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Executive Summary 

Getting straight to the point, you’re in a wonderful financial position! You have all the income you need to
pay your bills until retirement. You have a massive pile of cash in the bank for emergencies. And you’ve 
amassed a $1.9 million nest egg that you’re still adding to with maximized 401(k) contributions. This doesn’t 
even include your home, your cars, and other property.  

And yet the math shows you may not even need this wealth. That’s because at retirement we project that 
you will receive more than $8,000 of after-tax monthly income from Social Security and a pension. This 
alone will afford the $8,000 per month lifestyle you wish to live. Therefore, your investment portfolio might 
be entirely discretionary. 

Imagine getting all the income you need to live a happy life – guaranteed – while having complete financial 
independence over stock and bond markets. This is a wonderful predicament, and one that should make for 
a far less stressful retirement than many Americans experience.  

You’ve accomplished all this by controlling your spending, saving early and often, and being diligent students 
of personal finance. But that’s not all. You understand the benefits of low-cost index fund investing. You seek 
out hourly-based advice rather than attaching hefty percentage-based fees to your accounts. You keep your 
cash in online savings accounts to get maximum FDIC-insured interest. You attend retirement talks at your 
local library. You talk openly with one another about money. And beyond all this, you’re not afraid to stop and 
ask for directions. While it may seem like no major accomplishment in your minds, this is not the norm 
among your peer group.  

Fortunately, there are some recommendations on our end that justify our existence as a financial planning 
firm! (1) You should update your will or trust and all that goes with it. It sounds like it’s been awhile. (2) We
also think you should increase liability coverage in your home and auto policies. They’re below what we think 
is prudent given your wealth. (3) Speaking of wealth, we think your portfolio can be simpler and more 
organized, with clear rules for exactly when and how it should be rebalanced. We’ll show you how to do
this. (4) We also suggest making your maximum Roth IRA contributions each year that you continue to 
work. Your income gives you eligibility for it and you have the cash sitting around to do so. It won’t even cost 
you anything. You’ll simply be moving funds sideways across your net worth – from accounts that tax you to 
accounts that will never tax you. It’s simple and quite easy!

Lastly, here’s one final recommendation that doesn’t pick on anything you could’ve done better. Instead it’s a 
recommendation that stems from everything you’ve done right. We think you can retire immediately. It 
makes perfect sense when we look at the math. Your portfolio is so large relative to the cash flow it needs 
to produce (possibly zero) that retiring sooner is a fine idea! If you enjoy working, keep at it. But if you’re 
working so that you can someday retire, we think that day has already arrived.  
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Base Facts 

1. Tim is 66 (born 02/12/1953) and Sue is 63 (born 06/25/1955).
2. You have three children: Emily (38), Natalie (36), and Luke (33), all of whom are financial independent.
3. You live in Oak Park, Illinois and have no plans to move in the near future.
4. Your net worth is approximately $2.23 million, comprised entirely of assets and zero debt.
5. Tim earns $93,000 per year, which will likely stay constant (in inflation-adjusted terms) until he retires.
6. Sue earns $80,000 per year but believes it will fall to $60,000 in September 2019 (based on working

less hours after your daughter has her baby).
7. You’ve been contributing the maximum amounts to your 401(k) plans ($25,000 per person over 50), but

for this simulation we assume Sue no longer contributes after reducing her hours.
8. Sue would like to retire in September 2021 at the age of 66.
9. Tim would like to retire in December 2022 at the age of 69.
10. You’d like the ability to spend an inflation-adjusted $8,000 per month ($96,000 per year) in retirement.
11. In retirement, Tim will receive a pension of $3,883 per month with 100 percent survivorship benefits to
Sue and no cost-of-living adjustments.

12. Tim’s Social Security is roughly $2,662 per month at his “full retirement age” of 66
13. Sue's Social Security is roughly $2,134 per month at her “full retirement age” of 66 and 2 months.
14. You consider yourselves to be middle of the road for risk tolerance and you’re comfortable with the

historical risk and return of a balanced mix of stocks and bonds.
15. Until now, you’ve typically chosen your own investments without the help of financial professionals.
16. You are fans of low-cost index mutual funds and hourly-based financial advice, and you attend

community financial planning talks at libraries and community colleges.
17. You have no specific bequests or charitable intentions at the present time.
18. You own no long-term care insurance and instead plan to pay for such costs out-of-pocket.
19. You have estate planning documents, but you haven’t updated them for more than a decade.

Presenting Your Lifetime Cash Flow Analysis 

20. Preceding this summary, we created a Lifetime Cash Flow Analysis report.
21. This Lifetime Cash Flow Analysis illustrates how all the moving parts of your finances affect your

portfolio throughout your remaining life.
22. This Lifetime Cash Flow Analysis also runs a Monte Carlo simulation to test the range of what your

portfolio might be worth at death, given long-term average returns and the volatility of markets against
your projected cash flow.

23. Using the base facts above, the Monte Carlo analysis projected you dying with anywhere from $2.1
million and $12.1 million in today’s dollars, assuming you both live to 100.

24. So, yeah, we think you’re good for retirement.
25. Click here to view your Lifetime Cash Flow Analysis.
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Net Worth 

26. Your net worth is $2.2 million and is comprised entirely of assets and no debt.
27. Your assets include bank checking and savings accounts worth $250,000, non-retirement investments

worth $136,000, pre-tax retirement accounts worth $1.5 million, Roth IRAs worth $28,000, a home
worth $316,000, and cars worth $19,000.

28. Click here to view your net worth statement.

Current Cash Flow 

29. Tim earns $93,000 and we believe this will stay constant with inflation.
30. Sue earns $80,000 and we believe her income will also stay constant with inflation.
31. However, Sue expects her income to fall to $60,000 in September 2019, as she’ll cut hours to help with 
your daughter’s new baby.

32. You’ve both contributed the maximum to your 401(k) plans in prior years.
33. But we assume only Tim will contribute to a 401(k) once Sue reduces her hours at work.
34. In 2018, your adjusted gross income was $136,247, you took the standard deduction of $24,000, and

your resulting taxable income was $112,247.
35. You owed $16,573 of federal taxes and you were in the 22 percent marginal tax bracket.
36. You live comfortably on your remaining, after-tax income.

Retirement Cash Flow 

37. In retirement we expect you to have $9,531 per month ($114,372 per year) of total pre-tax income from
Tim’s pension ($3,883 per month) and your combined Social Security ($5,648 per month).

38. After taxes we expect this income to provide you about $8,600 per month ($103,200 per year) of
spending money.

39. This is great news considering you’d like to spend $8,000 per month ($96,000 per year) while retired.
40. It therefore seems you’ll have all the income you need in retirement.
41. While you’ve saved incredibly well, we think you’ll barely need your portfolio for cash flow.
42. These last few points are perhaps the most important takeaway of this entire analysis.

