\vto reflect current maximum federal tax rates of
15% for dividends, 15% for long-term gains and 38%short-term gains. Individual tax bracket aratest
taxes could change this figure. State taxes am@régh which would make the active drag worse. Taxes
liquidation are not included, which would make #wtive drag less onerous versus indexing.

Reflects expense ratio for Vanguard Total Stockkdaindex, which 0.18% for Investor class shares.
Based on average of all no-load U.S. equity funddorningstar Principia database as of 12-31-06.
Furthermore, the 1% drag versus indexing refldatsalverage shortfall from active management as
quantified in academic research, e.g. see Cartatttde under Bibliography on page 49.

2
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Let’s view those costs in
the context of your picking
the winner in a footrace

Fees and Taxes Are a Drag

Indexed Active over a thirty-year period, as
' shown on the left. You can
\ Ta)f)es bet on either runner,
v1.1% Indexed or Active, but if
/ \\ Advice you bet on an advisor
A -1.0% picking active managers,
B you would have to earn
' Money Mgmt  3.1% more in total return
.~ -1.0% just to match your own

simple portfolio of index
funds.

If you have $100,000 to
start with, that means that
after thirty years you would
have $1.7 million with
indexing versus $0.7

How Much Do Fees Affect Wealth?
Growth of $100,000 over time

Ending Balance, $000

Numbers reflect an assumed return of 10.4% less 0.5% fees and taxes for Index and less 3.6%
fees and taxes for Active. Values do not reflect any tax upon liquidation.

Choosing an Advisor (Hiring an Advisor Step 3)

Index : % of Your million with your advisor
Active You Lost .
Fund Wealth Lost and active managers. That
0 Yrs $100 $100 $0 0% difference has all gone to
enrich the advisor, the
20 Yrs $661 $373 -$288 44% government.
30 Yrs $1,698 $720 -$978 58%

Let's say you do want help with your portfolio, erfectly reasonable desire. How should
you pick an advisor? Most consumers go with a ndreg've heard of or seek
recommendations from friends. | recommend stastiitly the fees you'll be paying and
understanding what you're getting for your paymeliitgou can find an advisor who will
work on that basis, payment on an hourly basisigesvthe least conflict of interest, but
it means you’ll be monitoring and rebalancing yelftsPaying a percentage of your
assets can still be fine, as long as you're corabbet with both the amount of dollars you
pay and the services you actually get. Paying conamission basis can be good value
for advice, but many consumers don’t understand imaeh they pay and what advice is
actually useful.
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One thing you can do with your current advisor ker is to ask what total fees you're
paying. Ask for them to put it in writing, sinceethcan be legally liable if they don’t
address all the fees. Make sure that you ask taefees that include both the advice
portion (percentage of assets, commissions) anchtdmey management component. If
you're paying 2% or more of your portfolio, | recorand that you look very carefully at
the choice you're making as a consumer. Persoh#iing that anything over 1% is not a
good deal for most consumers, which is why | thiokirly billing is the smartest way to
go, although it presumes a do-it-yourself orieotati

If you're interviewing a prospective advisor, abkm about their fees and why they
think those fees are justified. If they claim tlean pick the managers that will beat the
market, they may be right, but the research daiw dhat the odds are that on average
they will be wrong. Ask prospective advisors abiodexing and whether or not they are
willing to work on an hourly basis.

Where Should | Shop? (Hiring an Advisor Step 4)

Consumers face a wide variety of firms offeringastment advice and management
services, including both big nationally known firgasd smaller independents. The
following is a list of some of the types of firmEering financial advice:

Full service (wire house) brokerage firms
Banks

National advisory firms

Insurance companies or agents

PwpNPE

While there are lots of highly ethical people woukiat these types of firms, in general
they tend to be expensive places to shop, althdisgbossible to find advisors there that
charge low fees. These firms tend to target conssimko want to delegate the decisions
to a professional. If you understand all the femsng paying and you consider the
services useful, then you may be content to paly pigces. However, if you suspect that
you’re not getting a fair deal, then you may wantaénsider a lower cost professional.

Discount brokerage firms like Schwab and Fidelitigioa slightly different approach,
geared more toward the do-it-yourself client, Habaffering advice or steering clients
toward independent advisors. Discount brokeragesfican be wonderful places to keep
your assets, i.e. as a custodian. However, if yak advice there, these firms will tend to
point you toward the more expensive products oeagye advisors, since they don’t
make much money on index funds.

Independent advisors offer some interesting varitygy can be just as expensive as
traditional brokers. For example, an independenisad charging a client 1.0% advice
fee plus an average of 1.2% for money managemepitis similar to a broker who
charges a commission of 1.0% per year through allfgle on top of a mutual fund
expense ratio of 1.2%. On the other hand, indepdratlisors can also be inexpensive
and offer excellent value. Again, the key is toWrttow much you’re paying in total,
irrespective of where you shop.
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For do-it-yourself consumers, one choice standsabave all others, the Vanguard

Group in Pennsylvania. Unlike almost all other f;ivanguard is owned indirectly by

the investors in its funds, i.e. it operates likeoaperative. Because of this unique
ownership structure,
Vanguard avoids most of
the serious conflict of

Subjective Ranking of intefr_estt)_lbetwegn .
H . pro ita ||ty and te Ing
« Pro-Consumer Orientation . clients the wisest way to
Vanguard Bucket shops (fraud) invest. | don’t agree with

everything Vanguard does,
Most software from but they have
Infomercials extraordinarily high ethics
Wire house brokers pompared tq the for-profit
BGI (iShares) Nati - investment industry.
ational advisory firms 4
TIAA CREF Furthermore, they invented

Most insurance companies . ) .
indexing at the retail level.

