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Your Investment Policy Statement is a detailed investment plan customized to your personal circumstances.
The purpose of this document is to assist you and your financial advisor in effectively designing, monitoring
and evaluating this investment portfolio.

3.
4.

Introduction

Steps to Establish Your Investment Policy Statement
1.

2.

Developing a long-term investment policy and putting it in writing enables you and your financial advisor to
protect your portfolio from spur-of-the-moment revisions that may result from emotional reactions to
short-term market events.

Determine your recommended investment strategy
Implement and maintain your portfolio

Establish your portfolio objectives

Determine your tolerance for risk

i. Goal(s)
ii. Income requirements
iii. Liquidity requirements
iv. Time horizon

Based on your responses in your Investor Profile Questionnaire, we have prepared the following
recommendations for the management of your assets in this portfolio. Should your circumstances or goals
change, your Investment Policy Statement can be updated to reflect your new requirements.
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The following considerations for designing your portfolio are based on the information provided as of
December 08, 2017.

• Retirement
Goal(s)

You currently require a 0 - 2 percent annual withdrawal from this portfolio to fund your day-to-day expenses.
Income Requirements

You do not require access to readily available cash from this portfolio for a major purchase or life event in
the foreseeable future.

Liquidity Requirements

Based on the information you provided on 10/31/2017, your investment time horizon is 20 years or more.
Time Horizon

The minimum expected investment period should be at least five years for any portfolio containing equity
securities. We suggest that any portfolio with less than a five-year time horizon should be comprised
predominantly of cash and shorter-term fixed income securities.

If your goals or circumstances change in the future, your portfolio can be restructured to reflect your
revised investment time horizon.

Your investment time horizon—or the length of time you plan to keep the majority of your funds invested in
this portfolio—can have a significant influence on the recommended structure of your portfolio. The graph
below shows the historical range of returns for the Standard & Poor’s 500 Index for various time periods
since 1972. It demonstrates that as investment periods are lengthened, the variability in average returns is
reduced, as is the potential for negative returns.
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Investment theory and historical data suggests that, over long periods of time, there is a relationship between
the investment risk assumed and level of return that can be expected. Generally, an investor must accept
higher risk to achieve higher returns over time. A fundamental step in developing your investment policy is
to determine the amount of risk you are willing to tolerate. Your comfort level with investment risk
influences how this portfolio will be invested.

To achieve long-term investment performance that is most likely to meet your objectives, it is important to
understand that your portfolio may experience declines in value at certain points along the way. Further, in a
severe market decline, the potential recovery could take a lengthy period of time.

Based on your discussion with your financial advisor and your responses to the Investor Profile
Questionnaire, risk tolerance for this portfolio has been categorized as “Moderate”. Your portfolio
value would have to decline by more than 30 percent in a continuous time period before you would
lose confidence in your investment strategy and you would consider altering your portfolio asset
mix. Historically, hypothetical portfolios based on index data with the asset mix recommended for
this portfolio have experienced annual returns ranging from -25 to 32 percent from 1972 through
2016.*  However, there is no guarantee that future results in this portfolio will be within this
historical range.

This portfolio proposal has been constructed from the information you have provided us, factoring in your
risk tolerance, while considering your stated income and liquidity requirements, if any.

* Sources: CRSP, MSCI EAFE Index, NAREIT Composite Index, March 2017.
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Your recommended investment strategy considers this portfolio as a whole, without analyzing individual
holdings in isolation. It specifies an asset allocation—or the appropriate mix and percentage of asset classes
for your portfolio—that balances your income and liquidity requirements, investment time horizon and risk
tolerance.

Your recommended strategy is a portfolio designed with the objective of matching your stated personal
circumstances. The following combination of asset classes and target weightings seeks to maximize the
growth potential of your portfolio at an agreed upon level of risk.