Tim’s Pension Details 

43. Tim’s pension is projected to pay $3,883 per month ($46,602 per year) for as long as one of you is alive.
44. (Note that this is an 18 percent reduction from the $4,736 per month ($56,832 per year) you’d collect if

you didn’t have benefits continuing to Sue without reduction.)
45. We confirmed with Tim’s Local Union consultant (Jenna) that his pension is insured by the Pension 

Benefit Guarantee Corporation (PBGC).
46. However, unlike your Social Security, your pension has no cost-of-living adjustment (COLA).

Investment advice offered through Model Wealth, Inc., a registered investment adviser.
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47. If the average rate of inflation is 2.50 percent during the first decade of retirement, your pension’s value
will fall to 78 percent of its beginning purchasing power.

48. At 2.50 percent inflation over 20 years, your pension would be worth 61 percent of its beginning value.
49. We think this lack of inflation adjustments should be noted, but we don’t feel it’s especially worrisome.
50. First, it’s quite normal that a retired couple’s living expenses fall in inflation-adjusted terms as they age.
51. Second, the $1.9 million portfolio you currently own should be worth more than enough to replace any

lost purchasing power of Tim’s pension.

Social Security Details 

52. Tim’s Social Security is estimated to be $2,662 per month ($31,944 per year) if collected at his full
retirement age of 66.

53. If he delays until age 70, Tim will receive about $3,514 per month ($42,168 per year) for life.
54. This is a 32 percent increase, plus inflation, over what he’d have collected at 66.
55. Sue's Social Security is estimated to be $2,134 per month ($25,608 per year) at her full retirement age

of 66 and 2 months.
56. We like the idea of Sue collecting at 66 and Tim delaying until 70.
57. This will mean total Social Security of $5,648 per month ($67,776 per year), adjusted for inflation.
58. Combining this $5,648 with Tim’s pension of $3,883 equals $9,531 of total pre-tax income that should

afford your desired $8,000 per month retirement lifestyle.
59. Tim delaying until 70 also maximizes the amount either one of you will receive as a survivor after your

first death.
60. This is because the survivor of you will only receive the higher of your Social Security retirement

amounts.

Spousal Benefits for Tim While Delaying (A Grandfathered Rule) 

61. Once Sue files, Tim can receive a monthly spousal benefit from Sue's record while delaying his own 
Social Security until 70.

62. Tim will receive spousal benefits equaling 50 percent of Sue's full retirement age Social Security while 
waiting to file for his own Social Security retirement benefits.

63. This is referred to as “filing a restricted application” for spousal benefits only.
64. This strategy was eliminated as part of Social Security reform in late 2015, but it was grandfathered for 

individuals that reached 62 by January 1, 2016.
65. Tim is therefore eligible to use the strategy.
66. Here’s how it works:
67. Sue files for her Social Security at 66 and 2 months, collecting today’s feel of $2,134 per month.
68. Tim files a restricted application for spousal benefits only, collecting today’s feel of $1,067 per month 

($2,134 x 50%) while delaying his own retirement benefits for a larger future payout.
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69. At age 70 Tim then files for his own retirement benefits, which have risen to an inflation-adjusted
$3,514 per month ($42,168 per year).

70. Tim collects this amount for life thereafter, with annual inflation increases.
71. Tim’s maximized Social Security also becomes the survivor amount for whichever of you outlives the

other.

Survivor Income 

72. Should he die first, Tim’s pension continues for Sue at 100 percent of its prior amount.
73. As the higher of your two amounts, Tim’s Social Security is what the survivor will receive after the first

of you dies.
74. This means that, after your first death, the survivor will collect Tim’s pension ($46,602, no inflation-

adjustment) and Tim’s Social Security amount ($42,168, inflation-adjusted).
75. This may very likely afford the survivor’s lifestyle.
76. If not, you have a substantial portfolio to provide additional cash flow.

Long Term Care Considerations 

77. Long-term care costs are one of the big unknowns that can destroy the financial plans of many retirees.
78. According to Genworth’s 2018 Cost of Care Survey, a private room in a nursing home in Chicago would

cost $112,238.
79. But we have little worry about your ability to afford such long-term care expenses.
80. We think your combined income may be enough to afford almost the entire nursing care of one person.
81. And we think your portfolio can support any remaining nursing costs.
82. Just look at the chart below, which illustrates your potential portfolio value after 20 years, assuming a

beginning value of $1.9 million and various spending and return assumptions (all numbers are in today’s
dollars).

Future value of your portfolio in today’s dollars after 20 years assuming $1.9 million today and various 
annual withdrawals and inflation-adjusted (or “real”) average annual returns. 

Annual Withdrawal Amount 

$6,000 $12,000 $18,000 $24,000 $30,000 

Re
al

 R
et

ur
n 

0% $1,780,000 $1,660,000 $1,540,000 $1,420,000 $1,300,000 

1% $2,184,926 $2,051,491 $1,918,056 $1,784,620 $1,651,185 

2% $2,674,600 $2,525,900 $2,377,200 $2,228,500 $2,079,801 

3% $3,265,552 $3,099,494 $2,933,435 $2,767,376 $2,601,317 

4% $3,977,319 $3,791,504 $3,605,688 $3,419,873 $3,234,058 
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83. For example, if you have today’s feel of $1.9 million at the start of retirement in three years, withdraw an
inflation-adjusted $18,000 per year throughout retirement (on top of the income you’ll already be
receiving), and earn a +3 percent average annual return over inflation during the 20 years that follow,
you’d be 90 and 87 years old with a portfolio worth today’s feel of $2.9 million.

84. This example adds $1 million of value in real, inflation-adjusted terms to the wealth you had when
retirement began.

85. We can’t guarantee anything here, but this math seems to justify you self-insuring long-term care costs.

Estimating Your Tax Liability in Retirement 

86. During retirement you’ll have tax-reportable income that includes Tim’s pension, 85 percent of your
Social Security (the portion counted towards taxes), dividends, interest, and capital gains earned on
your taxable accounts, and the required minimum distributions (RMDs) from your pre-tax accounts.

87. Based on current tax rules, you’d likely claim the “standard deduction” against this income.
88. The resulting number is your taxable income.
89. Your Lifetime Cash Flow Analysis (mentioned earlier and provided as a separate report) automatically

calculates your annual taxes as part of its simulation.
90. Click here to see projections of your annual tax liability.

Roth IRA Contributions 

91. We recommend you contribute the maximum allowable amounts ($7,000 for each of you in 2019) to
Roth IRAs each year you continue to work.

92. This $7,000 annual limit is the $6,000 base limit plus a $1,000 catch-up amount allowed to those over
50.

93. You have “earned income” (a requirement for IRA contributions) and your “modified adjusted gross
income” falls under the $193,000 phaseout limits (in 2019) for taxpayers that are married filing jointly.