Discount brokers

Most banks (for retail)

Should you as a reader of

this guide be concerned that
| may have a financial incentive to recommend Vamd@ Yes, you should be skeptical
about the economic incentive of anyone offering gduice, but the fact is that Vanguard
doesn’t pay advisors or brokers to distribute itsdpicts the way most money
management firms do. In other words, Vanguard dopsovide the normal incentives to
investment advisors or brokers to peddle their iaf@e industry generally detests
Vanguard because their fee structure makes iteso blow much profit everyone else
makes.

Am | arguing that the seeking of profit is somehawvgeemly and should be criticized?
Absolutely not. The profit-seeking motive is whatkas capitalism such a successful
economic system. In fact, you could argue thatximdgis capitalism at its purest form.
Rex Sinquefield, a pioneer in the field, openedtdiis at a Schwab conference in 1995
with the quip, “Who still believes markets don'tnk® Apparently it is only the North
Koreans, the Cubans and the active managers.” Thibmga big fan of capitalism, | do
oppose consciously misleading consumers in orderaximize profits, which is what
too much of the investment industry does.

Where Do | Go For Help?

If you decide as a consumer that you do want hethe useful services offered by
advisors, how do you find a good advisor? Firsitl fout about the fees charged, and
make sure you find out the total of all the feas|uding advice fees and money
management fees. You might also ask if the adwffers hourly consulting, which can
be a very cost-effective way to seek advice forscomers know as “validators,” i.e. do-it-
yourself types who want a little extra help.
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In addition, listed below are some advisor firmattimay be helpful. The listing of the
following firms is merely as a convenience andanway indicates approval,
endorsement or verification of licensed status atyi€k Geddes,
Transparentinvesting.com or Aperio Group LLC. Perfyour own due diligence on any
firm in advance of hiring them to ensure they agutable and legitimate. The firms
shown include only those who offer either 1) howtyisulting as a stand-alone service
or 2) very low-cost portfolio management with ralaly low minimum balances. Many
reputable investment advisory firms may requirdhbrgminimums while still providing
excellent service and value. However, | want tdhhgint some of the lowest-cost
offerings here since it can be so challenging @rsumers to find such vendors.

John L. Liechty, Integrated Financial Planning $iohs, LLC,
john@IntegratedFPS.cqomww.IntegratedFPS.contGoshen, Indiana, 574-536-5919.
Integrated Financial Planning Solutions is a feBréinancial planning firm that works
on an hourly or retainer basis. Aperio Group hasmgoing economic relationship with
John Liechty or Integrated Financial Planning Sohs.

Evan Oliver, Verity Wealth Advisorgvan@veritywealth.con{415) 561-3340,
http://www.veritywealth.com/San Francisco Bay Area.

Verity offers both hourly consulting and ongoing@stment management for a
percentage of assets. By way of full disclosurajtyés a client of Aperio Group,
although Aperio receives no compensation for refgrhourly clients to Verity.

Jane Brykjanebryk@comcast.ne415) 751-3330, San Francisco Bay Area.
Jane offers hourly consulting only, subject to mminms. Aperio Group has no economic
relationship with Jane Bryk.

Steven Evanson, Evanson Asset Managensé&en@evansonasset.com
1-800-624-1015http://www.evansonasset.conMonterey, CA.

Evanson Asset Management offers only ongoing imvest management, although at
relatively low fees. Aperio Group has no economiationship with Evanson.

Rick Ferri, Portfolio Solutiongnfo@PortfolioSolutions.conB800-448-3550,
http://www.portfoliosolutions.com/Troy, MI.

Portfolio Solutions offers low-cost ongoing investnh management. They have one of
the best discussions of fees on their web site,
http://www.portfoliosolutions.com/v2/pdf/Price%20620Advice.pdf Aperio Group has
no economic relationship with Portfolio Solutions.
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Chapter 4 Case Studies

Simple Investor Situation with Less than $100,000

Robert is 32, and he’s about to leave his old eygslavhere he has $40,000 in a 401(k)
account. That'’s his total portfolio. Investing tertd bore Robert, so he’s interested in the
simplest solution that requires the least amourffoirt, but he’s also very anxious about
risk, in spite of his long time horizon. The Vangilidarget Retirement 2040 would be
Robert’s normal default, but he decides to scatd liae Risky/Safer allocation by
choosing the Target Retirement 2025. He contactg\ard and transfers the assets
directly from his old employer’s 401(k) to a rollewIRA at Vanguard in the Target
Retirement 2025.

Complicated Investor Situation with Less than $10@00

Donna, age 58, has a total of $80,000, split betvi&s,000 in an IRA and $25,000 in a
taxable account. She’s saving for her retiremesewen years, but she wants to be very
aggressive in terms of her investment portfolidlimg to bear significant risk in
exchange for higher return. The Target Retirem@abavould allocate 60% Risky and
40% Safer, but she wants higher returns, so sh@wvivith 75% Risky and 25% Safer.
For the 25% Safer she picks the Vanguard Internee@and Market Index for $20,000,
all of which should be in the IRA account. The réamray $60,000 will be allocated to
Risky, with $35,000 in the IRA and all of the tal@$25,000. As she is an aggressive
investor, she wants to have 30% of her risky ieifgm stocks, so she puts $18,000 (30%
of $60,000) in the Vanguard Total Internationaldrdund in a taxable account. The
remaining $35,000 in the IRA and another $7,00@xable would go in the Vanguard
Total Stock Market index fund in two separate acteuNow her overall portfolio looks
like a good balance, although the individual congraa may not, e.g. most of her taxable
assets are in international stocks.