Asset Class Allocation

Notes: The pie chart above represents an asset class allocation generated by your answers to the Investor
Profile Questionnaire or personal input determined by you and your financial advisor. It is meant to provide
a general idea of how this portfolio would be allocated among different asset classes; it does not represent
actual securities. For more information regarding actual funds used in this portfolio, please consult your
financial advisor to obtain the funds’ prospectuses. Actual performance results may vary from the historical
performance of these asset classes. Generally, this portfolio’s performance would reflect the performance of
these asset classes less management and transaction fees without taking into consideration the impact of cash
flows. Target weightings reflect the target allocation policy weightings as of the date of this Investment Policy
Statement. Allocations may not add to total due to rounding of asset class allocation percentages.

Asset Classes and Target Allocations

International and Emerging markets involve additional risks, including, but not limited to, currency
fluctuation, political instability, foreign taxes, and different methods of accounting and financial reporting. As
a result, they may not be suitable investment options for everyone.
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This section outlines the historical range of returns for this portfolio.

Because the average variability of market fluctuations tends to narrow significantly over time, remaining
focused on your long-term investment strategy is fundamental to achieving your goals. Investors who stay
invested through short-term market fluctuations are often rewarded with higher returns over the long-term.

Historical Returns

Based on historical data from the various asset classes in this portfolio:

A hypothetical portfolio with your specified asset mix experienced an average compounded
annual return of 10 percent before fees and expenses for the period of 1972 to 2016.*

Understanding the downside potential of this portfolio can help you avoid reacting to short-term investment
cycles and stay focused on long-term investing.

Downside Potential

Based on historical returns from 1972 to 2016, the hypothetical downside potential of this portfolio
before fees and expenses is:*

-25 percent maximum loss in a single year
1 percent minimum gain in a five-year period (compounded annually)
4 percent minimum gain in a ten-year period (compounded annually)

While it is important to be prepared for this portfolio’s potential downside, you also need to understand that
there will be short-term periods during which your portfolio will outperform your expectations.

Upside Potential

Based on historical returns from 1972 to 2016, the hypothetical upside potential of this portfolio
before fees and expenses is:*

32 percent maximum gain in a single year
21 percent maximum gain in a five-year period (compounded annually)
18 percent maximum gain in a ten-year period (compounded annually)

It is important to recognize that this portfolio will be invested in a variety of securities; the actual weighting
of these securities can and will vary. Future returns of the individual securities and the overall portfolio can
be expected to vary from the historical returns referenced above. Indexes do not include any fees or expenses
that may be included when investing in specific securities. The actual returns of a specific portfolio may be
more or less than the index returns shown above. This Investment Policy Statement should not be construed
as offering any guarantee of performance results.
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*Below is a list of indexes used to represent each of the asset classes modeled in this portfolio.

Asset Class Disclosure

Cash & Cash Alternatives IA SBBI US 30 Day TBill TR USD (1972-1977). BofAML US
Treasury Bill 3 Mon TR USD (1978-2016).

Short Term Fixed Income 50% IA SBBI US 1 Yr Trsy Const Mat and 50% IA SBBI US IT
Govt. (1972-1984), 50% IA SBBI US 1 Yr Trsy Const Mat and
50% Citi WGBI 1-5 Years (hdg) (1985-1986), 50% BofA ML
1-3 yr US Corp/Govt Index, and 50% Citi WGBI 1-5 Years
(hdg) (1986-2016)

U.S. Short Government Bonds IA SBBI US 1 Yr Trsy Const Mat TR USD (1972-1977).
BofAML US Treasuries 1-3 Yr TR USD (1978-1982). BofAML
US Trsy/Agcs AAA 1-3 Yr TR USD (1983-2016).

U.S. Short Investment Grade Bonds IA SBBI US 1 Yr Trsy Const Mat TR USD (1972-1986).
BofAML US Corp&Govt 1-3 Yr TR USD (1987-2016).

U.S. Government Bonds IA SBBI US IT Govt TR USD (1972-1972). Barclays US
Government TR USD (1973-2016)

U.S. Investment Grade Bonds IA SBBI US IT Govt TR USD (1972-1972). Barclays US
Govt/Credit TR USD (1973-1975). Barclays US Agg Bond TR
USD (1976-2016).