94. You won’t need to find this cash in your net take-home pay, but rather transfer it from your existing cash
and non-retirement investments.

95. In effect, you’ll be moving funds you’ve already set aside, from a taxable to a tax-free status.
96. It’s quite simple, allowing you to move $14,000 per year for as long as one of you continues to work.
97. This recommendation has nothing to do with us thinking you need to save more for retirement.
98. It’s instead to get what we feel are tax-free benefits on funds that otherwise wouldn’t grow tax-free.

Sideline Cash 

99. You’d like to keep $250,000 of cash for emergencies, unforeseen expenses, and peace of mind.
100. We recommend these funds be placed in high-interest, FDIC-insured accounts.
101. According to current FDIC limits, all $250,000 will be protected if held in a joint account.
102. Historically speaking, cash and short-term CDs have earned returns that closely follow the rate of inflation.

Investment advice offered through Model Wealth, Inc., a registered investment adviser.
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103. After taxes, you should expect your sideline cash to lag inflation, or become less and less valuable relative to
the rising cost of what you might spend that money on.

104. This is the cost of day-to-day certainty.
105. For a rough idea of what interest you should earn, visit www.treasury.gov and scroll down to “Daily Treasury

Yield Curve CMT Rates”.
106. As of August 13, 2019, one-month yields on U.S. treasury bills were 2.05 percent.
107. As of August 13, 2019, the annual percentage yield (APY) on Discover’s Online Savings Account was 2.00

percent.
108. We think Discover Bank is a fine choice for your sideline cash.

Asset Allocation Recommendation 

109. We recommend a 50/50 allocation to stocks and bonds (using mutual funds) across your aggregate
accounts.

110. Determining this investment mix was interesting in your case for the following two reasons:
111. On one hand, you have the capacity to earn very low returns and not go broke, thanks to guaranteed

income sources that pay your bills and a very large portfolio value beyond that income.
112. This might push you to be extra conservative with your portfolio, owning mostly bonds and cash.
113. But on the other hand, you have the capacity to withstand significant market volatility and not go

broke, thanks to that guaranteed income paying your bills and your very large portfolio value.
114. Therefore, you could also be extra aggressive with your portfolio as well, owning mostly stocks.
115. It’s difficult to choose which way to lean, and you’ve yet to realize exactly how your financial life will

play out in retirement.
116. We therefore think a 50/50 allocation is happy middle ground that balances your required return and

your lack of need for portfolio withdrawals.

Risk and Return 

117. According to Vanguard’s Market Risk and Reward table, a 50/50 allocation would have earned an
inflation-adjusted average annual return of +5.14 percent between 1926 and 2018.

118. This was far superior to the +0.51 percent inflation-adjusted average annual return of cash-like
investments over that same 93-year period.

119. If these returns played out in your retirement, we think the difference would be hundreds of thousands
of dollars, if not millions.

120. But the returns of a 50/50 allocation have been quite volatile in past years.
121. Vanguard says a 50/50 allocation would have lost -21.84 percent (1973-74), -12.93 percent

(2000-02), and -21.81 percent (2008-09) at lowest month end during the last three major stock
market crashes.

122. Applying a -21.81 percent decline to your $1.9 million would mean a loss in value of $414,390.
123. Said another way, your $1.9 million would have dropped to $1.485 million in the 2008-09 crash.
124. Markets have recovered immensely since the 2009 market bottom, and values are now well above

pre-crash levels for those who could stick with their portfolios.
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125. Our recommendations assume you stick with your 50/50 allocation through good times and bad, while
doing all the necessary rebalancing along the way.

126. We think your portfolio can handle such volatility thanks to your guaranteed income.

Asset Location Recommendation 

127. Taxes present a significant cost that can reduce your net investment returns.
128. While your aggregate asset allocation (described in the previous section) will largely determine the risk

and return of your portfolio, further steps can be taken to enhance wealth through tax efficiency.
129. This can be achieved by strategically allocating your asset classes across your taxable, pre-tax, and

tax-free accounts in way that maximizes your after-tax return.
130. In other words, you shouldn’t apply a 50/50 allocation to each account you own.
131. You should instead carefully place your various asset classes (that comprise the 50/50 allocation) into

the accounts that will collectively leave you with the highest after-tax return.
132. Vanguard has made famous the phrase “It’s not what you earn, it’s what you keep”, which purposely

lends itself to these conversations.
133. This strategy is known as “asset location”.
134. You should own broad stock market index funds in your taxable accounts, as they are incredibly tax-

efficient for accounts that offer little tax protection.
135. Putting stock exposure in your taxable accounts allows long-term stock appreciation to receive

favorable capital gains tax rates (currently at 15 percent).
136. If you instead earned these gains in a pre-tax retirement account, you’d eventually pay ordinary income

tax rates (which exceed long-term capital gains tax rates).
137. Holding stocks in your taxable accounts also diverts potentially large stock market gains from being

counted towards IRS required minimum distributions (RMDs) after age 70 ½.
138. And unrealized capital gains of taxable accounts currently pass to your children free from taxes

(thanks to an something called “stepped up cost basis”).
139. You should also prioritize stock market exposure in your Roth IRAs.
140. If stocks outperform bonds over the long-term, which is a fair assumption, putting these larger returns

in Roth accounts maximizes the effects of tax-free growth.
141. Conversely, one could argue that holding more conservative investments with smaller returns would be

a less-than-optimal use of the Roth’s tax-free benefits.
142. Lastly, your pre-tax retirement accounts should be whatever allocation is necessary to tie your entire

portfolio (across all accounts) back to your 50/50 stock/bond target.
143. Therefore, if your taxable and Roth accounts are entirely comprised of stock mutual funds, your pre-tax

retirement accounts must own more bonds to keep the total allocation at 50/50.
144. You should periodically review your aggregate allocation to determine if rebalancing is necessary.
145. If rebalancing is in fact needed, it’s likely you can do all the necessary trades within your tax-deferred

accounts to bring the aggregate allocation back to 50/50.
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146. This is a wonderful way to rebalance because it means no capital gains find your tax return.
147. Vanguard mentions such tax strategies on page 23 of its Vanguard Principles for Investing Success

guide.

Owning Low-Cost Index Mutual Funds 

148. Costs are another key factor when investing.
149. Typically, lower-cost investments have outperformed higher-cost investments over time.
150. “Index funds” – especially those provided by Vanguard – are widely considered to be among the

lowest cost mutual funds you can own.
151. Index fund investing means passively owning all the stocks and bonds in a given market, typically at a

very low cost, rather than paying extra fees and incurring more taxes to an “expert” to actively buy and
sell stocks in that same market (known as “active” investing).

152. When it comes to performance, evidence over many decades has shown a collective failure of
“actively-managed” mutual funds versus index investing.

153. Statistics show that, if you can remain patiently invested in index mutual funds, you’ll likely outperform
a vast majority of your peers that don’t “index”.