Simple Investor Situation with $100,00 to $1,000,00

Sam and Wendy are a retired couple in the early8fashave just sold a house for net
proceeds of $700,000. Their taxable income is $BDfbm social security and pensions.
They put all of their assets in the Vanguard TaRgirement Income fund since they
want to have as simple a portfolio as possible.

Complicated Investor Situation with $100,00 to $1@0,000

Susan has a portfolio worth $500,000, spread betadaxable brokerage account worth
$300,000 with individual U.S. stocks she has bowgkt the years, $100,000 in actively
managed stock mutual funds (taxable) plus $100)0€i@ed annuities in her retirement
plan at the county government where she works.itteme is $110,000, and she is not
married. All of her portfolio is earmarked for hetirement in ten years. Even though she
has a lot of stock risk currently, she is quitespesstic about the stock market, and wants
to reduce her risk.

Normally Susan might end up with a Risky/Safera@loon of about 70%/30% since her
retirement doesn’t begin for ten years, and the-poicht of her retirement will probably
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be about twenty years from now. Since she is ssipéstic, let's assume she can tolerate
only 60% of the retirement assets in risky asseth, the remaining 40% in safer assets.

Furthermore, let’'s assume that she can sell dhe@actively managed stock funds at little
or no capital gain, but that $120,000 of the indiigl stocks are very low basis stocks
that she would prefer to keep, with the remainit§@000 of individual stocks available
for sale at little or no gain. That means that &usél keep the $120,000 in individual
U.S. stocks, but can invest $280,000 ($180,000 sala of stocks and $100,000 from
sale of stock funds).

Even though the annuities may not be a good low-dusice, they are her only
alternative at her employer, and it’s still usuallgood idea to contribute even if the
choices aren’t ideal. The annuities represent 20Beoportfolio. Since she wants to
have 40% in safer assets, she’ll need to add $Q200r0bonds to get to a total of
$200,000, or 40% of her total. Since her incomfaiity high, Susan should put the
$100,000 in the Vanguard California Intermediat&-Exempt fund (assuming she’s a
resident of California).

Now for the Risky bucket. Since she’s keeping $2Q0,in U.S. stocks, she needs to
invest the remaining $180,000 in proceeds fronstie of the stocks and funds. To get
20% of her Risky allocation into foreign stockse sthould invest $60,000 (20% of
$300,000) in the Vanguard Total International sthwid. That leaves $120,000 for the
Vanguard Total Stock Market fund, Admiral, whichhigber to her new lower-risk asset
allocation.

Simple Investor Situation with Greater than $1,00000

William, age 32, is an entrepreneur from Califonwiao has just sold his company for
$2,500,000. His income is $250,000 per year. Hetsvianspend $500,000 on a down
payment for a house in the next year or two, betrést of his assets are for his
retirement. William is comfortable with a 90% ris&ljocation for the retirement assets.

William should put the $500,000 for the down payiriarthe Vanguard California muni
money market fund since he may need the cash atraayFor his remaining
$2,000,000, he should put $200,000 in the VangQaldornia Intermediate tax-exempt
Admiral fund (a lower-cost fund with a minimum irstenent of $100,000). The
remaining $1,800,000 should be allocated with $3@0,(20% of $1,800,000) to the
Vanguard Total International Stock fund, and theaming $1,440,000 in the Vanguard
Total Stock Admiral fund.
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Complicated Investor Situation with Greater than $1000,000

Barbara, a 26-year old Texas resident, has justiited $4,000,000. She has a very long
time horizon, and can tolerate a high level of rskshe is interested in a risky allocation
of 90%, but she wants to invest in the broadessiptesrange of assets, including an
emphasis on small U.S. companies and a heavy vigggbih foreign stocks, especially
emerging markets. She also wants to spread hemask widely by holding real assets.
Her portfolio would look like this:

$

Asset Class Fund Name Amount Pct.

U.S. Stocks Vang. Total Stock Market Index, Admiral 1,400,000 35%
U.S. Stocks Vang. Small-Cap Index, Admiral 300,000 8%
Foreign Stocks  Vang. Total International Stock Index 900,000 23%
Foreign Stocks  Vang. Emerging Markets Stock Index, Admiral 200,000 5%
Bonds Vang. Intermediate Term Tax-Exempt, Admiral 400,000 10%
Real Assets Vang. REIT Index Fund, Admiral 600,000 15%
Real Assets iPath Dow Jones AIG 200,000 5%
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Chapter 5 Worksheets

U.S. U.S.
Account Large | Small
Stocks | Stocks

Foreign| Real

Stocks | Assets BOnds| Cash|  Total

Taxable Mutual Fund
Taxable Brokerage
Family Trust

401(k)

IRA

SRR PR R P R|R (BB |P

Total |$ |$ |$ |$ |$ |$
% of Portfolio % % % % % % 100.0%

)
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Vanguard Target Retirement Funds
Effective time horizon (midpoint of est. yrsinret  irement)* 5 10 15 20 25 30 35 40 45 50 55

