PORTFOLIO
ADVISORY
SERVICES
A DISCIPLINED
APPROACH
TO INVESTING

A DISCIPLINED, STRUCTURED PROGRAM
THAT HELPS YOU STAY FULLY INVESTED
EVERY DAY FOR THE LONG TERM

PORTFOLIO ADVISORY SERVICES
IS BASED ON THREE CORE BELIEFS:
1. The potential risk associated with investing is less harmful than the risk of not investing.
2. Humans are emotional, and emotion gets in the way of investing successfully.
3. Trying to pick stocks and time the market doesn’t work.

So what works?
A disciplined, structured program that is designed to avoid the pitfalls of emotional investing.
Portfolio Advisory Services is just that. It is a low-cost, advisory program that employs highly diversified,
structured investment portfolios that are based on Nobel Prize–winning financial concepts. These concepts
are supported by decades of market research.
By focusing on aspects of investing that can be controlled, the program can help you capture market returns
and achieve your long-term investment goals.

How?
1.	Providing you with a disciplined, structured program that helps you stay fully invested
every day for the long term.
2. Diversifying broadly to reduce volatility.
3. Basing portfolio construction on a foundation of Nobel Prize–winning academic research.
4. Allocating your assets appropriately to manage risk and to benefit from random asset-class movements.
5.	Weighting your portfolio toward small cap, value and high-profitability stocks to potentially
increase expected returns.
6. Including the right mix of fixed income to reduce volatility.
7. Performing periodic rebalancing and managing for taxes.
8.	Customizing your portfolio to your goals and risk tolerance, and working with you over the long term
to ensure your portfolio stays aligned to your changing needs.
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THE RISKS OF NOT INVESTING

In the long run, equities have the potential to keep you ahead
of both inflation and taxes.
When we think about the risks associated with
investing, we often think first of market risk. But there
are other risks to be considered:
Inflation risk: the risk of losing purchasing power
Longevity risk: the risk of outliving your money
The most important thing to recognize is that risks
are multidimensional, and any decision to increase or
decrease certain risks at the expense of others should be
viewed as a long-term decision made with a thorough
understanding of the trade-offs.

1 | INFLATION REDUCES
PURCHASING POWER

For instance, moving your investments to an all-cash
or all-fixed-income portfolio to eliminate market risk is
likely to magnify the loss of purchasing power, because
a portfolio that does not have market risk is almost
certain to lose money over time after accounting for
inflation and taxes. This would also increase the amount
of longevity risk, the risk of outliving your money.
We believe that for most investors, equities are the
securities to own for the long run. While equities
experience down markets, the risk of losing long-term
purchasing power and the risk of outliving your money
pose greater danger to your long-term wealth than
periodic temporary downturns.

2 | INCREASE IN COST OF GOODS
2001 – 2017

A $100 purchase in 2001
would require $140.79 today.
2001

2017

$

$

$100

$140.79

40.79% Cumulative Rate of Inflation
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+83%

Prescription Drugs

+51%

Bread

+49%

Fresh Vegetables

+24%

Air Tickets

+18%

Milk

Source: Bureau of Labor Statistics. Consumer Price Index U.S. City Average Price Data and CPI Inflation Calculator, 2001 – 2017.

EMOTION AFFECTS INVESTING SUCCESS

Acting on our emotions can cause us to buy high and sell low,
and miss market gains.
Emotion is a powerful influence. Fear of loss or missing
an opportunity can cause investors to buy and sell
rather than hold their investments for the long term.
We believe a structured approach to investing that
uses a disciplined, appropriately diversified portfolio
is the best strategy to capture potential market returns,
manage risk and help avoid the pitfalls of emotional
investing.

Dalbar, Inc., a research firm that has studied this
investor behavior, has shown that returns depend more
on proper investor behavior than on individual fund
selection or fund performance.
Dalbar found that when the market is already high,
many people start to buy. After it has fallen, they start
to sell. Graphic 3 below illustrates the potential cost of
this behavior.

Contrary to their belief, individuals who manage their
investments actively, buying and selling as the markets
change, are less likely to be successful than those who
buy and hold their investments.

3 | INDIVIDUAL INVESTORS
UNDERPERFORM THE MARKET

8.35%

Annualized Returns
January 1997 – December 2017

8%
7%
5.54%

6%

Over the last 20 years, the average return of all investors in U.S. stock mutual funds was 5.54%, annualized.
Over the same period, the benchmark Standard &
Poor’s 500-stock index returned an annualized 8.35%.
That’s a huge gap—almost three percentage points a
year over two decades.

5%
4%
3%
2.13%

2%
1%
0%

S&P 500
Index

Average Equity
Investor

Inflation

Source: “Quantitative Analysis of Investor Behavior, 2018,” Dalbar, Inc. www.dalbar.com. Data Sources: Investment Company Institute, Standard & Poor’s and
the Bureau of Labor Statistics. Average equity investor results are calculated using data supplied by the Investment Company Institute. Investor returns are
represented by the change in total mutual fund assets after excluding sales, redemptions and exchanges. This method of calculation captures realized
and unrealized capital gains, dividends, interest, trading costs, sales charges, fees, expenses and any other costs. After calculating investor returns in
dollar terms, two percentages are calculated for the period examined: Total investor return rate and annualized investor return rate. Total return rate is
determined by calculating the investor return dollars as a percentage of the net of the sales, redemptions and exchanges for each period. Indices are not
available for direct investment; their performance does not reflect the expenses associated with the management of an actual portfolio. Past performance
is not a guarantee of future results.
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TRYING TO PICK STOCKS AND TIME
THE MARKET LOSES MORE THAN IT WINS
You may feel encouraged to watch the markets and
research individual stocks. As a result, you may be
tempted to actively manage your investments—buying
and selling stocks, and moving in and out of the market
as conditions change.

If investors cannot consistently add value by trying to
select individual stocks, what about researching and
investing in a “winning” fund? Research suggests that
attempting to pick a fund that will outperform the
market has an equally slim chance for success.

Research suggests, however, that no active investor will
consistently beat the market over long periods of time,
except by chance. Big market moves happen fast and
signs of a change are hard to see until it is too late.

The size and complexity of the mutual fund landscape
masks the fact that many funds disappear each year
altogether. Graphic 4 shows that 49 percent of the
funds that were available at the beginning of the
15-year period had ceased to operate by the end. And
of those that survived, very few went on to outperform
their benchmark. An investor may believe they can pick
a “winning” fund, but the research shows there is more
than an 80 percent chance that the fund they pick will
not survive and beat its benchmark over 15 years.

An investor who misinterprets events may leave the
market at the wrong time. Missing only a small fraction
of days—especially the best days—can be very costly.
We believe the best strategy is to be fully invested
every day and to stay invested for the long term.