154. Branding experts Chip and Dan Heath wrote a wonderful article for Fast Company in 2008 titled “Made
to Stick: The Myth of Mutual Funds”, and we think you’d enjoy it.

155. Still, you shouldn’t automatically rule out actively managed mutual funds.
156. If you find an actively managed fund you like to own for a good reason, and it has relatively low

expenses and low amounts of trading (known as turnover), you might choose to invest in it.
157. But if you do own an actively managed fund, we recommend you do so inside one of your tax-

sheltered retirement accounts where the trading activity won’t create problems for your tax return.
158. Nevertheless, we recommend owning index mutual funds across your entire portfolio.

Specific Investment Recommendations 

159. Our investment recommendations are included separately in your Investment Policy Statement.

Rebalancing Your Portfolio 

160. It’s important that your portfolio is fully diversified across the many asset classes that comprise global
stock and bond markets.

161. To illustrate the value of diversification and the randomness of markets, check out Franklin
Templeton’s “Why Diversify, Because Winners Rotate” chart.

162. Rest assured that the many asset classes shown in the Franklin Templeton chart are held internally
within your broad market mutual funds.

163. It’s important that your portfolio is “rebalanced” when necessary, which means getting your asset
classes back to their intended weights of the total.

Investment advice offered through Model Wealth, Inc., a registered investment adviser.
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164. Rebalancing ensures no single asset class/investment becomes too large after a period of
outperformance (potentially ahead of a crash), nor too small after a period of underperformance
(potentially ahead of a bull market).

165. Studies have shown the most appropriate time to rebalance is whenever an asset class “drifts”
beyond a certain percentage (or threshold) relative to its target percentage.

166. We recommend this drift be set at + or – 20% relative to the target percentage.
167. Your recommended percentage targets and acceptable drift ranges are shown in the table below:

Recommended Allocation (50/50) Acceptable Range 
Asset Class Allocation Target Acceptable Drift Low To High 
US Stocks 30% 6% 24% To 36% 
Foreign Stocks 20% 4% 16% To 24% 

US Bonds 35% 7% 28% To 42% 
Foreign Bonds 15% 3% 12% To 18% 
Total 100% 

168. As an example, your U.S. stock target is 30 percent of your aggregate portfolio value and should be
rebalanced if it falls below 24 percent or rises to more than 36 percent of your total portfolio value.

169. You should periodically determine your percentage exposure to each of the four asset classes (US
stocks, foreign stocks, US bonds, foreign bonds) and rebalance if necessary.

170. Or you can visit with us every so often and we’ll show you exactly how to do it.
171. It’s our recommendation that you meet with us every 6 months for a check-up, and rebalancing would

be a primary reason for such meetings.
172. Rebalancing is simple, but it may take a few real-life instances to get the hang of it.

Auto Liability Insurance Analysis 

173. We think you should increase liability coverage on your auto and homeowner’s insurance policies.
174. Your current coverage is far from poor – in fact it’s quite common – but we feel it could be more

robust given the assets you have to protect.
175. This liability coverage pays medical bills, legal settlements, and repairs that are the result of injuries or

damage that you or a designated driver cause to someone else’s person or property.
176. Specifically, we recommend you increase your auto liability coverage from 100/300/100 (currently) to

250/500/100.
177. These three numbers above represent your per person limit for bodily injury, per incident limit for

bodily injury, and a property damage limit.

Investment advice offered through Model Wealth, Inc., a registered investment adviser.



13 

178. Google “who should own 250/500/100” and you’ll find various articles from Consumer Reports,
CarInsurance.com, and others suggesting people with higher net worth carry the 250/500/100
limits.

179. Doing so should involve only a minimal increase in your premiums.

Homeowner’s Insurance Liability Coverage Analysis 

180. We think the liability portion of your homeowner’s insurance is less than optimal.
181. We think you should raise your personal liability coverage to $500,000.
182. Right now, you carry just $100,000 of liability coverage, which is the bare minimum provided by most

homeowner’s insurance policies.
183. This liability coverage protects you against lawsuits for bodily injury or property damage caused by

you, your family members, or your pets against other people, and includes court costs and other
damages awarded.

184. Liability lawsuit costs can easily exceed the $100,000 amount you carry.
185. According to the Insurance Information Institute, “it is recommended that homeowners consider

purchasing at least $300,000 to $500,000 worth of liability coverage.”
186. Or according this article on DaveRamsay.com, “Most homeowner’s insurance policies have a

minimum of $100,000 in liability coverage. But you should buy at least $300,000—and $500,000 if
you can.”

Your Estate Plan 

187. You should see an attorney to review and, if necessary, update your estate planning documents.
188. If you need a referral, we recommend Carleton Yoder of Huck Buoma, P.C. in Wheaton, Illinois.
189. If you need another referral, try Charles Wentworth of Lofgren & Wentworth, P.C. in Glen Ellyn, Illinois.
190. We think both are terrific (and we receive no incentives of any kind to say so).

Future Financial Planning Engagements 

191. We recommend meeting with us every 6 months.
192. Because this financial planning engagement was a deep dive into your complete financial life, future

meetings can likely focus on simple reviews and basic financial upkeep.
193. We bill for such meetings based upon actual hours, unlike this initial engagement that was priced as a

complete project.
194. As we may have mentioned in meetings, you might think of this initial work similar to a major

landscape project on your yard, while future meetings might be compared to a spring or fall cleanup.
195. If you’d like to arrange a next meeting, we will do so in the coming days after delivery of this

summary.
196. You can also schedule with us at www.calendly.com/modelwealth.

Investment advice offered through Model Wealth, Inc., a registered investment adviser.

https://www.iii.org/article/how-much-homeowners-insurance-do-you-need
https://www.daveramsey.com/blog/how-much-homeowners-insurance-do-I-need
https://elrlaw.com/about-us/charles-wentworth/
https://elrlaw.com/
http://www.calendly.com/modelwealth
https://huckbouma.com/staff-members/carleton-w-yoder/
https://huckbouma.com/
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Closing Thoughts 

197. We hope this work has answered all your questions and given you confidence in your financial
planning of your retirement.

198. If you’ve been satisfied with our work, we’d love to maintain a relationship with you for ongoing
reviews and basic financial planning upkeep.

199. We’ll end this summary by saying we’re extremely grateful for your trust, cooperation, and patience as
we completed this analysis.

200. Thank you for reading!

Sincerely, 

Randy Bruns, CFP® RICP® 
Principal

Alex Offerman, CFP® 
Director of Financial Planning

Investment advice offered through Model Wealth, Inc., a registered investment adviser.