U.S. Long Government Bonds IA SBBI US LT Govt TR USD (1972-1972). Barclays US
Government Long TR USD (1973-2016).

U.S. Long Credit Bonds IA SBBI US LT Corp TR USD (1972-1972). Barclays US Long
Credit TR USD (1973-2016).

Global Short Bonds IA SBBI US IT Govt TR USD (1972-1984). Citi WGBI 1-5 Yr
Hdg USD (1985-2016).

Global Bonds IA SBBI US IT Govt TR USD (1972-1984). Citi WGBI Hdg USD
(1985-2016)

Municipal Bonds IA SBBI US LT Corp TR USD (1972-1980). Barclays Municipal
TR USD (1981-2016).

U.S. High-Yield Bonds IA Barclays US HY Corporate Bonds (1972-1983). Barclays US
Corporate High Yield TR USD (1984-2016).

U.S. Inflation-Protected Bonds IA SBBI US LT Govt TR USD (1972-1997). Barclays US
Treasury US TIPS TR USD (1998-2016).

U.S. Stocks CRSP Deciles 1-10 Index (1972-1978). Russell 3000 TR USD
(1979-2016).

U.S. Large Value Stocks Fama/French US Large Value Index (ex utilities) (1972-1978).
Russell 1000 Value TR USD (1979-2016).

U.S. Large Neutral Stocks S&P 500 Index (1972-1978). Russell 1000 TR USD
(1979-2016).

U.S. Large Growth Stocks Fama/French US Large Growth Index (ex
utilities)(1972-1978). Russell 1000 Growth TR USD
(1979-2016).

U.S. Small Value Stocks Fama/French US Small Value Index (ex utilities)(1972-1978).
Russell 2000 Value Index (1979-2016).

U.S. Small Neutral Stocks CRSP Deciles 6-10 Index (1972-1978). Russell 2000 TR USD
(1979-2016).

U.S. Small Growth Stocks Fama/French US Small Growth Index (ex utilities)
(1972-1978). Russell 2000 Growth Index (1979-2016).

U.S. Microcap Stocks CRSP Deciles 9-10 Index (1972-2000). Russell Micro Cap TR
USD (2001-2016).

International Stocks (includes Int'l
Developed)

MSCI World ex USA NR USD (1972-1994), MSCI World ex
USA IMI NR USD (1994-2016)

International Large Value Stocks MSCI World ex USA NR USD (1972-1974). MSCI World Ex
USA Value NR USD (1975-2016).

International Large Neutral Stocks MSCI World ex USA NR USD (1972-2016).
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Asset Class Disclosure

International Large Growth Stocks MSCI World ex USA NR USD (1972-1974). MSCI World Ex
USA Growth NR USD (1975-2016).

International Small Value Stocks Dimensional International Small Cap Index (1972-1981).
Dimensional International Small Cap Value Index
(1981-1994). MSCI World Ex USA Small Value NR USD
(1995-2016).

International Small Neutral Stocks Dimensional International Small Cap Index (1972-2000).
MSCI World Ex USA Small Cap NR USD (2001-2016).

International Small Growth Stocks Dimensional International Small Cap Index (1972-1989). S&P
Developed Ex US Small Growth TR (1990-1994). MSCI World
Ex USA Small Growth NR USD (1995-2016).

Emerging Markets Stocks MSCI Pacific Ex Japan NR USD (1972-1987). MSCI EM GR
USD (1988-1998). MSCI EM NR USD (1999-2016).

Real Estate / REITs FTSE NAREIT All Equity REITs TR USD (1972-1986). DJ US
Select REIT TR USD (1987-2016).

Commodities S&P GSCI TR USD (1972-1990). Bloomberg Commodity TR
USD (1991-2016).