4 | SURVIVORSHIP AND UNDERPERFORMERS
Performance periods ending December 31, 2017 – Equity Funds
Beginners: Funds in operation at the start of the period
Underperformers: Funds that failed to beat their benchmark
Non-Survivors: Funds that ceased operation
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18%

5 Years
2,867 Beginners

10 Years
3,229 Beginners

In this chart, the gold columns represent
the number of U.S.-domiciled equity funds
in operation at the beginning of each period.
The blue columns and the white-hatched
columns represent the percentage of funds
that either underperformed their benchmark or ceased to operate altogether. For
example, in the 10-year and 15-year periods
respectively, 42 percent and 49 percent
of the original funds disappeared. Only a
fraction of the surviving funds went on to
outperform their benchmarks.

15 Years
2,828 Beginners

Source: U.S.-domiciled mutual fund data is from the CRSP Survivor-Bias-Free U.S. Mutual Fund Database, provided by the Center for Research
in Security Prices, University of Chicago. Beginning sample includes funds as of the beginning of the 5-, 10-, and 15-year periods ending
December 31, 2017. The number of beginners is indicated below the period label. Survivors are funds that were still in existence as of
December 31, 2017. Non-survivors include funds that were either liquidated or merged. Outperformers (winners) are funds that survived and
beat their respective benchmarks over the period. Past performance is no guarantee of future results.

If you missed just 25 of the best-performing DAYS in 28 YEARS,
your equity return would be reduced to nearly the percentage
of one-month Treasury bills.

5 | REACTING CAN HURT
PERFORMANCE
Performance of the S&P 500 Index, 1990-2017

* In U.S. dollars.

For illustrative purposes, Graphic 5 shows that the missed best day(s) examples assume that the hypothetical portfolio
fully divested its holdings at the end of the day before the missed best day(s), held cash for the missed best day(s), and
reinvested the entire portfolio in the S&P 500 at the end of the missed best day(s). Annualized returns for the missed
best day(s) were calculated by substituting actual returns for the missed best day(s) with zero.

Source: S&P data © 2018 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. “One-Month U.S. T-Bills” is the IA SBBI U.S.
30-day T-Bill TR USD, provided by Ibbotson Associates via Morningstar Direct. Data is calculated off rounded daily index values.
Indices are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual
portfolio. Past performance is not a guarantee of future results.

5

THE SOLUTION:
PORTFOLIO ADVISORY SERVICES
Portfolio Advisory Services is a low-cost advisory
investment management program that uses institutional
asset-class mutual funds to build broadly diversified
portfolios customized to each client’s risk tolerance and
personal financial goals.
Portfolio Advisory Services uses mutual funds offered
by Dimensional Fund Advisors; these funds have low
portfolio turnover and efficient trade execution to
minimize taxes and transaction costs.
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1

STAY FULLY INVESTED EVERY DAY
FOR THE LONG TERM
Portfolio Advisory Services accepts that there are
fundamental aspects of financial markets, such as their
unpredictability, that are beyond the control of any
investor. Trying to time the markets and chase hot funds
are attempts to fight the very nature of the markets, and
has not yielded consistently good results over time.

Managing risk: Risk is managed with a number
of different techniques, including a high degree of
diversification, an appropriate asset allocation,
using fixed income securities to reduce volatility,
rebalancing portfolios periodically and having a
transparent structure.

We structure portfolios to benefit from things we
can control, such as diversification, discipline, minimizing taxes and reducing expenses, and we position
portfolios to take advantage of the random nature of
market movements.

Customization and guidance: We believe strongly that
you benefit from ongoing one-on-one guidance and
support. Your investment adviser representative
will work closely with you from the outset to understand your risk tolerance and time horizon, and will
customize and adjust your asset allocation accordingly.

Four core areas of the program include:
Capturing market return: Broadly diversified portfolios
capture potential returns of the equity markets, and
include exposure to small cap, value and high-profitability stocks to potentially increase expected returns.

Account aggregation: You can link taxable and nontaxable
accounts as a single portfolio for further reductions in cost
and potential increases in tax efficiency. You benefit from
comprehensive reporting systems and gain the advantage
of a service with a simple advisory fee.
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2

DIVERSIFY BROADLY FOR
MARKET-CONSISTENT RETURNS

Portfolio Advisory Services provides market-consistent
returns using a buy-and-hold strategy across a range of
different markets.
This approach captures market rates of return by investing
in large numbers of stocks in selected asset classes, resulting in portfolios with thousands of stocks that are globally
diversified across numerous asset classes.
Unlike actively managed funds, we do not focus on
researching individual stocks and actively buying and
selling those stocks throughout the year. This benefits
the portfolios by moderating returns for greater consistency and can limit portfolio losses during a severe
market decline by reducing the risks associated with
owning a concentrated portfolio.
In addition, this approach to portfolio management
has lower internal expenses than active management.

Reducing expenses: Mutual funds have two costs that
reduce their return: the annual expense ratio (the
amount the fund uses to cover expenses), and transaction fees (incurred whenever a stock is bought or sold).
Transaction fees are generally unreported and can add
up to significantly reduce returns. As an example, if a
fund’s turnover ratio (a measure of its trading activity)
is 83 percent, the total expense—including the hidden
transaction costs—would be 2.36 percent.¹
In contrast, the Dimensional funds we use have some
of the lowest expenses in the industry. Although
internal fees for each fund will vary (see the prospectus
for a full description of fees and costs), the funds used
in this program have internal charges that vary from
0.12 percent to 0.68 percent.

6 | WORLDWIDE STOCK DIVERSIFICATION
Core 60/40 Allocation; data as of December 31, 2017
Security Types

Number of Number of Weight in
Countries Holdings Portfolio

Domestic Stocks

1

3,039

37%

International
Developed Stocks

22

5,711

20%

Emerging
Market Stocks

21

4,845

3%

Total Distinct
Stock Holdings

44

13,595

60%

Cash
Distinct
Bond Holdings

-

-

0%

-

1,618

40%

Total Portfolio
Holdings

44

15,213

100%

Diversification neither assures a profit nor guarantees against loss in a declining market. Holdings are subject to change.
Source: Dimensional Fund Advisors. Data as of December 31, 2017.
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¹ John C. Bogle, Bogle on Mutual Funds: New Perspectives for Intelligent Investors, Irwin Professional Publishing, 1994. John Bogle, founder and
former chairman of the Vanguard Group, estimates that a trade really costs, on average, 0.6% of the amount of the transaction. In order to
determine the true cost of fund trading, he suggests doubling the turnover ratio, then multiplying that figure by 0.6%. The Bogle calculation
methodology, although useful, is not precise, and is a rough rule-of-thumb measurement.
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BASE PORTFOLIO CONSTRUCTION
ON NOBEL PRIZE–WINNING
ACADEMIC RESEARCH