Vanguard Target Retirement Funds

Fund Name Asset Class

Income 2005 2010 2015 2020 2025 2030 2 035 2040 2045 2050
Vanguard Prime Money Market 5 1 0 0 0 0 0 0 0 0 0
Vanguard Total Bond Index Intermediate-Term Bond 45 42 41 36 28 21 13 10 10 10 10
Vanguard Inflation-Protected Bond  Inflation-Protected Bond 20 13 4 0 0 0 0 0 0 0 0
Vanguard Total US Stock Market US Stocks 24 35 44 51 58 63 70 72 72 72 72
Vanguard Europe Europe Stock 4 5 6 7 8 9 10 10 10 11 11
Vanguard Pacific Japan Stock 2 3 3 3 4 4 5 5 5 5 5
Vanguard Emerging Market Emerging Markets Stock 1 1 2 2 2 3 3 3 3 3 3
100 100 100 100 100 100 100 100 100 100 100
Expense Ratio 0.21% 0.21% 0.21% 0.21% 0.21% 0.21% 0.21% 0.21% 0.21% 0.21% 0.21%
Ticker Symbol VTINX  VTOVX VTENX VTXVX VTWNX VTTVX VTHRX VTTHX VFORX VTIVX VFIFX
"Not Risky" 70 56 45 36 28 21 13 10 10 10 10
"Risky" 30 44 55 64 72 79 87 90 90 90 90
100 100 100 100 100 100 100 100 100 100 100
US Stocks 80 80 80 80 80 80 80 80 80 80 80
Foreign Stocks 20 20 20 20 20 20 20 20 20 20 20
100 100 100 100 100 100 100 100 100 100 100
*Years in retirement based on our estimate of a life expentancy of 89 minus beginning of retirement at 65.
Build Your Own Diversified Portfolio
Effective time horizon (midpoint of est. yearsinr  etirement)* 5 10 15 20 25 30 35 40 45 50 55
Low Minimum Portfolios ($3,000 each fund)
Expense
Fund Name Category Ratio  Ticker  Asset Allocation %
Vanguard Prime Money Market(1)  Money Market 0.29  VMMXX 5 1 0 0 0 0 0 0 0 0 0
Vanguard Intm Bd Idx(2) Interm.-Term Bond 0.18 VBIIX 45 42 41 36 28 21 13 10 10 10 10
Vanguard Infl-Prot Secs Interm.-Term Bond 0.20  VIPSX 20 13 4 0 0 0 0 0 0 0 0
Vanguard Tot Stk US Stocks 0.19 VTSMX 24 35 44 51 58 63 70 72 72 72 72
Vanguard Eur Stk ldx Europe Stock 0.27 VEURX 4 5 6 7 8 9 10 10 10 11 11
Vanguard Pac Stk Idx Japan Stock 0.27  VPACX 2 3 3 3 4 4 5 5 5 5 5
Vanguard Em Mkt Idx Diversified Emerging Mkts 0.42 VEIEX 1 1 2 2 2 3 3 3 3 3 3
100 100 100 100 100 100 100 100 100 100 100
Wtd Avg Expense Ratio 0.20 0.20 0.20 0.20 0.20 0.20 0.21 0.21 0.21 0.21 0.21
Higher Minimum Portfolios ($100,000 for some funds)
Expense
Fund Name Category Ratio  Ticker  Asset Allocation %
Vanguard Prime Money Market(1)  Money Market 0.29  VMMXX 5 1 0 0 0 0 0 0 0 0 0
Vanguard Intm Bd Idx Adm(3) Interm.-Term Bond 0.11 VBILX 45 42 41 36 28 21 13 10 10 10 10
Vanguard Infl-Prot Secs A Interm.-Term Bond 0.11  VAIPX 20 13 4 0 0 0 0 0 0 0 0
Vanguard Tot Stk Adm US Stocks 0.09 VTSAX 24 35 44 51 58 63 70 72 72 72 72
Vanguard Eur Stk ldx Adm Europe Stock 0.17 VEUSX 4 5 6 7 8 9 10 10 10 11 11
Vanguard Pac Stk Idx Adm Japan Stock 0.17  VPADX 2 3 3 3 4 4 5 5 5 5 5
Vanguard Em Mkt Idx Diversified Emerging Mkts 0.42 VEIEX 1 1 2 2 2 3 3 3 3 3 3
100 100 100 100 100 100 100 100 100 100 100
Wtd Avg Expense Ratio 0.12 0.11 0.11 0.11 0.11 0.11 0.11 0.11 0.11 0.11 0.11
(1) For CA taxable portfolios use the following fund instead:
Vanguard CA Muni Money Market ~ Money Market 0.13  VCTXX
(2) For CA taxable portfolios use the following fund instead:
Vanguard CA IT T/E Muni California Int/Sh 0.16  VCAIX
(3) For CA taxable portfolios use the following fund instead:
Vanguard CA IT T/E Adm Muni California Int/Sh 0.09 VCADX
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Build Your Own Diversified Portfolio--Plus Real Assets
Effective time horizon (midpoint of est. yrs in ret irement)* 5 10 15 20 25 30 35 40 45 50 55

Low Minimum Portfolios ($3,000 most funds)