Anna Thornburg
Director of Operations





Not FDIC Insured  |  May Lose Value  |  No Bank Guarantee


WHY DIVERSIFY? BECAUSE WINNERS ROTATE.
Perhaps nothing better illustrates the need for an asset allocation plan than the chart below, which shows how various asset  
classes performed on a year-by-year basis from 1999 through 2018. The best-performing asset class for each calendar year  
is at the top of each column. Please remember, past performance does not guarantee future results.


ANNUAL TOTAL RETURNS OF KEY ASSET CLASSES 1999–20181


1. Source: Morningstar. n Large growth stocks are represented by the S&P Growth Index; n Large value stocks are represented by the S&P 500 Value Index; n Small growth stocks are represented by the 
Russell 2000 Growth Index; n Small value stocks are represented by the Russell 2000 Value Index; n Foreign stocks are represented by the MSCI EAFE Index; n Bonds are represented by the Bloomberg 
Barclays U.S. Aggregate Bond Index; n High yield bonds are represented by the Credit Suisse High Yield Index; n Emerging market stocks are represented by the MSCI Emerging Markets Index; n Global 
bonds are represented by the FTSE World Government Bond Index; and n Hedge Strategies are represented by the HFRI Fund Weighted Composite Index. Indexes are unmanaged and one cannot invest 
directly in an index. Index returns do not reflect any fees, expenses or sales charges. Past performance is no guarantee of future results. 
Diversification does not guarantee a profit or protect against loss.
Certain asset classes carry relatively higher risks. Small capitalization stocks can be more volatile than large capitalization stocks. High-yield bonds have a higher risk 
of default and loss of principal compared to US investment grade bonds. Foreign investing involves special risks, including currency fluctuations, and political and 
economic uncertainty. Emerging markets stocks involve heightened risks related to the same factors, in addition to those associated with their relatively small size 
and lesser liquidity. Investment in hedge strategies are speculative investments, entail significant risk and should not be considered a complete investment program.
The indexes above do not represent the performance of any Franklin Templeton fund. For current performance of any Franklin Templeton fund, please visit franklintempleton.com 
or call (800) DIAL BEN®/342-5236.


To take advantage of the strong returns of each year’s 
“winners,” it is important to develop a well-balanced portfolio 
with investments across all asset classes. Franklin Templeton, 
one of the largest mutual fund organizations in the United 
States, offers a variety of professionally managed mutual 
funds that cover every major asset class. 
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Why Diversify? Because Winners Rotate.


Franklin Templeton Distributors, Inc.
One Franklin Parkway
San Mateo, CA 94403-1906
(800) DIAL BEN® / 342-5236
franklintempleton.com


ALLOC FL 03/19© 2019 Franklin Templeton Investments. All rights reserved.


DOES ASSET ALLOCATION REALLY WORK? 
Yes. In addition to helping reduce overall volatility and improving your chances to earn more consistent returns over time, 
keeping assets properly allocated helps avoid the temptation to try and time the market. Consider the three scenarios 
below, illustrating different strategies used by investors. Of course, past performance can’t guarantee future results.


Growth of $10,000 invested annually between 1999–20182


Total Investment Value of Portfolio Average Annual Total Return


1. ��Chasing the Winners 
Investing in last year’s best-performing asset class2,3 $200,000 $384,502 5.88%


2. �Investing with the Losers 
Investing in last year’s worst-performing asset class2,4 $200,000 $402,803 6.28%


3. �Asset Allocation 
Investing consistently across several asset classes  
in equal proportion each year2,5


$200,000 $419,097 6.61%


This chart is for illustrative purposes only. It is important to note that an asset allocation strategy does not ensure results 
superior to other investment strategies and also does not guarantee a profit or protect against a loss. The chart does not  
represent the performance of any Franklin Templeton fund. For the current performance of any Franklin Templeton fund 
listed, please visit franklintempleton.com or call (800) DIAL BEN/342-5236.


For more information on Franklin Templeton mutual funds, please contact your financial advisor. 
All investments involve risks, including possible loss of principal. Investors should carefully consider a fund’s investment 
goals, risks, charges and expenses before investing. To obtain a summary prospectus and/or prospectus, which contains 
this and other information, talk to your financial advisor, call us at (800) DIAL BEN/342-5236 or visit franklintempleton.com. 
Please carefully read a prospectus before you invest or send money.


This communication is general in nature and intended for educational purposes only; it should not be considered tax, legal 
or investment advice, or an investment recommendation. Consult your financial advisor for personalized advice that is 
tailored to your specific goals, investment situation, and risk tolerance.


Indexes are unmanaged and one cannot invest directly in an index. This illustration assumes that indexes are reasonable representations of asset classes and their returns. However, 
investment manager performance relative to the different asset class indexes has varied widely during the past 20 years. 
2. Source: © 2019 Morningstar. The three scenarios above included large growth stocks, represented by the S&P 500 Growth Index; large value stocks, represented by the S&P 500 
Value Index; small growth stocks, represented by the Russell 2000 Growth Index; small value stocks, represented by the Russell 2000 Value Index; foreign stocks, represented by 
the MSCI EAFE Index; bonds, represented by the Bloomberg Barclays U.S. Aggregate Bond Index; high yield bonds, represented by the Credit Suisse High Yield Index; emerging 
market stocks, represented by the MSCI Emerging Markets Index; global bonds, represented by the FTSE World Government Bond Index; and hedge strategies, represented by the 
HFRI Fund Weighted Composite Index. Important data provider notices and terms available at www.franklintempletondatasources.com.
3. Annual investments are made into the best-performing asset class index of the previous calendar year.
4. Annual investments are made into the worst-performing asset class index of the previous calendar year.
5. Annual investments are distributed evenly among all 10 asset class indexes each calendar year and the portfolio is rebalanced annually.
6. The fund generally invests in a combination of large-, medium- and small-capitalization stocks.
7. Franklin Balance Sheet Investment Fund changing its name to Franklin Mutual U.S. Value Fund effective March 1, 2019.
8. State-specific, tax-free income funds are available in many states. Alternative minimum tax may apply.


Franklin Templeton offers a wide variety of mutual funds 
to meet your asset allocation needs.


Large Growth Stocks


Franklin DynaTech Fund 
Franklin Growth Fund


Franklin Growth Opportunities Fund6


Large Value Stocks


Franklin Mutual Beacon Fund Franklin Mutual Shares Fund


Small Growth Stocks


Franklin Small-Mid Cap Growth Fund


Small Value Stocks


Franklin Balance Sheet Investment Fund7 Franklin Small Cap Value Fund


Foreign Stocks


Franklin International Growth Fund
Franklin Mutual Global Discovery Fund
Franklin Mutual European Fund


Templeton Foreign Fund
Templeton Growth Fund, Inc.
Templeton World Fund


Emerging Markets Stocks


Templeton China World Fund 
Templeton Developing Markets Trust


Templeton Emerging Markets Small Cap Fund


Bonds


Franklin Strategic Income Fund
Franklin Total Return Fund


Franklin U.S. Government Securities Fund
Franklin Federal Tax-Free Income Fund8


High Yield Bonds


Franklin High Income Fund


Global Bonds


Templeton Global Bond Fund
Templeton Global Total Return Fund 


Templeton International Bond Fund


Alternatives


Franklin K2 Alternative Strategies Fund
Franklin Pelagos Commodities  
Strategy Fund


Franklin Real Estate Securities Fund
Franklin Global Listed Infrastructure Fund
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Income 
Base Facts (All Years) 
Prepared for Timothy and Susan Smith 


The Income report projects your future income. 