MODERN PORTFOLIO THEORY In 1990, Harry M. Markowitz,
Ph.D., University of Chicago, won the Nobel Prize in
Economic Sciences for his work on Modern Portfolio
Theory, a theory he first outlined in the 1950s.
Markowitz contended that risk (defined as volatility)
could be reduced by combining assets that reacted
differently to the same conditions. Modern Portfolio
Theory suggests that, over the long term, practical
diversification reduces risk and increases return.
CAPITAL ASSET PRICING MODEL (CAPM) In 1990, William
Sharpe, Ph.D., UCLA, won the Nobel Prize in Economic
Sciences for developing the CAPM in 1963. CAPM
defines the relationship between risk and return, and
builds on the idea of diversification described above.
CAPM identifies two types of risk:
• Market risk (rewarded risk): The risk inherent in the capital
markets that cannot be diversified away. It represents
the risk of the market itself.
• Non-market risk (unrewarded risk): Firm-specific and unique
to individual companies, their sector or industry.
Investors are rewarded for assuming market risk. That
reward takes the form of returns on their investments.
Investors should not expect to be rewarded for taking
on non-market risks which could be otherwise reduced
through diversification.
CAPM provides three main lessons:
1. Diversify as much as possible.
2. Do not buy individual securities—hold a broad
portfolio in market-value proportions.

the efficient markets hypothesis in 1970. The hypothesis states that, at all times, markets incorporate and
reflect the information known by all market participants.
In plain English, this means that, at any time, the price
of a stock is the best estimate of its value. This supports
the belief that active management strategies, such as
choosing specific securities and attempting to time the
market, cannot consistently add value.
DIMENSIONS OF EXPECTED RETURNS In the early 1990s,
Fama and Kenneth French, Ph.D., University of
Rochester, identified three factors they believed were
responsible for 96 percent of the performance of an
asset class:
• Equity markets (equity vs. fixed income): Equity investors
should receive a higher rate of return for holding
stocks (equities), which are risky, than they would
receive for holding an asset such as a Treasury bill or
bond (fixed income).
• Company size (small cap vs. large cap): Small company
stocks (small cap) tend to have, on average, a higher
expected return than larger company stocks.1
• Company price (value stocks vs. growth stocks): Value
stocks1 can be expected to have a higher return than
growth stocks because value companies pay more
for the money they borrow (their cost of capital),
and this determines the long-term rate of return (the
minimum that would be expected for providing capital
to the company).

3. Bearing market risk should result in a higher
expected return as a reward.

In 2006, Fama and French studied the relationship
between expected stock returns and profitability.
Further research identified profitability as an additional
dimension of higher expected return in 2012.

EFFICIENT MARKETS HYPOTHESIS Eugene F. Fama, Ph.D.,
University of Chicago, has been associated with
Dimensional Fund Advisors since its formation. In 2013,
he won the Nobel Prize in Economic Sciences for his
analysis of asset prices. His work, conducted in the
1960s, culminated in publishing the definitive paper on

• Profitability: While not all companies that are
profitable today will be in the future, when taken
as an average, current profitability2 has been shown
to be a robust and reliable proxy for expected future
profitability, which together with relative price, is
related to expected returns.

¹ See page 13 for a definition of small cap and value stocks.
² Profitability is measured as operating income before depreciation and amortization minus interest expense scaled by book.
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USE ASSET ALLOCATION TO MANAGE
RISK AND TO BENEFIT FROM RANDOM
ASSET CLASS MOVEMENTS

An asset class is a basket of securities that share
common characteristics, including the way they are
affected by marketplace events.

returns and help minimize portfolio volatility, as the
market reaction of one asset class can offset those of
another asset class.

Asset allocation refers to selecting the asset classes to
include in a portfolio, as well as the percentage of each.
Appropriate asset allocation is crucial for managing risk
and achieving long-term investment goals.

Graphic 7 shows the performance of a variety of different
asset class indices. In both U.S. and non-U.S. markets,
there is little predictability in asset class performance
from one year to the next. Studying the annual data
reveals no obvious pattern in returns that can be
exploited for excess profits, strengthening the case for
broad diversification across many asset classes.

Portfolio Advisory Services combines a wide range of
asset classes with different characteristics to enhance

7 | THE RANDOMNESS OF RETURNS

Lowest

Highest

1-5 Yr Treas Bnd

2003

2004

Int’l Small Cap Val

Int’l Small Cap Val

2006
REITs

Commodity Bubble,
Banking Crisis,
Global Recession

2005
Emerging Mkts

Credit Meltdown

Iran/North Korea
Nuclear Crisis

2002

Small Cap Val

Two Major Hurricanes,
Escalating Natural
Resource Prices

2001

REITs

Escalating
Oil Prices

2000

War in Iraq

World Trade Center
and Pentagon
Terrorist Attacks

1999
Emerging Mkts

Corporate
Scandals

Internet
Bubble Bursts

1998
Large Cap Blend

Fears of Y2K
Computer
Problems

Global Economic
Turmoil

20 Years of the Best and Worst—A Case for Asset Allocation

2007

2008

Emerging Mkts

1-5 Yr Treas Bnd

28.58

66.41

31.04

14.02

7.62

69.52

38.57

34.54

35.97

39.82

8.83

Int’l Large Cap Val

Int’l Large Cap Val

Small Cap Val

REITs

1-5 Yr Wrld Bnd

Int’l Small Cap Index

Int’l Small Cap Index

Int‘l Small Cap Val

Emerging Mkts

1-5 Yr Treas Bnd

1-5 Yr Wrld Bnd

19.48

26.63

22.83

12.35

5.10

61.64

34.15

26.38

32.55

8.16

6.59

Large Cap Val

Int’l Small Cap Index

1-5 Yr Treas Bnd

1-5 Yr Treas Bnd

Int’l Small Cap Val

Emerging Mkts

REITs

Int’l Small Cap Index

Int’l Large Cap Val

Int’l Large Cap Val

1-Yr Treas

15.65

26.25

8.96

8.44

3.65

56.28

33.16

25.18

29.86

6.77

4.75

Int’l Small Cap Index

Int’l Small Cap Val

1-5 Yr Wrld Bnd

1-Yr Treas

REITs

Int’l Large Cap Val

Int’l Large Cap Val

Int’l Large Cap Val

Int’l Small Cap Val

Global 60/40

Global 60/40

10.10

22.98

8.28

7.28

3.58

54.31

25.95

17.26

28.78

6.75

(26.25)

1-5 Yr Wrld Bnd

Small Cap Blend

1-Yr Treas

1-5 Yr Wrld Bnd

1-Yr Treas

Small Cap Blend

Emerging Mkts

REITs

Int’l Small Cap Index

1-5 Yr Wrld Bnd

Small Cap Val

8.41

21.26

7.33

6.44

3.39

47.25

25.95

13.82

24.77

6.30

(28.92)

Global 60/40

Large Cap Blend

Large Cap Val

Small Cap Blend

Int’l Small Cap Index

Small Cap Val

Small Cap Val

Global 60/40

Small Cap Val

1-Yr Treas

Small Cap Blend

7.91

21.04

7.02

2.49

(2.10)