Expense
Fund Name Category Ratio Ticker Asset Allocation %
Vanguard Prime Money Market(1) Money Market 0.29 VMMXX 5 1 0 0 0 0 0 0 0 0 0
Vanguard Intm Bd Idx(2) Interm.-Term Bond 0.18 VBIIX 45 42 41 36 28 21 13 10 10 10 10
Vanguard Infl-Prot Secs Interm.-Term Bond 0.20 VIPSX 20 13 4 0 0 0 0 0 0 0 0
Vanguard Tot Stk US Stocks 0.19 VTSMX 20 30 37 44 49 54 59 61 61 61 61
Vanguard Eur Stk ldx Europe Stock 0.27 VEURX 3 4 5 6 7 8 9 9 9 9 9
Vanguard Pac Stk ldx Japan Stock 0.27 VPACX 1 2 2 3 3 4 4 4 4 4 4
Vanguard Em Mkt ldx Diversified Emerging Mkts 0.42 VEIEX 1 1 1 2 2 2 2 2 2 2 2
Vanguard REIT Index Specialty-Real Estate 0.21 VGSIX 3 4 5 6 7 8 9 9 9 9 9
iPath DJ-AIGCom Id TR ETN Specialty-Natural Res 0.75 DJP 1 2 3 3 4 4 4 5 5 5 5
100 100 100 100 100 100 100 100 100 100 100
Wtd Avg Expense Ratio 0.21 0.21 0.21 0.22 0.22 0.23 0.23 0.23 0.23 0.23 0.23
Higher Minimum Portfolios ($100,000 for some funds)
Expense
Fund Name Category Ratio Ticker Asset Allocation %
Vanguard Prime Money Market(1) Money Market 0.29 VMMXX 0 0 0 0 0 0 0 0 0
Vanguard Intm Bd Idx Adm(3) Interm.-Term Bond 0.11 VBILX 45 42 41 36 28 21 13 10 10 10 10
Vanguard Infl-Prot Secs A Interm.-Term Bond 0.11 VAIPX 20 13 4 0 0 0 0 0 0 0 0
Vanguard Tot Stk Adm US Stocks 0.09 VTSAX 20 30 37 44 49 54 59 61 61 61 61
Vanguard Eur Stk Idx Adm Europe Stock 0.17 VEUSX 3 4 5 6 7 8 9 9 9 9 9
Vanguard Pac Stk Idx Adm Japan Stock 0.17 VPADX 1 2 2 3 3 4 4 4 4 4 4
Vanguard Em Mkt ldx Diversified Emerging Mkts 0.42 VEIEX 1 1 1 2 2 2 2 2 2 2 2
Vanguard REIT Index Adm Specialty-Real Estate 0.14 VGSLX 3 4 5 6 7 8 9 9 9 9 9
iPath DJ-AIGCom Id TR ETN Specialty-Natural Res 0.75 DJP 1 2 3 3 4 4 4 5 5 5 5
100 100 100 100 100 100 100 100 100 100 100
Wtd Avg Expense Ratio 0.13 0.13 0.13 0.13 0.14 0.14 0.14 0.14 0.14 0.14 0.14
(1) For CA taxable portfolios use the following fund instead:
Vanguard CA Muni Money Market Money Market 0.13 VCTXX
(2) For CA taxable portfolios use the following fund instead:
Vanguard CA IT T/E Muni California Int/Sh 0.16 VCAIX
(3) For CA taxable portfolios use the following fund instead:
Vanguard CA IT T/E Adm Muni California Int/Sh 0.09 VCADX
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Chapter 6 Psychology of Investing

View video:Risk Tolerance

Anxiety Around Investing

A lot of the people who called about the articl&Sean Franciscanagazine were clearly
anxious about making the best investment decisitasiatural that people feel a lot of
anxiety about money and investing.

Let’s identify three separate types of worry aroimebsting and see how we can assuage
the worry.

Worry #1 | can lose money since securities go both up andwlo in value.

We’'ll call this worry the roller coaster effect

since we all dislike having to face the

stomach-lurching effects of the ups and

downs of the market, especially loss on an

investment. The fact of the matter, though, is

that risk is part of investing, and that the

more you assume that it's a normal and

expected part of the process, the more ups andgigauncan
tolerate. Remember that the market generally paydgr the
strength of your stomach lining.

Worry #2 | don’t know how much to save or how much I'll needto reach
my financial goals. | worry that I’'m not saving enaugh.

We’'ll call this worry empty pockets since it's

often about running out of money. Good planning
can help you to determine the math for how much
you need, but saving may still be an anxious
process.

Worry #3 | don’t know where to go for help, and I'm worried | might get
taken for a ride.

I)
This worry is quite natural Where should I go

. . . >
since the world of investing 2
can seem overwhelming. “
However, by picking the Do It /

simple solution of a balanced yoyrself Inde pendent
collection of index funds, you l 1 Adv'
end up with a very smart Bank Tl
solution that happens to be 2N Broker

PN

simple. 00
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View video:Resistance & Anxiety

Educating yourself can help with all three worriest especially #1 and #3. Consumers
may not trust a simple solution like a VanguardgeaiRetirement fund because it seems
just too basic. We assume that something that simmpist be a “dumbed down” version
of good investing, whereas it's actually a very drsalution that happens to save you a
lot of money and make the investment advisors gterecause they’re missing all of
that revenue you were paying in fees.

Ignorance may be bliss in some parts of life, bith wvesting it can cost you a lot of
money. You may decide that you do want to manage @an portfolio, or you may
decide you don’t want to. Either way, you shoulckmthat decision as an informed
consumer that understands the services offeredeogdvisory industry and the
associated costs. As described in the sectionerettipe card for how to choose an
advisor, there are lots of services that investarsfind quite valuable.
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The following is an article | wrote in 1999. Thetois still germane today.

“Zen and the Art of Portfolio Maintenance”

By now many investors have heard the story of Hmwiast majority of mutual fund
managers can neither beat the stock market noicpselen it is going to drop. Highly
complex financial models have proven that mostsitmes should simply buy index
mutual funds, i.e. funds that buy the entire mankstead of trying to guess the future
winners. Because mutual fund managers charge sgblides, they start a race
handicapped with the weight of covering those egpsnwhich makes it particularly
difficult to beat the stock market as a whole.

Thus individual investors face the sad reality thast of the time neither they nor
professional managers add value by trying to phekltest stocks or mutual funds. Yet if
we don't actively manage our portfolios, what'4 fiefr investors to do? We can shift our
focus to the challenge of actively managing oursgland our emotions, and we can learn
from Zen Buddhism how to achieve this new goal.