Earned Income Taxable Social Security Investment Income 


Dividends Capital Gains Non-Taxable Income 
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Income 
Base Facts (All Years) 
Prepared for Timothy and Susan Smith 


The Income report projects your future income. 


Year Age 
Earned 
Income 


Taxable 
Social 


Security 
Investment 


Income Dividends 
Capital 
Gains 


Total 
Income 


Non-Taxable 
Income 


Gross 
Total 


Income 
2019 66/64 $153,000 $0 $7,682 $1,762 $0 $162,444 $0 $162,444 
2020 67/65 156,856 0 7,695 1,845 122 166,518 0 166,518 
2021 68/66 124,023 11,439 7,567 1,968 423 145,420 2,019 147,439 
2022 69/67 8,351 30,908 49,780 2,100 729 91,868 10,482 102,350 
2023 70/68 0 59,043 103,796 2,241 1,041 166,121 10,419 176,540 
2024 71/69 0 65,242 107,432 2,578 1,362 176,614 11,513 188,127 
2025 72/70 0 66,886 133,608 3,378 1,723 205,595 11,803 217,398 
2026 73/71 0 68,571 139,602 4,482 2,198 214,853 12,101 226,954 
2027 74/72 0 70,299 145,944 5,624 2,833 224,700 12,406 237,106 
2028 75/73 0 72,071 152,703 6,877 3,626 235,277 12,718 247,995 
2029 76/74 0 73,886 159,904 8,252 4,588 246,630 13,039 259,669 
2030 77/75 0 75,749 167,197 9,760 5,731 258,437 13,367 271,804 
2031 78/76 0 77,658 175,333 11,401 7,067 271,459 13,704 285,163 
2032 79/77 0 79,614 183,374 13,188 8,609 284,785 14,050 298,835 
2033 80/78 0 81,621 191,720 14,657 10,371 298,369 14,404 312,773 
2034 81/79 0 83,678 200,340 16,255 12,289 312,562 14,767 327,329 
2035 82/80 0 85,786 209,749 18,485 14,377 328,397 15,139 343,536 
2036 83/81 0 87,948 219,657 20,906 16,732 345,243 15,520 360,763 
2037 84/82 0 90,164 230,079 23,532 19,371 363,146 15,911 379,057 
2038 85/83 0 92,436 240,198 26,377 22,314 381,325 16,312 397,637 
2039 86/84 0 94,765 250,727 29,450 25,584 400,526 16,723 417,249 
2040 87/85 0 97,153 261,310 32,764 29,201 420,428 17,145 437,573 
2041 88/86 0 99,601 272,235 36,333 33,188 441,357 17,577 458,934 
2042 89/87 0 102,111 283,474 40,171 37,569 463,325 18,020 481,345 
2043 90/88 0 104,684 293,259 43,691 42,368 484,002 18,474 502,476 
2044 91/89 0 107,323 303,103 47,450 47,514 505,390 18,939 524,329 
2045 92/90 0 110,027 312,801 52,090 53,027 527,945 19,417 547,362 
2046 93/91 0 112,800 322,382 57,032 59,035 551,249 19,906 571,155 
2047 94/92 0 115,643 329,916 62,287 65,565 573,411 20,408 593,819 
2048 95/93 0 118,557 337,042 67,852 72,642 596,093 20,922 617,015 
2049 96/94 0 121,545 342,868 73,736 80,290 618,439 21,449 639,888 
2050 97/95 0 124,608 348,020 79,942 88,534 641,104 21,990 663,094 
2051 98/96 0 127,748 352,363 86,480 97,398 663,989 22,544 686,533 
2052 99/97 0 130,967 353,287 93,355 106,905 684,514 23,112 707,626 
2053 100/98 0 134,268 353,253 100,552 117,080 705,153 23,694 728,847 


2054 101/99 0 85,638 332,894 108,077 63,972 590,581 15,112 605,693 
2055 102/100 0 87,796 330,978 115,318 78,741 612,833 15,493 628,326 
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Income Tax 
Base Facts (All Years) 
Prepared for Timothy and Susan Smith 


The Income Tax report projects your future Federal, Capital Gains, Dividends, and Other Income taxes. 


Reg. Fed. Income Tax Capital Gains Tax Other Income Taxes 
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Income Tax 
Base Facts (All Years) 
Prepared for Timothy and Susan Smith 


The Income Tax report projects your future Federal, Capital Gains, Dividends, and Other Income taxes. 


Year Age 


Gross 
Total 


Income 


Regular 
Federal 


Income Tax 
Capital 


Gains Tax 


Other 
Income 


Taxes 
Total 


Income Tax 


Effective 
Income Tax 


Rate 
2019 66/64 $162,444 $15,913 $264 $16,993 $33,170 20.42% 
2020 67/65 166,518 16,004 295 17,371 33,670 20.22 
2021 68/66 147,439 10,702 359 14,472 25,533 17.32 
2022 69/67 102,350 5,784 0 785 6,569 6.42 
2023 70/68 176,540 20,093 492 95 20,680 11.71 
2024 71/69 188,127 21,871 591 135 22,597 12.01 
2025 72/70 217,398 27,580 765 215 28,560 13.14 
2026 73/71 226,954 34,296 1,002 327 35,625 15.70 
2027 74/72 237,106 35,869 1,269 449 37,587 15.85 
2028 75/73 247,995 37,532 1,576 588 39,696 16.01 
2029 76/74 259,669 39,306 1,926 746 41,978 16.17 
2030 77/75 271,804 41,201 2,324 1,244 44,769 16.47 
2031 78/76 285,163 43,340 2,770 1,936 48,046 16.85 
2032 79/77 298,835 45,423 3,270 2,663 51,356 17.19 
2033 80/78 312,773 47,618 3,754 3,080 54,452 17.41 
2034 81/79 327,329 49,872 4,281 3,482 57,635 17.61 
2035 82/80 343,536 52,346 4,930 3,992 61,268 17.83 
2036 83/81 360,763 54,965 5,645 4,553 65,163 18.06 
2037 84/82 379,057 57,732 6,436 5,170 69,338 18.29 
2038 85/83 397,637 60,386 7,304 5,845 73,535 18.49 
2039 86/84 417,249 63,153 8,255 6,583 77,991 18.69 
2040 87/85 437,573 65,938 9,295 7,385 82,618 18.88 
2041 88/86 458,934 68,830 10,429 8,258 87,517 19.07 
2042 89/87 481,345 71,743 11,661 9,204 92,608 19.24 
2043 90/88 502,476 74,287 12,909 10,141 97,337 19.37 
2044 91/89 524,329 76,880 14,245 11,144 102,269 19.50 
2045 92/90 547,362 79,999 15,768 12,306 108,073 19.74 
2046 93/91 571,155 83,114 17,410 13,557 114,081 19.97 
2047 94/92 593,819 85,569 19,178 14,900 119,647 20.15 
2048 95/93 617,015 87,964 21,074 16,336 125,374 20.32 
2049 96/94 639,888 89,972 23,104 17,868 130,944 20.46 
2050 97/95 663,094 91,780 25,272 19,499 136,551 20.59 
2051 98/96 686,533 93,376 27,581 21,234 142,191 20.71 
2052 99/97 707,626 93,907 30,039 23,074 147,020 20.78 
2053 100/98 728,847 94,181 32,645 25,021 151,847 20.83 