46.03

22.25

10.57

23.48

5.95

(33.79)

1-5 Yr Treas Bnd

Global 60/40

Global 60/40

Global 60/40

Global 60/40

REITs

Small Cap Blend

Large Cap Val

Large Cap Val

Large Cap Blend

Large Cap Val

7.75

14.93

2.73

0.61

(2.82)

36.18

18.33

7.05

22.25

5.49

(36.85)

Int’l Small Cap Val

Large Cap Val

Int’l Large Cap Val

Int’l Small Cap Val

Emerging Mkts

Large Cap Val

Large Cap Val

Large Cap Blend

Small Cap Blend

Int’l Small Cap Index

Large Cap Blend

(37.00)

6.17

7.36

1.47

(2.05)

(6.00)

30.03

16.49

4.91

18.37

5.34

1-Yr Treas

1-Yr Treas

Int’l Small Cap Val

Emerging Mkts

Small Cap Val

Large Cap Blend

Global 60/40

Small Cap Val

Global 60/40

Int’l Small Cap Val

REITs

5.91

4.04

(0.35)

(2.37)

(11.43)

28.69

15.57

4.71

16.17

3.13

(39.20)

Small Cap Blend

1-5 Yr Wrld Bnd

Small Cap Blend

Large Cap Val

Int’l Large Cap Val

Global 60/40

Large Cap Blend

Small Cap Blend

Large Cap Blend

Large Cap Val

Int’l Small Cap Val

(2.55)

3.55

(3.02)

(5.59)

(11.65)

28.53

10.88

4.55

15.80

(0.17)

(45.95)

Small Cap Val

1-5 Yr Treas Bnd

Int’l Small Cap Index

Int’l Small Cap Index

Large Cap Val

1-5 Yr Treas Bnd

1-5 Yr Wrld Bnd

1-5 Yr Wrld Bnd

1-Yr Treas

Small Cap Blend

Int’l Small Cap Index

(6.45)

1.90

(7.97)

(11.80)

(15.53)

2.04

2.66

3.08

4.32

(1.57)

(47.01)

REITs

Small Cap Val

Large Cap Blend

Large Cap Blend

Small Cap Blend

1-5 Yr Wrld Bnd

1-5 Yr Treas Bnd

1-Yr Treas

1-5 Yr Wrld Bnd

Small Cap Val

Int’l Large Cap Val

(17.01)

(1.49)

(9.10)

(11.89)

(20.48)

1.94

1.35

2.36

4.09

(9.78)

(47.49)

Emerging Mkts

REITs

Emerging Mkts

Int’l Large Cap Val

Large Cap Blend

1-Yr Treas

1-Yr Treas

1-5 Yr Treas Bnd

1-5 Yr Treas Bnd

REITs

Emerging Mkts

(25.34)

(2.58)

(30.61)

(15.18)

(22.10)

1.47

0.83

1.34

3.75

(17.56)

(53.18)

Global 60/40 Diversified Portfolio*

1-Year U.S. Treasury Note Index

U.S. Select REIT Index

International Small Cap Index

International Small Cap Value Index

International Large Cap Value Index

Large Cap Blend Index

*Global 60/40 Diversified Portfolio: Dimensional International Adjusted Market Index: 17.4%; BofA Merrill Lynch 1-Year U.S. Treasury Note Index: 16%; Dimensional Emerging Markets Adjusted
Market Index: 5.7%; Barclays U.S. TIPS Index: 4%; Dimensional U.S. Large Cap Value Index: 3.9%; Dimensional U.S. Adjusted Market 2 Index: 17.4%; Dimensional International Large Index: 3.15%;
S&P Global REIT Index (gross div.): 3%; Dimensional International Value Index: 3.15%; Citigroup World Government Bond Index 1-3 Years (hedged to USD): 4%; Dimensional U.S. Targeted Value
Index: 3%; Barclays U.S. Aggregate Bond Index: 16%; Dimensional International Small Cap Value Index: 3.3%.
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Portfolio success depends on diversifying your investments,
establishing your asset allocation with a disciplined
approach, and staying with it over the long term.

2010

2011

2012

2014

Political Surprises:
Brexit and the
U.S. Election

2015

2016

Low Market Volatility,
Tax Reform Legislation

2013

Fed Raises Rates for
First Time Since 2006

Fiscal Cliff,
Hurricane Sandy

Struggling Economic
Recovery

2009

End of Quantitative
Easing

While diversification cannot completely eliminate the
risk of investment losses, it is an important strategy for
managing risk.

Tapering/
Government Shutdown

Because it is impossible to predict which asset classes
are going to be the top performers in any one year, it is
a prudent strategy for an investor to own a portion of all
of them. Combining all assets classes in one portfolio
will reduce volatility by moderating the extremes of the
top and bottom performers.

U.S. Credit Rating
Downgrade,
Greek Debt Crisis

Portfolio Advisory Services uses more than 12 different
asset classes across 44 countries. An individual
investor might own a small part of more than 13,000
different securities.

European Debt Crisis,
U.S. Housing Problems,
High Unemployment

As the graphic shows, asset classes react differently to
bad news. Historically, some asset classes have experienced positive returns even during significantly adverse
political and economic events.

2017

Emerging Mkts

REITs

REITs

Int’l Small Cap Val

Small Cap Blend

REITs

Int’l Small Cap Index

Small Cap Val

Emerging Mkts

79.02

28.07

9.37

20.42

38.82

32.00

5.27

31.74

37.75

Int’l Small Cap Val

Small Cap Blend

1-5 Yr Treas Bnd

Int‘l Large Cap Val

Small Cap Val

Large Cap Blend

REITs

Small Cap Blend

Int’l Small Cap Index

56.13

26.86

3.38

20.38

34.52

13.69

4.48

21.31

32.04

Int’l Small Cap Index

Small Cap Val

1-5 Yr Wrld Bnd

Int’l Small Cap Index

Large Cap Val

Large Cap Val

Global 60/40

Large Cap Val

Int‘l Small Cap Val

49.21

24.50

2.31

18.67

32.53

13.45

1.54

17.34

28.45

Int’l Large Cap Val

Int’l Small Cap Index

Large Cap Blend

Emerging Mkts

Large Cap Blend

Small Cap Blend

Large Cap Blend

Large Cap Blend

Int‘l Large Cap Val

45.99

22.85

2.11

18.63

32.39

4.89

1.38

11.96

26.37

REITs

Int’l Small Cap Val

1-Yr Treas

Small Cap Val

Int’l Small Cap Val

Small Cap Val

1-5 Yr Wrld Bnd

Int’l Large Cap Val

Large Cap Blend

28.46

20.51

0.57

18.05

28.13

4.22

1.00

11.96

21.83

Global 60/40

Emerging Mkts

Large Cap Val

Large Cap Val

Int’l Small Cap Index

Global 60/40

1-5 Yr Treas Bnd

Emerging Mkts

Small Cap Blend

27.20

19.20

0.39

17.51

27.29

2.54

0.92

11.60

14.65

Small Cap Blend

Large Cap Val

Global 60/40

REITs

Int’l Large Cap Val

1-5 Yr Wrld Bnd

Int’l Small Cap Val

Int’l Small Cap Val

Global 60/40

27.17

15.51

(2.94)