Long-term investors face the hurdle of remaininigncahen facing two emotional
dangers of owning stocks: the urge to panic arldbsélduring a market collapse and the
fear of picking the wrong stock or mutual fund freine bewildering array of available
choices. Both of these fears can be allayed bigiaty concepts found in Zen Buddhism:
detachment and humility. Detachment can help ireside through market upheavals
by taking the long-term perspective instead ofiggtattached to the emotional turmoil
of the moment. Humility can help us since knowing virtual impossibility of picking
the perfect investment in advance frees us to rtfaksimple yet wise choice of
investing in index funds and giving up the futiféoet to beat the market. A steady
portfolio of index funds offers Zen-like simplicityet is backed up by the best of
Western quantitative analysis like risk-adjustedtivariate regression models.

Numerous research findings by financial academcspaactitioners show that most of
us, at least to some extent, tend to buy into markethe peak and sell out at the bottom.
We commit this mistake because we lose confidemoaii original plans when markets
go awry. The trouble is that markets always go awlg/in their very nature.

We can take advantage of the Buddhist concepttateent to help us avoid such
panic by conditioning ourselves not to get as svag@y by our emotions when
investing. One Buddhist meditation technique estaitturing one’s thoughts and
emotions as the flow of a river. When thoughtsrapgons enter the mind, the person
meditating acknowledges them, but doesn’t becomaeladd to them, instead letting
them flow on down the river and out of consciousnégke the person focusing on the
river, we can watch the ticker tape go by withaangtically jumping up, thinking we
have to do something. When investing, we benefpitagticing detachment toward all of
the noise and hysteria in coverage by the finamagdia or in conversations with others.
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Besides panic during bear markets, investors alse the problem of analyzing a
bewildering number of individual stocks or mutuahdls and the bombardment of advice
about how to do so. Naturally we fear making therg choice, since something as
critical as our retirement or our children’s edimatcan depend on making the perfect
decision. The pressure to choose well ourselvesmoertainty over whether to hire a
professional adviser can trigger as unpleasantrastienal response as watching one’s
assets shrink during a market downturn.

Buddhism often teaches that the ego gets in theolvayperiencing life to the fullest,

and as investors we can take advantage of thisspdioé humility to improve our
portfolios. In Buddhist thought, humility allows ts accept the imperfection we all face
in ourselves or in financial markets. A failurelt®e perfect worries us as investors since
we too often assume that we should be able to g@radirkets, e.g. cleverly getting out of
the stock market right before it collapses. We #isok we should be able to identify the
next Microsoft or Wal-Mart, buying in while it'sitincredibly cheap.

To help people learn humility, Zen masters teatdgthnique known as “don’t-know
mind,” in which a person tries to empty the mindathinoise, approaching the truth
through a quiet letting go of distractions. “Dokitow mind” helps calm the confusion
from information overload. Index funds allow usajply this concept in our portfolios:
we buy them precisely because we don’t know in adeavhich stocks or mutual funds
will earn the highest return.

How do we actually implement the Buddhist conceptdetachment and humility in our
portfolios? The solution is actually quite simgleough not at all sexy: buy a well-
balanced portfolio of stock and bond index fundd tiien never trade them until you
need the money. A well-balanced portfolio shouldude a fund that covers the entire
US stock market, plus a small portion in an intéamel stock index fund. Bond index
funds offer an inexpensive and simple solutiontiimse who can tolerate less risk or
require an income from their investments.

When buying index funds, be sure that the expeaiseas low as possible and that the
index covers as large a universe of securitieoasiple. Vanguard offers the best
selection of index funds and generally the lowessf though other firms like Fidelity,
Charles Schwab and T. Rowe Price also offer indexls.

Buying index funds solves the highly complex problef constructing and maintaining
an investment portfolio by taking advantage ofltlet of both East and West. A fairly
constant portfolio of index funds may not bringenpeace and harmony, but we can
avoid a lot of unnecessary worry, which is at leastep in the right direction.

© 1999 Patrick Geddes
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Chapter 7 Heroes of Transparent Investing

For many people, the great heroes of investingheree who have earned the highest
returns over time, brilliant investors such as WarBuffet. While | do admire Buffet and
would not argue that he has just been lucky, I'ficialy anointing John Bogle and
David Swensen as Transparent Investing Heroes.

John Bogle

Also know as “Saint Jack” for his strong pro-congurstance, Bogle has argued
eloquently about the importance of fees and adgastaf indexing. However, his
biggest contribution is having made Vanguard whest today, a place where both retail
and institutional consumers can shop and be sugettihg honest treatment. Besides its
emphasis on indexing, Vanguard is unique amongsinvent managers in the United
States because it's owned indirectly by those wilvest in its funds, basically a
cooperative. That structure means that Vanguard doeface the same conflict of
interest inherent in the investment advisory bussnéhat what’'s good for the advisor is
often the opposite of what's good for the consumer.

I'd admire Bogle just for the voice he has broughthe investment world and the way he
has battle for consumers. What really sets himtapdiis conscious decision in the
creation of Vanguard not to enrich himself at tkRpanse of consumers. Given how large
and successful Vanguard has become, Bogle couls e the opportunity to amass a
personal net worth similar to that of Ned Johnsomowner of Fidelity, whose family’s
fortune is usually estimated as over $10 billioeSorbesmagazine for rankings of
wealthiest people). Bogle earns hero status bedsibas been willing to stand up for
consumers at considerable cost to his own persoelth.

David Swensen

Swensen has been the Chief Investment Officer ¢& Yaiversity since 1985. He has
earned extraordinary rates of return for the ugiNvgs endowment and thus earned
widespread admiration as one of the best investiditse past twenty years. In addition,
Swensen has writtddnconventional Succesa book for retail investors warning about
the dangers of high fees and how much the mutual fiondustry has enriched itself at the
expense of investors.