Other S&P 500 (Price Return) (1972-2016)

Conservative Allocation 80% IA SBBI US IT Govt TR USD, 20% MSCI World NR USD
(1972-1972). 80% Barclays US Govt/Credit TR USD, 20%
MSCI World NR USD (1973-1975). 80% Barclays US Agg
Bond TR USD, 20% MSCI World NR USD (1976-2016)

Moderate Allocation 50% IA SBBI US IT Govt TR USD, 50% MSCI World NR USD
(1972-1972). 50% Barclays US Govt/Credit TR USD, 50%
MSCI World NR USD (1973-1975). 50% Barclays US Agg
Bond TR USD, 50% MSCI World NR USD (1976-2016)

Aggressive Allocation 20% IA SBBI US IT Govt TR USD, 80% MSCI World NR USD
(1972-1972). 20% Barclays US Govt/Credit TR USD, 80%
MSCI World NR USD (1973-1975). 20% Barclays US Agg
Bond TR USD, 80% MSCI World NR USD (1976-2016)

Global Developed Stocks (includes Int'l
Dev, U.S.)

MSCI World NR USD (1972-1994), MSCI World IMI NR USD
(1994-2016)

Global Stocks (includes Int'l Developed,
U.S., EM)

MSCI World NR USD (1972-1994), MSCI ACWI IMI NR USD
(1994-2016)
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Your advisor is expected to guide you through a disciplined investment process and manage your portfolio in
a manner that is consistent with this Investment Policy Statement and in accordance with state and federal
law and the Uniform Prudent Investor Act. As a fiduciary to you, the primary responsibilities of the Advisor
include, but are not limited to:

Advisor

• Designing, implementing and maintaining an appropriate asset allocation plan consistent with the
investment objectives, time horizon, risk profile, guidelines and constraints outlined in this statement
• Advising you about the selection and allocation of asset classes
• Monitoring the performance of all selected assets
• Periodically reviewing the suitability of your investments
• Recommending changes to this Investment Policy Statement
• Avoiding prohibited transactions and conflicts of interest
• Controlling and accounting for all investment expenses
• Making recommendations to you and implementing investment decisions as directed by you
• Meeting with you to discuss your investment policy at appropriate intervals
• Recommending an appropriate custodian to safeguard your assets

As the custodian of all securities for your investment accounts, your custodian's specific duties and
responsibilities include, but are not limited to:

Custodian

• Holding in custody for safekeeping all cash, securities and other property delivered to your investment
account(s) and collecting and retaining income and other distributions credited to those account(s)
• Effecting transfers of cash and/or securities credited to or debited from your account(s), including transfers
incident to the settlement of purchase and sale transactions
• Providing monthly or quarterly reports showing receipts, disbursements and transfers in connection with
your account assets, trade settlements and balances
• Providing all tax-related reporting to the Internal Revenue Service for your account(s)

As an investor, your primary responsibilities may include, but are not limited to:
Investor

• Overseeing your advisor
• Granting your advisor discretionary control for purchases and sales of securities previously approved by
you. Your advisor shall have no authority to withdraw funds from your accounts, except to cover payment of
previously agreed to fees or at your specific written direction
• Approving the investment objectives and policies of the portfolio
• Directing your advisor to make changes regarding policy, guidelines, objectives and specific investments on
a timely basis
• Providing your advisor with all relevant information on your financial conditions and risk tolerances and
any changes to this information
• Reading and understanding the information contained in the prospectuses for your investment portfolio
• Exercising all rights, including voting rights, as are acquired through the ownership of securities
• Reviewing custodial statements and performance reports
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On a quarterly basis you will receive a comprehensive, easy-to-read asset allocation and performance report
for this portfolio. This report will compare your current asset class mix to target weightings established by
this Investment Policy Statement. This report may also provide performance statistics by asset class and the
overall portfolio. Each year you will receive a supplemental report(s) for taxable accounts, which details
realized gains and losses.

Reporting

You will receive monthly statements from your account custodian. These statements will show values for
each investment holding and details of all transactions and account activities, including additions and
withdrawals. The custodian also provides trade confirmations. Each year, for taxable accounts, your
custodian will send you and the IRS a 1099 tax report(s).