17.12

23.60

1.90

0.75

11.04

14.52

Large Cap Blend

Large Cap Blend

Small Cap Blend

Small Cap Blend

Global 60/40

1-5 Yr Treas Bnd

1-Yr Treas

Global 60/40

Large Cap Val

26.46

15.06

(4.18)

16.35

14.51

1.17

0.15

8.85

13.67

Small Cap Val

Global 60/40

Small Cap Val

Large Cap Blend

REITs

1-Yr Treas

Large Cap Val

REITs

Small Cap Val

7.84

20.58

13.53

(5.50)

16.00

1.22

0.18

(3.83)

6.68

Large Cap Val

Int’l Large Cap Val

Int’l Small Cap Index

Global 60/40

1-5 Yr Wrld Bnd

Emerging Mkts

Small Cap Blend

Int’l Small Cap Index

REITs

19.69

12.64

(13.58)

12.13

0.62

(1.82)

(4.41)

5.71

3.76

1-5 Yr Wrld Bnd

1-5 Yr Treas Bnd

Int‘l Large Cap Val

1-5 Yr Wrld Bnd

1-Yr Treas

Int’l Large Cap Val

Int’l Large Cap Val

1-5 Yr Wrld Bnd

1-5 Yr Wrld Bnd

2.29

3.73

(16.93)

2.10

0.25

(5.61)

(5.34)

1.49

1.13

1-Yr Treas

1-5 Yr Wrld Bnd

Int’l Small Cap Val

1-5 Yr Treas Bnd

1-5 Yr Treas Bnd

Int’l Small Cap Index

Small Cap Val

1-5 Yr Treas Bnd

1-5 Yr Treas Bnd

0.80

1.99

(18.00)

0.89

(0.14)

(5.85)

(7.47)

1.02

0.68

1-5 Yr Treas Bnd

1-Yr Treas

Emerging Mkts

1-Yr Treas

Emerging Mkts

Int’l Small Cap Val

Emerging Mkts

1-Yr Treas

1-Yr Treas

0.19

0.83

(18.17)

0.24

(2.27)

(7.05)

(14.60)

0.76

0.57

Large Cap Value Index

Small Cap Value Index

1-5 Year World Government Bond Index

Small Cap Blend Index

Emerging Markets Index

1-5 Year U.S. Treasury Bond Index

This chart shows the performance of different asset
classes represented by the
indices below. The performance of each is unpredictable, and may be at the top
one year, and at the bottom
the following year. Because
it is impossible to predict
which asset classes are going
to be the top performers in
any one year, it is important
for an investor to diversify
across many asset classes.
As shown, a portfolio that
combines asset classes in a
diversified manner, such as
the Global 60/40 Diversified
Portfolio,* will seek to temper
the extremes.

The table above is provided purely for educational use to illustrate the random movement of asset class returns and the benefits of a diversified investment strategy. Only actual fund
data should be used to make an investment decision. Indices are not available for direct investment. Their performance does not reflect the expenses associated with the management
of an actual portfolio. Past performance is not a guarantee of future results.
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5

WEIGHT PORTFOLIOS TOWARD
SMALL CAP, VALUE AND
HIGH-PROFITABILITY STOCKS

Portfolio Advisory Services uses portfolios designed
around the factors we believe drive returns. We invest
in funds that hold thousands of stocks for total market
exposure, tilting toward small cap and value stocks, as
well as stocks with higher profitability.
Graphic 8 below illustrates how the dimensions of size
(small cap vs. large cap), relative price (value vs. growth)
and profitability have affected equity returns over the last
90 years. It is useful to note that these effects appear to
be worldwide and not limited to U.S. equity stocks.

The matrix shows that the conventional wisdom of
investing in large cap and growth stocks actually
produces a lower expected return than investing in
a small cap, value stock portfolio. A portfolio that is
weighted toward small cap and value stocks should
have a higher expected return in the long term.
The last row of the matrix shows that the high profitability indices outperformed their low profitability
counterparts. These results demonstrate how current
profitability can be used as a predictor of future profitability and thus serve as an important dimension of
higher expected returns.

8 | DIMENSIONS OF EXPECTED RETURNS

Illustrative index performance: annualized compound returns (%) in U.S. dollars

U.S. High

U.S. Value

U.S. Growth

U.S. High

U.S. Low

Source: S&P data © 2018 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. MSCI data © MSCI 2018, all rights reserved.
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Profitability is measured as operating income before depreciation and amortization minus interest expense scaled by book. Indices are not available
for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio. Past performance is
not a guarantee of future results. Index returns are not representative of actual portfolios and do not reflect costs and fees associated with an actual
investment. Actual returns may be lower. See “Index Descriptions” in the appendix for descriptions of Dimensional and Fama/French index data.
Eugene Fama and Ken French are members of the Board of Directors of the general partner of, and provide consulting services to, Dimensional Fund
Advisors LP.

Over the last 90 years, small cap and value stocks have
outperformed their large cap and growth counterparts in
the U.S.
Graphic 9 illustrates the stock universe divided into four
quadrants based on company size and style—small cap or
large cap, value or growth. Tilting the portfolio to securities
in the upper right quadrant, toward small cap and value
securities, will increase the portfolio’s expected return.

When ranked by market capitalization, large cap
companies fall in the top 90 percent, representing the
1,000 largest companies, and small cap companies fall
in the bottom 10 percent. Generally speaking, large cap
companies are big, well-known companies.

As Graphic 9 illustrates, a total market or S&P 500 index
portfolio will provide a lower expected return than one
that is weighted toward small cap and value stocks.

Lower-priced “value” stocks have a lower price-to-book
ratio than “growth” stocks. Price-to-book is used to
evaluate the value of a company by comparing the price
of the company’s stock to its book value (calculated
from the company’s balance sheet).

Small cap and value stocks defined: The “cap” in small cap
and large cap is short for market capitalization, which
is calculated by taking the stock’s share price and multiplying it by the total number of shares that a company
has issued in the market.