Swensen would be worthy of admiration just for ¢benbination of his investment
success and his consumer advocacy. Beyond thosgeg dhough, Swensen, like
Bogle, has proved his integrity by walking awaynfrenormous personal wealth in order
to remain true to his values. Swensen has earmeel flar setting his compensation
ridiculously low, earning about $1 million per yeather than what would probably be
well above $100 million per year were he runningdvn investment firm. (See
http://www.yalealumnimagazine.com/issues/2005_O&/s&n.htmbr Trader Monthly
magazine for details.)

Both of these people have combined brilliant innesit knowledge and execution along
with extraordinary integrity. Both in their way hehelped make the world of investing a
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little more transparent. Should they be admiredabse they walked away from personal
enrichment? No, but their credibility is significgnhigher than others in the investment
industry arguing against indexing, who have sigaifit economic incentive to prevent
consumers from learning just how damaging high éegsbe to wealth.
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Chapter 8 Resources

Web Sites

www.maorningstar.com Excellent source for informatebout fund
statistics; offers premium service for a fee

https://flagship.vanguard.com/VGApp/hriist of Vanguard funds by asset class. Useful
w/FundsByType for researching composition of funds, e.g.
Target Retirement and current yield on bond
or money market funds

https://flagship.vanguard.com/VGApp/hiWanguard’s retirement calculator
w/planningeducation/retirement/PEdRetl
nvHowMuchToSaveContent.jsp#early

http://www3.troweprice.com/ric/RIC/ T. Rowe Pricgtirement calculator
http://www.ennisknupp.com/DesktopDefResearch summary from EnnisKnupp, an
ault.aspx?tabid=22 excellent independent pension consultant
WWW.pimco.com PIMCO for Bill Gross’s monthly market
commentary (focused on bonds)
WWwW.gmo.com GMO'’s Jeremy Grantham is one of thetmps

respected tactical asset allocators, meaning
the opposing viewpoint from static asset
allocation as espoused in this seminar

http://www.uesp.org/index.html Utah’s 529 plan, teeommended default

http://www.collegeadvantage.com/cmsa@hio’s 529 plan. Choose Vanguard funds

px?SectionlD=39 only. Can take a little more work than
Utah'’s, but can be slightly cheaper for low
balances.

Books

Unconventional SuccesBavid Swensen.

An excellent work by the head of Yale’'s endowméiaiirly technical, but a great exposé
of the for-profit mutual fund industry and the inmfance of taxes. Swensen is not only
one of the most successful and admired peoplesimtlestment world, he’s also among
the most ethical.

The Little Book of Common Sense Investingin C. Bogle

Personal Finance for DummigEric Tyson.

Investment PolicyCharles D. Ellis

A Random Walk Down Wall Stre@urton Malkiel

The Smartest Investment Book You'll Ever R&adhiel Solin
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Bibliography

“Improved Study Finds Index Management Usually @uigrms Active Management,”
Millicent Holmes,Journal of Financial PlanningJanuary 2007,
http://www.midlandasset.com/docs/Improved%20StudyFh2ds%20Index%20Manage
ment%20Usually%200utperforms%20Active%20Managerpdht.

Recent and straightforward research on indexingpetfiorming active for mutual funds.
Excellent bibliography and summary of researchlehgkes.

“On Persistence in Mutual Fund Performance,” Mark@drhart,The Journal of

Finance Vol. LIl, No. 1, March 1997, pp. 57-82. In oneth& best works of academic
research, Carhart found that 80% to 90% of domeastize managers do not outperform
the index. He found some consistency among thewergt and the very best.

“The Persistence of Risk-Adjusted Mutual Fund Penfance,” Edwin J. Elton, Martin J.
Gruber, Christopher R. Blak&purnal of Businessl996, vol. 69, no. 2, pp. 133-157.
“A Study of Monthly Mutual Fund Returns and Perfamse Evaluation Techniques,”
Mark Grinblatt and Sheridan Titmadgurnal of Financial and Quantitative Analysis
Vol. 29, No. 3, September 1994, pp. 419-444.

“Returns from Investing in Equity Mutual Funds 196 1991,” Burton G. MalkielThe
Journal of FinanceVol. L, No.2, June 1995, pp. 549-572.

“Determinants of Persistence in Relative Perforoeanf Mutual Funds,” David A.
Volkman and Mark E. Wohat he Journal of Financial Researctol. XVIII, No. 4,
Winter 1995, pp. 415-430.

“Do Winners Repeat?” William N. Goetzmann and Rd@elbbotsonThe Journal of
Portfolio ManagementWinter 1994 pp. 9-18.

“Mutual Fund Investment Performance,” William Grdms and David A. Walkeil he
Quarterly Review of Economics and Finandel. 36 No. 3, Fall 1996, pp. 347-363.

For research on market timing, I'll quote from awd by Ennis, Knupp, one of the
premier pension consulting firms in the U.S., wh@s"“Few investment strategies have
been debunked—by academics and practitioners ablsereundly as has market timing.
Oft-cited studies include those of Treynor & Ma2966), Alexander & Stover (1980),
Veit & Cheney (1982), Henriksson (1984), Kon (1983hang & Lewellen (1984), Chua
& Woodward (1988) and Shukla & Trzcinka (1992).”
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Glossary

12b-1 Fees

Ongoing expenses charged to cover sh@fcpaying a
broker or other distribution channel. Originallystgned
to allow brokers to sell load funds yet spreaddharge
over a longer period, typically five years. In atheords,
instead of charging a client five percent up-frimtthe
purchase of a fund, the client is charged 1 pengentear
for five years.

Alpha

The value added by a fund’s manager, adjustedrding
to the fund’s beta. Valid only if one believes lne tCapital
Asset Pricing Model and if the explanatory indexadid.

Asset allocation

The overall weighting of a potlitidh asset classes such
as domestic stocks, international stocks, bondscasi.