From time to time, market conditions may cause certain asset classes in this portfolio to vary from the target
weightings. This portfolio will be monitored and rebalanced either systematically based on variance from the
target allocation or at the direction of you or your advisor to help ensure that the asset mix remains
consistent with the guidelines established by this Investment Policy Statement.

Rebalancing

A key part of the investment process is for you and your financial advisor to communicate regularly to review
your investment objectives and evaluate the performance of your portfolio.

Communication

As a matter of course, your advisor will keep you apprised of any material changes in the advisor’s outlook,
recommended investment policy or strategy. Your advisor will also be available to address any questions,
concerns or needs you may have.

This Investment Policy Statement should be reviewed by you and your advisor annually at a minimum to
ensure it accurately reflects your life circumstances, financial situation, goals, risk tolerance, or expectations.
In the interim, it is imperative that you notify your advisor of any material changes to your financial situation,
goals, risk tolerance, or expectations.

Investment Policy Statement for Jim and Sandy Client

Adopted by the below signed:

Signature(s) of Acceptance

Date:

Investor(s):

Advisor(s):

Please read the disclosure section on following page for additional information.

Date:
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CRSP is the Center for Research in Security Prices. CRSP ranks all NYSE companies by market capitalization and divides
them into ten equally-populated portfolios. AMEX and NASDAQ National Market stocks are then placed into deciles
according to their respective capitalization, determined by the NYSE breakpoints. CRSP Portfolios 1–2 represent large-cap
stocks, Portfolios 3, 4 and 5 are mid-caps, Portfolios 6–8 represent small caps, and Portfolios 9–10 benchmark micro-caps.
Value is represented by companies with a book-to-market ratio in the top 30% of all companies. Growth is represented by
companies with a book-to-market ratio in the bottom 30% of all companies.

S&P 500 Index is the Standard & Poor's 500 Index. The S&P 500 Index measures the performance of large-capitalization U.S.
stocks. The S&P 500 is an unmanaged market value-weighted index of 500 stocks that are traded on the NYSE, AMEX and
NASDAQ. The weightings make each company’s influence on the index performance directly proportional to that company’s
market value.

The MSCI EAFE Index (Morgan Stanley Capital International Europe, Australasia and Far East Index) is comprised of more
than 1,000 companies representing the stock markets of Europe, Australia, New Zealand and the Far East, and is an
unmanaged index. EAFE represents non-U.S. large stocks. Foreign securities involve additional risks, including foreign
currency changes, political risks, foreign taxes and different methods of accounting and financial reporting.

The NAREIT Composite Index is an unmanaged index consisting of approximately 200 Real Estate Investment Trust stocks.
The NAREIT Index excludes brokerage commissions and other fees. Investors cannot invest directly in an index.

Portfolios were developed using an asset allocation strategy similar to the one currently being used. Performance results do
not represent actual trading, but were achieved using backtesting with the benefit of hindsight; actual results may vary.
Hypothetical portfolios may not reflect the impact material economic and market factors might have had on  decision making
if Loring Ward was actually managing clients’ money at that time. Assumes dividend and capital gain reinvestment. Returns
are before fees. All investments involve risk, including loss of principal. Foreign securities involve additional risks. Asset
allocation models may not be suitable for all investors.

Treasury bills and government bonds are guaranteed as to repayment of principal and interest by the U.S. government. The
indexes are unmanaged baskets of securities not available for direct investment. Returns assume dividend and capital gain
reinvestment. Smaller companies have additional risks, including greater volatility and less liquidity than stocks of larger
companies. Value companies have more risk than growth companies and may underperform when the market favors growth
companies.

“Expected return” is a term of specialized use. It is generally understood to mean the statistically achievable return (based on
historical data) over a sufficiently long time horizon. Expected returns are theoretical returns; they are not estimated returns.
“Risk,” as used in the asset allocation program, is defined as standard deviation. It is a measure of volatility, a statistical
calculation based on past performance. It describes how far from the mean performance numbers have varied in the past.

Past performance is not indicative of future performance. All investments involve risk, including loss of principal. Foreign
securities involve additional risks, including foreign currency changes, political risks, foreign taxes and different methods of
accounting and financial reporting.