Small Cap

higher risk; higher expected return

U.S. Small
Cap Value
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9 | THE STOCK MARKET IS
DIVIDED INTO QUADRANTS
BASED ON COMPANY SIZE
AND STYLE CHARACTERISTICS

Target
Portfolio

Growth

lower risk; lower
expected return
(high price-tobook ratio)

pe
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Total
U.S.
Stock
Market
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A portfolio’s relative exposure
to size and value determines its risk
and expected return; data: 2005 – 2017

S&P 500
Index
Large Cap

Value
U.S. Large
Cap Value

higher risk; higher
expected return
(low price-tobook ratio)

lower risk; lower expected return

Source: Dimensional Fund Advisors. Target portfolio is based on the Portfolio Advisory Services Core Model. U.S. stocks only. Indices are not
available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio. Past
performance is not a guarantee of future results.
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6

INCLUDE THE RIGHT MIX OF
FIXED INCOME TO MANAGE RISK

Portfolio Advisory Services uses fixed income to reduce
overall portfolio volatility and insulate portfolios from
stock market declines.
Fixed income securities show less volatility than stocks.
For example, the one-year fixed income asset class has
provided positive returns in each of the last 15 years.
(See Graphic 7, pages 10-11.)
It’s important to note, however, that fixed income has
its own unique set of risks.

Two of the most important risks are:
Credit risk: The risk the bond issuer will default on future
interest or principal payments.
Interest-rate risk: The change in value of a bond that
occurs with a change in interest rates.
There is an inverse relationship between interest rates
and bond prices. When interest rates rise, bond prices
fall and, conversely, when interest rates fall, bond prices
rise. Graphic 10 shows the price impact of a 1 percent
rise in interest rates.

10 | IMPACT OF A 1% RISE IN INTEREST RATES (as of June 30, 2018)
Assumes a parallel shift in the yield curve and steady spreads
Total
Return
5

3.0%

3.5%

Price
Return

2.5%

.6%
0
-5

-0.1%

-1.5%
-1.9% -1.8%
-4.5% -4.5%
-5.3%

-1.8%

-8.1%

-10

-2.2%
-2.6%
-2.7%
-3.3%
-4.0%
-5.6%
-5.9%
-5.9%
-6.8%

-14.1%

-15

-17.1%
-20
2-Year
U.S.
Treas.

5-Year
U.S.
Treas.

TIPS

10-Year
U.S.
Treas.

30-Year
U.S.
Treas.

Floating
Rate

CV*

U.S. High
Yield

MBS

U.S.
AGG**

Munis

IG Corps

* Convertibles ** U.S. Aggregates
Source: Barclays, Bloomberg, FactSet, Standard & Poor’s, U.S. Treasury, J.P. Morgan Asset Management. Sectors shown above are provided by
Bloomberg and are represented by Broad Market: U.S. Aggregate; MBS: U.S. Aggregate Securitized - MBS; Corporate: U.S. Corporates; Municipals:
Muni Bond 10-year; High Yield: Corporate High Yield; TIPS: Treasury Inflation Protection Securities (TIPS); Floating Rate: FRN (BBB); Convertibles:
U.S. Convertibles Composite. Yield and return information based on bellwethers for Treasury securities. Sector yields reflect yield to worst.
Convertibles yield is based on U.S. portion of Bloomberg Barclays Global Convertibles. Correlations are based on 10 years of monthly returns for
all sectors. Change in bond price is calculated using both duration and convexity according to the following formula: New Price = [Price + (Price •
-Duration • Change in Interest Rates)] + [0.5 • Price • Convexity • (Change in Interest Rates)2]. Chart is for illustrative purposes only.
Past performance is not indicative of future results.
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When used appropriately, bonds can help reduce volatility
and insulate a portfolio from stock market declines.

When seeking to increase yield, it may be tempting
to purchase longer-maturing bonds which tend to pay
a higher interest rate in exchange for increased risk.
However, as Graphic 11 indicates, the increase in reward
has been relatively minor in relation to the increase
in risk. The increase in reward for a five-year Treasury
compared to that of a one-year Treasury is 0.99 percent,
but the five-year has almost three times as much risk,
as measured by standard deviation.¹

By focusing on investmentgrade bonds with maturities of
five years or less, we can use
fixed income to manage equity
risk while reducing exposure to
interest rate and credit risk.

11 | EVALUATING THE
MATURITY RISK/RETURN
TRADE-OFF
12%
Quarterly: 1964 – 2017

Historically, longer-maturity
instruments have higher standard
deviations than shorter-maturity
instruments.

10%

Annualized
Compound Returns

8%
6%
4%

Annualized
Standard Deviation

2%
0%

Maturity

One-Month Six-Month
One-Year
Five-Year
U.S. Treasury U.S. Treasury U.S. Treasury U.S. Treasury
Bills
Bills
Notes
Notes

20-Year
U.S. Govt.
Bonds

Annualized Compound Return (%)

4.75

5.43

5.61

6.60

7.21

Annualized Standard Deviation1 (%)

0.92

1.22

1.77

5.20

10.36

¹ Standard deviation is a calculation of how much an investment’s rate of return has gone up or down in the past. It is used as a measure of the
investment’s volatility.
Source: One-Month U.S. Treasury Bills, Five-Year U.S. Treasury Notes, and Twenty-Year (Long-Term) U.S. Government Bonds provided by
Morningstar, Inc. Six-Month U.S. Treasury Bills and One-Year U.S. Treasury notes provided by ICE BofAML. The ICE BofAML Indices are used
with permission; © 2018 ICE Data Indices, LLC; all rights reserved.
Indices are not available for direct investment. Index performance does not reflect expenses associated with the management of an actual
portfolio. Past performance is not a guarantee of future results. Values change frequently and past performance may not be repeated. There
is always the risk that an investor may lose money. Fixed income securities are subject to interest rate risk because the prices of fixed income
securities tend to move in the opposite direction of interest rates. In general, fixed income securities with longer maturities are more sensitive
to these price changes and may experience greater fluctuation in returns.
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7

CONDUCT PERIODIC REBALANCING
AND MANAGE FOR TAXES

Portfolio Advisory Services uses a disciplined rebalancing strategy that reduces volatility and keeps the
portfolio aligned to its original allocation. Rebalancing,
in effect, forces us to follow the first rule of investing:
buy low and sell high.
As a result of market performance, the assets in a
portfolio will change value over time, shifting the portfolio’s risk allocation. Rebalancing realigns the portfolio
back to its original allocation by selling assets that have
risen in value and buying assets with lower value.
As an example, let’s suggest a 10 percent allocation
to small cap value has grown to 15 percent due to that
asset class’s positive performance. The rebalancing
strategy will capture those gains by rebalancing back
to the stated 10 percent and use the sale proceeds to
purchase shares in an underweighted asset class.

Managing for taxes: As mentioned previously, Portfolio
Advisory Services uses funds with lower turnover ratios
than most actively managed funds. Not only does this
reduce trading cost, but it may also reduce tax liability.
The higher the turnover ratio, the more the fund may
have to distribute in capital gains. In fact, many investors
have experienced a fund with a negative return for the
year—but still had to pay taxes on the capital gains
distributions that resulted from the active trading.
Over time, this tax drag can substantially reduce an
investor’s potential returns. Dimensional funds have
lower turnover rates and thus have fewer capital gains
to distribute than funds with higher turnover rates.
Tax-efficient strategies: Dimensional’s tax-managed strategies simultaneously attempt to minimize taxable gains
and reduce trading and tax costs without sacrificing
asset class exposure and solid, broad diversification.