Beta

A comparative measure of risk and returnixedb an
index.

Closed end fund

A mutual fund that trades on thekséxchange rather
than being bought and sold directly by the funchsgétl
end funds trade at premiums and discounts, i.euatao
greater or less than the fund NAV.

Duration

A measure of a bond or bond fund’s sengjtio changes
in interest rates, measured in years. A duratidivef
years means that a bond’s price will drop by
approximately five percent if interest rates rigeobe
percent.

Efficient frontier

The best combinations of riskdareturn available by all
possible portfolios, determined by software cafed
optimizer.

Emerging markets

Securities from the less-devel@metiomies of the
world, e.g. Thailand, Turkey, etc.

Expenses

Ongoing charges against the assets il adonsisting of
both operating expenses and 12b-1 fees.

Growth style

A type of equity investing in which nagers focus on
stocks with high P/E and P/B ratios. The ratiowoal f
growth investing is the expected earnings growtthef
stocks purchased, with price as a secondary canasiole.

Index A combination of securities used to represeangntire
market, e.g. Dow Jones Industrial Average, S&P500.

Index fund A mutual fund that purchases all oreéljaivalent of all
securities in an index, thus avoiding any researxgenses
and generally ensuring low turnover.

Junk bond A bond with a credit rating BB or bel@also known as
“high-income” bond.

Large-cap Stocks or a mutual fund buying stockslhsge large

market capitalizations, typically greater than $ilGon.
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Load A sales charge paid to a planner or brokexghange for
selecting a fund, paid either up-front or on anang
basis through a 12b-1 fee.

Load fund A mutual fund that charges a load.

Market capitalization

The total stock market vatdi@ stock, calculated by
multiplying the share price times the number ofreba
outstanding.

Money market

Also known as cash, this asset ctadsht of less than
one year in maturity. Money market mutual fundsdee
maintain a stable price of $1 per share, thougyitdeot
guaranteed by the FDIC or the fund company.

Muni bond

A bond that pays interest exempt fronefatitax.
California charges no income tax on munis from ith
the state.

NAV

Net Asset Value, the share price of a mutualdfu
calculated by adding together the total marketealuall
securities held by the fund and dividing by the bemof
shares outstanding.

No load fund

A mutual fund that charges no loadsllairechnically, a
fund must charge no 12b-1 fees to qualify as a€pno
load.

Open end fund

A mutual fund for which the fund camp readily buys
and sells shares directly. The amount of moneysiece
can fluctuate as investors add to or subtract fitogr
shares in the fund.

Operating expense

The ongoing charge to pay thageament and
administrators of a mutual fund. Both load and oadl
funds charge operating expenses.

Optimizer

A software that calculates the ideal coration of assets
to maximize return and minimize risk, based on the
statistics of portfolio risk. Unfortunately the etaeturns,
standard deviations and correlations can be know
precisely only for the past, not the future.

P/B ratio

The price-to-book ratio, a measure of mouch a stock
costs compared to the book value of its equity.

P/E ratio

The price-to-earnings ratio, a measut®o®f much a
stock costs compared to the amount it its earfihg.P/E
represents the amount investors are willing tofpagach
$1 of earnings, based on the assumed growth ofnggrn
in the future. Microsoft trades at a higher P/EntR&&E
because investors think its earnings will grow more
rapidly.

R2

A statistical measure of correlation and the dualf a
fund’s beta and alpha, it ranges between 0% ané100
and indicates how much of a fund’s volatility caa b
explained by an index.
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REIT Real Estate Investment Trust, a stock thatpresas real
estate holdings. REITs allow investors to own esahte
indirectly.

Sharpe ratio Excess return of a fund over the M€, divided by the

fund’s standard deviation. The Sharpe ratio measiine
return earned for each unit of risk taken.

Small-cap Stocks or a mutual fund buying stocks tlaae small
market capitalizations, typically less than $1bitli

Standard deviation A statistical measure of dispararound the mean, it's
the most commonly used method to quantify risk.

Turnover The amount of buying and selling of a ferabsets. An

annual turnover of 100% means that on average each
holding is sold once per year.

Value style A type of equity investing in which naaers focus on
stocks with low P/E and P/B ratios. The rationalvalue
investing is the superiority of stocks with lowqes, with
earnings growth prospects as a secondary consmierat
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9. Disclaimer

All of the material on the website Transparentiivescom is intended solely for
educational purposes and should not be construevestment advice specific to any
particular individual’s situation. The informati@ontained herein was carefully
compiled from sources believed to be reliable,dmturacy cannot be guaranteed. All
comments, opinions and information are providedhwhe understanding that investment
advice, legal, accounting, or tax services arebeatg offered through
Transparentinvesting.com or by Patrick Geddesahtiqular, none of the examples
should be considered advice tailored to the nekdayspecific investor. All investors
seeking specific advice should do so from compeaiesfessionals in any of the
aforementioned areas before investing. Study clyehe prospectus and other
information before making any investment.

With respect to the description of any investmeératsgies described in any of the
material available on Transparentinvesting.comassurance can be provided that they
will perform as expected and as described. It {gartant to understand that good past
performance does not guarantee good results ifuthee. Future performance and risk
may be different from the past. Every investmengpam has the potential for loss as
well as gain.

Please do not contact Patrick Geddes or his empléyperio Group LLC, seeking advice
or recommendations on the investments discusstnimaterial on
Transparentinvesting.com. Neither Patrick GeddesAperio Group LLC is seeking
wealth management clients. Transparentinvestingisarot soliciting business on its
own behalf, on the behalf of Patrick Geddes orhenltehalf of Aperio Group LLC.
Seriously, folks, it's not a back-door sales effort rather just an effort to educate
consumers.
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