2054 101/99 605,693 92,762 25,807 21,741 140,310 23.17 
2055 102/100 628,326 92,894 29,108 24,017 146,019 23.24 







This analysis must be reviewed in conjunction with the limitations and conditions disclosed in the Disclaimer page. Projections are based on assumptions provided by the 
advisor/representative, and are not guaranteed. Actual results will vary, perhaps to a significant degree. The projected reports are hypothetical in nature and for illustrative purposes only. 


Return assumptions do not reflect the deduction of any commissions. They will reflect any fees or product charges when entered by the advisor/ representative. Deduction of such charges 
would result in a lower rate of return. Consult your legal and/or tax advisor before implementing any tax or legal strategies.  
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Federal Income Taxes 
Base Facts (All Years) 
Prepared for Timothy and Susan Smith 


The Federal Income Taxes report breaks down your projected future federal tax calculations. 


Reg. Fed. Income Tax AMT Tax Capital Gains Tax 







This analysis must be reviewed in conjunction with the limitations and conditions disclosed in the Disclaimer page. Projections are based on assumptions provided by the advisor/representative, and are not guaranteed. Actual results will vary, perhaps to 
a significant degree. The projected reports are hypothetical in nature and for illustrative purposes only. Return assumptions do not reflect the deduction of any commissions. They will reflect any fees or product charges when entered by the advisor/ 


representative. Deduction of such charges would result in a lower rate of return. Consult your legal and/or tax advisor before implementing any tax or legal strategies.  
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Federal Income Taxes 
Base Facts (All Years) 
Prepared for Timothy and Susan Smith 


The Federal Income Taxes report breaks down your projected future federal tax calculations. 


Year Age 
Total 


Income 


Above 
Line 


Deduct. 


Adjusted 
Gross 


Income Exempt. 


Below 
Line 


Deduct. 
Taxable 
Income 


Income 
Tax 


Base 


Tax 
Table 
Calc 


AMT 
Tax 


(Credit) 


Regular 
Federal 
Income 


Tax 


Capital 
Gains 


Tax 


Total 
Federal 


Tax 
2019 66/64 $162,444 $25,000 $137,444 $0 $25,700 $111,744 $109,982 $15,913 $0 $15,913 $264 $16,177 
2020 67/65 166,518 25,500 141,018 0 27,700 113,318 111,351 16,004 0 16,004 295 16,299 
2021 68/66 145,420 26,500 118,920 0 28,300 90,620 88,229 10,702 0 10,702 359 11,061 
2022 69/67 91,868 8,351 83,517 0 29,000 54,517 51,688 5,784 0 5,784 0 5,784 
2023 70/68 166,121 0 166,121 0 29,900 136,221 132,939 20,093 0 20,093 492 20,585 
2024 71/69 176,614 0 176,614 0 30,600 146,014 142,074 21,871 0 21,871 591 22,462 
2025 72/70 205,595 0 205,595 0 31,400 174,195 169,094 27,580 0 27,580 765 28,345 
2026 73/71 214,853 0 214,853 10,100 18,800 185,953 179,273 34,296 0 34,296 1,002 35,298 
2027 74/72 224,700 0 224,700 10,300 19,300 195,100 186,643 35,869 0 35,869 1,269 37,138 
2028 75/73 235,277 0 235,277 10,600 19,800 204,877 194,374 37,532 0 37,532 1,576 39,108 
2029 76/74 246,630 0 246,630 10,800 20,400 215,430 202,590 39,306 0 39,306 1,926 41,232 
2030 77/75 258,437 0 258,437 11,100 20,800 226,537 211,046 41,201 0 41,201 2,324 43,525 
2031 78/76 271,459 0 271,459 11,400 21,300 238,759 220,291 43,340 0 43,340 2,770 46,110 
2032 79/77 284,785 0 284,785 11,700 21,900 251,185 229,388 45,423 0 45,423 3,270 48,693 
2033 80/78 298,369 0 298,369 12,000 22,400 263,969 238,941 47,618 0 47,618 3,754 51,372 
2034 81/79 312,562 0 312,562 12,300 23,000 277,262 248,718 49,872 0 49,872 4,281 54,153 
2035 82/80 328,397 0 328,397 12,600 23,600 292,197 259,335 52,346 0 52,346 4,930 57,276 
2036 83/81 345,243 0 345,243 12,900 24,200 308,143 270,505 54,965 0 54,965 5,645 60,610 
2037 84/82 363,146 0 363,146 13,200 24,800 325,146 282,243 57,732 0 57,732 6,436 64,168 
2038 85/83 381,325 0 381,325 13,600 25,400 342,325 293,634 60,386 0 60,386 7,304 67,690 
2039 86/84 400,526 0 400,526 13,900 26,100 360,526 305,492 63,153 0 63,153 8,255 71,408 
2040 87/85 420,428 0 420,428 14,300 26,700 379,428 317,463 65,938 0 65,938 9,295 75,233 
2041 88/86 441,357 0 441,357 14,600 27,400 399,357 329,836 68,830 0 68,830 10,429 79,259 
2042 89/87 463,325 0 463,325 15,000 28,200 420,125 342,385 71,743 0 71,743 11,661 83,404 
2043 90/88 484,002 0 484,002 15,400 28,900 439,702 353,643 74,287 0 74,287 12,909 87,196 
2044 91/89 505,390 0 505,390 15,800 29,600 459,990 365,026 76,854 26 76,880 14,245 91,125 
2045 92/90 527,945 0 527,945 16,200 30,300 481,445 376,328 79,377 622 79,999 15,768 95,767 
2046 93/91 551,249 0 551,249 16,600 31,000 503,649 387,582 81,873 1,241 83,114 17,410 100,524 
2047 94/92 573,411 0 573,411 17,000 31,900 524,511 396,659 83,743 1,826 85,569 19,178 104,747 
2048 95/93 596,093 0 596,093 17,400 32,700 545,993 405,499 85,527 2,437 87,964 21,074 109,038 
2049 96/94 618,439 0 618,439 17,900 33,400 567,139 413,113 86,961 3,011 89,972 23,104 113,076 
2050 97/95 641,104 0 641,104 18,300 34,300 588,504 420,028 88,172 3,608 91,780 25,272 117,052 
2051 98/96 663,989 0 663,989 18,800 35,200 609,989 426,111 89,132 4,244 93,376 27,581 120,957 
2052 99/97 684,514 0 684,514 19,300 36,100 629,114 428,854 89,138 4,769 93,907 30,039 123,946 
2053 100/98 705,153 0 705,153 19,700 37,000 648,453 430,821 88,911 5,270 94,181 32,645 126,826 