12 | BENEFITS OF REBALANCING
Original
Allocation
50% 50%

Stocks Bonds

Market Activity
Stocks Were Strong

Unbalanced
Portfolio

Original
Allocation

38%
62% Bonds

50% 50%

Stocks

Stocks Bonds

1/1/2003–10/9/2007

Balanced on
1/1/2003

Without rebalancing, this hypothetical portfolio
would have experienced greater volatility when
the stock market declined in 2008.
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29%

Market Activity
Bonds Were Strong

Stocks 71%
Bonds

10/10/2007–3/9/2009

Unbalanced
on 10/9/2007
a stock market high

Too Risky

Unbalanced
Portfolio

Balanced on
10/10/2007

Unbalanced
on 3/9/2009
a stock market low

Too Conservative

Without rebalancing, this hypothetical portfolio
would have missed out on strong stock
performance in 2009.

Source: Time periods above, reflecting a strong stock market and a strong bond market, respectively, are based on performance of the following
indices: Stocks are represented by the Standard & Poor’s 500 Stock Index, which measures the broad U.S. stock market. Bonds are represented
by the Barclays U.S. Aggregate Bond Index. Indices are not available for direct investment. Their performance does not reflect the expenses
associated with the management of an actual portfolio. Past performance is not a guarantee of future results.
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PROVIDE GUIDANCE AND
SUPPORT THROUGH AN ONGOING
ONE-ON-ONE RELATIONSHIP

Portfolio Advisory Services manages the investment challenges and opportunities that overwhelm
many investors and can help you grow your assets
by investing in a portfolio customized to your risk
tolerance and time horizon.
Your investment adviser representative will guide
you through a process that will deliver a carefully
structured investment plan designed according to your
financial goals, and will work with you over the long
term to ensure that your portfolio stays aligned with
your changing needs.
As an advisory client, you’ll enjoy the following
benefits of our relationship:
Regular, personalized communication: Advisory services rely
on an ongoing relationship. You and your investment
adviser representative will meet one or more times
a year to ensure your investment policy is tracking
toward its goals. You will also receive regular quarterly
reports by mail that illustrate your progress.
A more disciplined approach to investing: Markets inevitably rise and fall, and trying to time the market can be
difficult and costly. Portfolio Advisory Services institutes
a methodical, disciplined approach to investing that can
strike a balance between risk and reward.

Greater transparency: In today’s economic climate, transparency is a major factor in consumer confidence. When
compared to commission-based services, advisory
services are much more transparent. Advisory fees are a
fixed percentage of your accounts’ values, and they are
clearly displayed in your quarterly reports.
A mutual incentive: Since compensation is a fixed percentage of your accounts’ values, the performance of your
advisory accounts is directly proportional to the fees
your investment adviser representative receives. You
can be confident that there is a genuine motivation to
grow your portfolio and preserve your wealth.
Investors want the ability to grow the financial assets
they have worked hard to accumulate, and investing in
today’s complex financial environment can be frustrating, confusing and time-consuming.
Portfolio Advisory Services may be your pathway to a
disciplined strategy that can help you avoid the pitfalls of
emotional investing and keep you on track to achieving
your long-term financial objectives.
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DISCLOSURES FOR SOURCES
The data series given below are all indices. It is not possible to invest directly in any index.

ICE BofAML 1-year U.S. Treasury Note Index:
The index is an unmanaged index tracking U.S. government securities. The index is produced by ICE Data
Indices LLC.
Bloomberg Barclays U.S. Aggregate Bond Index: The index represents the securities of the U.S. dollar-denominated
investment grade bond market.
Bloomberg Barclays U.S. TIPS Index: The index represents
securities that protect against adverse inflation and
provide a minimum level of real return. To be included
in this index, bonds must have cash flows linked to an
inflation index, be sovereign issues denominated in
U.S. currency, and have more than one year to maturity,
and, as a portion of the index, total a minimum
amount outstanding of $100 million U.S. dollars. TIPS
stands for Treasury Inflation Protected Securities.
Barclays U.S. Treasury Index 1-5 Years: The index includes
all publicly issued U.S. Treasury securities that have a
remaining maturity of greater than or equal to one year
and less than five years, are rated investment grade, and
have $250 million or more of outstanding face value.
In addition, the securities must be denominated in U.S.
dollars and must be fixed rate and non-convertible.
Citi World World Government Bond Index 1-3 Years (hedged to
USD): This index is a comprehensive measure of the
total return performance of the government bond
markets of approximately 22 countries with maturities
ranging from one to three years.
Citi World World Government Bond Index 1-5 Years (currency hedged U.S. dollar): This index is a comprehensive
measure of the total return performance of the government bond markets of approximately 22 countries
with maturities ranging from one to five years.
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The index monthly returns are computed as the simple
average of the monthly returns of four sub-indices, each
one reconstituted once a year at the end of each quarter
of the year. Countries currently included are Brazil, Chile,
China, Colombia, Czech Republic, Greece, Hungary,
India, Indonesia, Malaysia, Mexico, Philippines, Poland,
Russia, South Africa, South Korea, Taiwan, Thailand and
Turkey. Exclusions: REITs and investment companies.
Dimensional International Adjusted Market Index: Targets all
the securities in the eligible markets with an emphasis on companies with smaller capitalization, lower
relative price and higher profitability. Profitability is
measured as operating income before depreciation and
amortization minus interest expense scaled by book.
The index monthly returns are computed as the simple
average of the monthly returns of four sub-indices,
each one reconstituted once a year at the end of each
quarter of the year. See final paragraph for countries
currently included.*
Dimensional International Large Cap Index: Targets large cap
securities in the eligible markets with an emphasis
on companies with smaller capitalization, lower
relative price, and higher profitability. Profitability is
measured as operating income before depreciation
and amortization minus interest expense scaled
by book. The index monthly returns are computed
as the simple average of the monthly returns of
four sub-indices, each one reconstituted once a
year at the end of each quarter of the year. See
final paragraph for countries currently included.*

Dow Jones U.S. Select REIT Index: The index is a floatadjusted, market-cap-weighted index designed to
represent U.S. publicly traded real estate investment trusts. April 2009 – present: Dow Jones U.S.
Select REIT Index using source Dow Jones indices;
January 1978 – March 2009: Dow Jones Wilshire
REIT Index using source Dow Jones Wilshire.

Dimensional International Large Cap Value Index: The index
consists of large cap companies whose relative price
is in the bottom 30% of their country’s large companies after the exclusion of utilities and companies with
either negative or missing relative price data. The index
emphasizes companies with smaller capitalization,
lower relative price, and higher profitability. The index
also excludes those companies with the lowest profitability and highest relative price within their country’s
large value universe. See final paragraph for countries
currently included.*

Dimensional Emerging Markets Adjusted Market Index:
Targets all the securities in the eligible markets with
an emphasis on companies with smaller capitalization,
lower relative price and higher profitability. Profitability
is measured as operating income before depreciation
and amortization minus interest expense scaled by book.