For further disclosures concerning Loring Ward and its money management services, you may request a copy of the firm’s
most recent ADV Part 2. Call 1-800-366-7266 to request a copy of this disclosure form. If you would like a copy of your
individual advisor’s ADV, please contact him or her directly.

Securities offered through Loring Ward Securities Inc., member FINRA/SIPC. #06-187 (03/2017)
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The broad global diversification of this portfolio and its unique tilt towards small and value stocks will likely cause its
performance to vary significantly from commonly-tracked benchmarks. This variance is demonstrated in the table below using
a hypothetical diversified portfolio and the Standard & Poor’s 500 Index.

Variance to Benchmarks

This portfolio or its U.S. equity component could underperform or outperform well-known benchmarks, such as the S&P 500
Index or Dow Jones Industrial Average, for certain periods.

Additionally, managers of structured asset class funds within your portfolio are not obligated to follow index benchmarks as
strictly as managers of pure index funds; this flexibility may offer trading advantages. This factor may also contribute to
benchmark variance.
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The development of this portfolio was guided by evidence from the world’s leading academics in the fields of economics and
finance. The widely-accepted principles of Modern Portfolio Theory and asset allocation are especially important, as asset
allocation methodologies based on Nobel Prize-winning Modern Portfolio Theory were used to determine which asset classes
are appropriate for this portfolio.

Modern Portfolio Theory will be the philosophical foundation for how this portfolio will be structured and how subsequent
decisions will be made. Unlike more traditional investment management, which focuses on predicting the movements of
individual stock prices, Modern Portfolio Theory looks at the portfolio of assets based on the combination of its risk and
return components.

Modern Portfolio Theory

Modern Portfolio Theory was developed by Harry Markowitz and Merton Miller at the University of Chicago and later
expanded on by Stanford professor William Sharpe. In 1990, the Nobel Memorial Prize for Economics was awarded to these
three economists for their work in developing Modern Portfolio Theory as an approach to portfolio management.

The underlying concepts of Modern Portfolio Theory include:

1. Investors inherently avoid risk.

In other words, investors tend to accept risk only when the level of return compensates them for that risk.

A primary goal of Modern Portfolio Theory is to achieve the greatest return for the amount of risk taken. Doing so
requires combining asset classes in the portfolio using structured asset class funds to help achieve effective diversification.
This can be accomplished by measuring the correlation between specific asset classes that demonstrate a historically high
rate of return and combining the asset classes in such a way that portfolio volatility is minimized.

2. Markets are efficient.

It is almost impossible to predict the future direction of any individual security or of the market as a whole. Therefore, it is
highly unlikely that any portfolio will succeed in consistently “beating the market.”

Traditional managers try to beat the market by attempting to predict the future and by targeting pricing errors. This
practice often proves to be both ineffective and costly. When manager predictions go unrealized, investors who hold the
wrong stocks at the wrong time often miss the strong returns that markets provide.

In addition, advanced technology and the abundance of freely available information help create an environment where
picking individual stocks does not guarantee superior performance. This futility of speculation means that assets are priced
fairly for investment purposes. While it is possible to outperform markets, it cannot be accomplished without taking on
increased risk.

Investment Philosophy

The historical performance depicted in the chart on the following page demonstrates how markets have compensated
higher-risk investments over time with greater return.
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3. Structure explains performance.

The design of the portfolio as a whole is more important than selecting individual securities. We believe that the key
determinant of portfolio performance is the appropriate allocation of assets to specific asset classes.

Investors can benefit by combining the different asset classes in a structured portfolio. A full range of asset classes includes
bonds, domestic and international stocks, real estate, small and large stocks, and value and growth stocks. Because each
asset class plays a different role in a portfolio, this gives investors the potential to achieve greater expected returns with
more consistency and less price fluctuation than a less structured approach.