Dimensional International Value Index: Consists of companies whose relative price is in the bottom 33% of
their country’s companies after the exclusion of utilities and companies with either negative or missing
relative price data. The index emphasizes companies
with smaller capitalization, lower relative price, and

higher profitability. The index also excludes those
companies with the lowest profitability and highest relative price within the country’s value universe.
Profitability is measured as operating income before
depreciation and amortization minus interest expense scaled by book. The index monthly returns
are computed as the simple average of the monthly
returns of four sub-indices, each one reconstituted
once a year at the end of each quarter of year. See
final paragraph for countries currently included.*
Dimensional International Small Cap Index: The index is
a market-capitalization-weighted index of small
company securities in the eligible markets excluding
those with the lowest profitability and highest
relative price within the small cap universe. See
final paragraph for countries currently included.*
Dimensional International Small Cap Value Index: The index
is a subset of the International Small Cap Index. The
subset is defined as companies whose relative price
is in the bottom 35% of their country’s respective
constituents in the International Small Cap Index after
the exclusion of utilities and companies with either
negative or missing relative price data. The index also
excludes those companies with the lowest profitability within their country’s small value universe. See
final paragraph for countries currently included.*
Dimensional U.S. Adjusted Market 2 Index: Targets all the
securities in the eligible market with an emphasis on
companies with smaller capitalization, lower relative
price, and higher profitability. Profitability is measured
as operating income before depreciation and amortization minus interest expense scaled by book. The eligible
market is composed of securities of U.S. companies
traded on the NYSE, NYSE MKT (formerly AMEX),
and NASDAQ Global Market. Exclusions: Non-U.S.
companies, REITs, UITs and investment companies.
Dimensional U.S. Large Cap Value Index: Consists of
companies with market capitalizations above the
1000th largest company of the eligible market whose
relative price is in the bottom 30% of large companies
after the exclusion of utilities, companies lacking
financial data, and companies with negative relative
price. The index emphasizes securities with higher
profitability, lower relative price, and lower market
capitalization. Profitability measured as operating
income before depreciation and amortization minus
interest expense scaled by book. The eligible market

is composed of securities of U.S. companies traded
on the NYSE, NYSE MKT (formerly AMEX), and
NASDAQ Global Market. Exclusions: Non-U.S.
companies, REITs, UITs and investment companies.
Dimensional U.S. Targeted Value Index: Consists of small
and mid cap securities with low relative price. Small
and mid cap companies with low relative price
are generally defined as companies with market
capitalizations below the 500th company in the U.S.
market whose relative price is in the bottom 50% of
the small and mid cap universe after the exclusion
of utilities, companies lacking financial data, and
companies with negative relative price. The index
emphasizes companies with higher profitability.
Profitability is measured as operating income before
depreciation and amortization minus interest expense
scaled by book. The eligible market is composed of
securities of U.S. companies traded on the NYSE,
AMEX, and NASDAQ Global Market. Exclusions: NonU.S. companies, REITs, UITs, and investment companies.
MSCI Emerging Markets (gross div.): The MSCI Emerging
Markets Index consists of 23 countries representing
10% of world market capitalization. It covers
approximately 85% of the free float-adjusted market
capitalization in each of these 23 countries: Brazil,
Chile, China, Colombia, Czech Republic, Egypt, Greece,
Hungary, India, Indonesia, Korea, Malaysia, Mexico,
Peru, Philippines, Poland, Qatar, Russia, South Africa,
Taiwan, Thailand, Turkey, and United Arab Emirates.
Russell 1000® Value Index: The Russell 1000 Value Index
measures the performance of the large cap value
segment of the U.S. equity universe. It includes those
Russell 1000 companies with lower price-to-book
ratios and lower expected growth values. It is constructed to provide a comprehensive and unbiased
barometer for the large cap value segment and is
completely reconstituted annually to ensure new and
growing equities are included and that the represented
companies continue to reflect value characteristics.
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Russell 2000® Index: The Russell 2000 Index is a
subset of the Russell 3000 Index and represents
approximately 8% of the total market capitalization
of that index. It includes approximately 2,000 of
the smallest securities based on a combination of
their market cap and current index membership. It
serves as a benchmark for small cap stocks in the
United States. The weighted average market cap for
companies in the Russell 2000 is about $1 billion and
the index itself is considered to be the benchmark for
all small cap mutual funds. It is constructed to provide
a comprehensive and unbiased small cap barometer
and is completely reconstituted annually to ensure
larger stocks do not distort the performance and
characteristics of the true small cap opportunity set.
Russell 2000® Value Index: The Russell 2000 Value
Index measures the performance of the small cap
value segment of the U.S. equity universe. It includes
those Russell 2000 companies with lower price-tobook ratios and lower forecasted growth values. The
Russell 2000 Value Index is constructed to provide a
comprehensive and unbiased barometer for the small
cap value segment. It is completely reconstituted
annually to ensure that larger stocks do not distort the
performance and characteristics of the true small cap
opportunity set and that the represented companies
reflect value characteristics.
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S&P 500 Index: The S&P 500 Index is a market-capitalization-weighted, unmanaged index of 500 widely
held large cap stocks. Standard & Poor’s chooses the
member companies for the index based on market size,
liquidity, and industry group representation. The index
includes stocks of industrial, financial, utility, and
transportation companies and is often used as a proxy
for the performance of the overall U.S. stock market.
S&P Global REIT Index: The index consists of all real estate
investment trusts in both developed and emerging
markets. The REITs in the index are primarily companies that invest in buildings which are human occupied
or used for storage. The index specifically excludes
timber REITs, mortgage REITs and mortgage backed
REITs. It is reconstituted annually. The date of base
values is 12/31/97 and the inception date, which corresponds to the first date of data history, is 7/30/89.
*Countries currently included in Dimensional
International Indices are Australia, Austria, Belgium,
Canada, Denmark, Finland, France, Germany,
Hong Kong, Ireland, Israel, Italy, Japan, Netherlands,
New Zealand, Norway, Portugal, Singapore, Spain,
Sweden, Switzerland, and United Kingdom. Exclusions:
REITs and investment companies.
Consider the investment objectives, risks, and charges and
expenses of the Dimensional funds carefully before investing.
For this and other information about the Dimensional funds,
please read the prospectus carefully before investing.
Prospectuses are available by calling Dimensional Fund Advisors
collect at 512.306.7400 or at www.dimensional.com.
Dimensional funds are distributed by DFA Securities LLC.

TO LEARN MORE ABOUT
PORTFOLIO ADVISORY SERVICES,
PLEASE CONTACT YOUR
FINANCIAL ADVISOR.

Cetera® Investment Advisers LLC
200 N. Martingale Rd.
Schaumburg, IL 60173
888.528.2987
© 2018 Cetera® Investment Advisers LLC
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