*Academic research by leading financial analysts has provided evidence that an investor’s asset allocation selection—or the
choice of asset classes and the portfolio percentage allocated to each class—is the single most important element in a
portfolio strategy. *The 1991 study concluded that, on average, 91.5% of portfolio’s performance profitability over a given
ten-year period could be explained by asset class selection. As illustrated on the following page, this compares with 1.7%
for market timing and 4.6% for stock selection. Attempts to either select individual stocks or time market movements
contributed little to investor performance and, in many cases, had a negative effect.

The study also made clear the importance of investing over the long term, regardless of management style. An investment
policy’s success may not be fully realized until the underlying portfolio has gone through various economic and market
cycles over a long period of time.

*Data Source: Brinson, Singer, and Beebower.  Financial Analysts Journal.  May/June 1991.
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There is an optimal combination of asset classes that will maximize returns for a given level of risk.4.

Numerous academic studies* have demonstrated that an investor’s return is dependent on the amount of exposure to the
various asset classes and the specific risks associated with each class. The goal is to maximize a portfolio’s expected return
based on an acceptable level of risk (or conversely, to minimize risk based on an acceptable expected return).

* Brinson, Hood and Beebower, “Determinants of Portfolio Performance,” Financial Analysts Journal, July/August 1986

Brinson, Singer and Beebower, “Determinants of Portfolio Performance II: An Update,” Financial Analysts Journal,
May/June 1991

Ibbotson and Kaplan, “ Does Asset Allocation Policy Explain 40%, 60% or 100% of Performance,” Financial Analysts
Journal, April 1999
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As shown below, the Efficient Frontier is a theoretical curve that illustrates the balance or tradeoff between risk and return.
It represents portfolios with an optimal asset mix, or portfolios that are expected to yield the highest return for a given
level of risk. At points below the Efficient Frontier, the level of risk is too high for the anticipated return. A lower-risk
asset mix could yield the same return.

Investors select portfolios along this curve that are consistent with their risk tolerance. An investor who can accept more
risk may choose a portfolio on the higher end of the curve, while a more risk averse investor would more likely select a
portfolio on the lower end of the curve.

By keeping your portfolio invested within the Efficient Frontier, you are positioned to maximize returns for your level of
risk. The challenge is to find the optimal combination of asset classes that will maximize returns while also taking your
personal circumstances and risk tolerance into consideration.

Long-term investment performance is, in large part, a function of asset class mix. A key part of choosing an investment
program is reviewing the long-term performance characteristics of broad asset classes, focusing on balancing their respective
risks and rewards.

Asset Allocation

Our approach to portfolio management focuses on managing a combination of asset classes within your portfolio, rather than
focusing on individual investments. Because each asset class in your portfolio has its own expected level of risk and return, it
is the combination of the various asset classes—together with periodic portfolio rebalancing—that allows your investments to
work in concert to help control the overall level of portfolio risk.
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The chart below illustrates the annual performance rankings of seven major asset class indexes and inflation from 2002 to
2016, each represented by a different color. The columns show the annual performance of different asset classes from highest
to lowest returns, while the rows display their positions in a given year.

Asset Class Performance

By focusing on any color-coded asset class, you can see that its position tends to fluctuate randomly from one year to another.
This randomness suggests that there is no consistent pattern of performance in any of the asset classes. An asset class that is
at the top of a column one year may be at the bottom of the next year’s column. This performance unpredictability further
demonstrates the importance of and the need for diversification.
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Many prominent academics and investment professionals acknowledge that there are three primary factors that influence
portfolio returns:

Dimensions of Risk and Return

• The “Market” Factor: The percentage invested in equities (stocks) versus fixed income investments (bonds)

• The “Size” Factor: The percentage invested in small company versus large company stocks

• The “Value” Factor: The percentage invested in value company versus growth company stocks

The greater the risk exposure, the greater the expected return. Over time, most investors expect to receive higher returns from
stocks than bonds because stocks are riskier. As illustrated below, leading economists believe that small company stocks and
value company stocks have greater expected returns because the market rationally discounts their prices to reflect underlying
risk. These lower prices provide investors with the potential for higher returns as compensation for bearing this risk.

Deciding the extent to which your portfolio will participate in each of the three factors is an integral part of asset class
investing. Rather than analyzing individual stocks, investing becomes a matter of deciding the proportion of stocks versus
bonds or the extent to which small, large, value and growth stocks should be represented in a portfolio. These asset class
strategies will be discussed further in the sections that follow.

The risks associated with investing in stocks and overweighting small company and value stocks potentially include increased
volatility (up and down movement in the value of your assets) and loss of principal.
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In developing your asset allocation strategy, we begin by determining how much of this portfolio should be invested in
equities and how much should be invested in fixed income investments. This combination of stocks and bonds in a portfolio
should impact its short-term downside potential.

Equities offer the potential for higher long-term investment returns than fixed income investments. Equities are also typically
more volatile in their performance. Investors seeking higher rates of return generally increase the proportion of stocks in their
portfolio, while also accepting greater variation in results, including occasional declines in value.

The addition of bonds to a portfolio is intended to reduce the portfolio’s volatility. However, given the higher historical rates
of return in the stock market, it is often difficult for investors to appreciate the importance of fixed income investments in
risk reduction.

The graph below shows that stocks have historically outperformed bonds, but with substantial volatility over certain periods
of time. In comparison, bonds have been significantly less volatile than stocks. Knowing how much short-term volatility is
acceptable in exchange for potentially higher returns helps to determine the percentage allocation between fixed income and
equity investments in this portfolio.

Incorporating both international and domestic elements into a portfolio is a means of achieving increased diversification, just
as combining different patterns of performance serves to lower the volatility of the overall portfolio.

While the U.S. stock market is one of the world’s largest, more than half of the world’s stocks are located outside of the
United States. International investments include developed markets with well-established companies and listing standards
similar to the U.S., as well as more speculative emerging markets in companies with rapid but volatile economic growth.

Equity and Fixed Income Investing

U.S. Market and International Investing
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Over time, international markets and asset classes within those markets have not always moved in unison with the U.S.
market. The graph below shows periods when U.S. stocks have outperformed international stocks and periods when
international stocks have outperformed U.S. stocks. Historically, investing a portion of a portfolio in international stocks and
bonds has demonstrated the potential to increase returns while reducing volatility. However, investing in international markets
also has particular risks, including foreign currency fluctuations, political changes and market factors.

Research and historical data indicate that over a long period, investing in the stocks of smaller, less-established companies has
often provided higher returns than investing in the stocks of larger companies. Investing in a cross-section of small companies
in the U.S. and major international markets helps to deliver the “size effect” and the added benefit of diversification.

Large and Small Company Investing



Appendix

Page 20 of 20

Generally, small listed companies have a market value that falls within the smallest 10% of the market universe. Large
company stocks are typically represented by the Standard & Poor’s 500 Index (S&P 500) and include well-established
companies with relatively high stock market value.

The previous chart displays the years when small company stocks outperformed large company stocks and when large
company stocks outperformed small company stocks. Despite historically higher expected returns, there are higher risks
associated with less-established companies because such investments may underperform the market for certain periods of
time. Historical data indicates that a combination of large and small stocks may increase returns while also reducing risk due to
the different movements among the two asset classes.

Another asset class strategy that may potentially provide higher expected return is the “value” factor. Value companies
generally experience slow growth, difficult business conditions, and or declining revenues and profits. In contrast, growth
companies are typically well-known companies that experience rapid growth in revenues and profits. Long-term capital
appreciation may be achieved through value company investing, as lower priced value stocks have historically outperformed
higher-priced growth stocks.

Our value strategy targets stocks with high book values in relation to their market values. Historical data suggests that these
lower-priced value stocks typically have higher expected returns than higher-priced growth stocks because there are higher
risks associated with investing in value stocks. While the stocks of value companies may be likely to outperform the market
over the long term, such investments are also likely to underperform the market for certain periods of time. The chart below
shows the years when value company stocks outperformed growth company stocks and when growth outperformed value.

Value and Growth Company Investing