This analysis must be reviewed in conjunction with the limitations and conditions disclosed in the Disclaimer page. Projections are based on assumptions provided by the advisor/representative, and are not guaranteed. Actual results will vary, perhaps to 
a significant degree. The projected reports are hypothetical in nature and for illustrative purposes only. Return assumptions do not reflect the deduction of any commissions. They will reflect any fees or product charges when entered by the advisor/ 


representative. Deduction of such charges would result in a lower rate of return. Consult your legal and/or tax advisor before implementing any tax or legal strategies.  
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Year Age 
Total 


Income 


Above 
Line 


Deduct. 


Adjusted 
Gross 


Income Exempt. 


Below 
Line 


Deduct. 
Taxable 
Income 


Income 
Tax 


Base 


Tax 
Table 
Calc 


AMT 
Tax 


(Credit) 


Regular 
Federal 
Income 


Tax 


Capital 
Gains 


Tax 


Total 
Federal 


Tax 
2054 101/99 590,581 0 590,581 10,100 23,700 556,781 384,732 90,323 2,439 92,762 25,807 118,569 
2055 102/100 612,833 0 612,833 10,400 24,300 578,133 384,074 89,702 3,192 92,894 29,108 122,002 







This analysis must be reviewed in conjunction with the limitations and conditions disclosed in the Disclaimer page. Projections are based on assumptions provided by the 
advisor/representative, and are not guaranteed. Actual results will vary, perhaps to a significant degree. The projected reports are hypothetical in nature and for illustrative purposes only. 


Return assumptions do not reflect the deduction of any commissions. They will reflect any fees or product charges when entered by the advisor/ representative. Deduction of such charges 
would result in a lower rate of return. Consult your legal and/or tax advisor before implementing any tax or legal strategies.  
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Other Income Taxes 
Base Facts (All Years) 
Prepared for Timothy and Susan Smith 


The Other Income Taxes report provides a breakdown of your projected future Social Security, Medicare, Self-
Employment, State Income and Local Income Taxes. 


Social Security Tax Earned Income Medicare Tax Unearned Income Medicare Tax 


State Income Tax 







This analysis must be reviewed in conjunction with the limitations and conditions disclosed in the Disclaimer page. Projections are based on assumptions provided by the advisor/representative, and are not guaranteed. Actual results will vary, perhaps to 
a significant degree. The projected reports are hypothetical in nature and for illustrative purposes only. Return assumptions do not reflect the deduction of any commissions. They will reflect any fees or product charges when entered by the advisor/ 


representative. Deduction of such charges would result in a lower rate of return. Consult your legal and/or tax advisor before implementing any tax or legal strategies.  
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Other Income Taxes 
Base Facts (All Years) 
Prepared for Timothy and Susan Smith 


The Other Income Taxes report provides a breakdown of your projected future Social Security, Medicare, Self-Employment, State Income and Local Income 
Taxes. 


Year Age 


Social 
Security 


Tax 


Earned 
Income 


Medicare 
Tax 


Unearned 
Income 


Medicare 
Tax 


State 
Income Tax 


Total 
Other 


Income Tax 
2019 66/64 $8,240 $2,219 $0 $6,534 $16,993 
2020 67/65 8,444 2,274 0 6,653 17,371 
2021 68/66 7,689 1,798 0 4,985 14,472 
2022 69/67 518 121 0 146 785 
2023 70/68 0 0 0 95 95 
2024 71/69 0 0 0 135 135 
2025 72/70 0 0 0 215 215 
2026 73/71 0 0 0 327 327 
2027 74/72 0 0 0 449 449 
2028 75/73 0 0 0 588 588 
2029 76/74 0 0 0 746 746 
2030 77/75 0 0 321 923 1,244 
2031 78/76 0 0 815 1,121 1,936 
2032 79/77 0 0 1,322 1,341 2,663 
2033 80/78 0 0 1,534 1,546 3,080 
2034 81/79 0 0 1,714 1,768 3,482 
2035 82/80 0 0 1,940 2,052 3,992 
2036 83/81 0 0 2,189 2,364 4,553 
2037 84/82 0 0 2,462 2,708 5,170 
2038 85/83 0 0 2,761 3,084 5,845 
2039 86/84 0 0 3,087 3,496 6,583 
2040 87/85 0 0 3,441 3,944 7,385 
2041 88/86 0 0 3,826 4,432 8,258 
2042 89/87 0 0 4,243 4,961 9,204 
2043 90/88 0 0 4,656 5,485 10,141 
2044 91/89 0 0 5,098 6,046 11,144 
2045 92/90 0 0 5,609 6,697 12,306 
2046 93/91 0 0 6,159 7,398 13,557 
2047 94/92 0 0 6,749 8,151 14,900 
2048 95/93 0 0 7,380 8,956 16,336 
2049 96/94 0 0 8,052 9,816 17,868 
2050 97/95 0 0 8,768 10,731 19,499 
2051 98/96 0 0 9,529 11,705 21,234 
2052 99/97 0 0 10,336 12,738 23,074 







This analysis must be reviewed in conjunction with the limitations and conditions disclosed in the Disclaimer page. Projections are based on assumptions provided by the advisor/representative, and are not guaranteed. Actual results will vary, perhaps to 
a significant degree. The projected reports are hypothetical in nature and for illustrative purposes only. Return assumptions do not reflect the deduction of any commissions. They will reflect any fees or product charges when entered by the advisor/ 


representative. Deduction of such charges would result in a lower rate of return. Consult your legal and/or tax advisor before implementing any tax or legal strategies.  
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Year Age 


Social 
Security 


Tax 


Earned 
Income 


Medicare 
Tax 


Unearned 
Income 


Medicare 
Tax 


State 
Income Tax 


Total 
Other 


Income Tax 
2053 100/98 0 0 11,189 13,832 25,021 


2054 101/99 0 0 9,659 12,082 21,741 
2055 102/100 0 0 10,653 13,364 24,017 
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Disclaimer 


The following report is a diagnostic tool intended to review your current financial situation and suggest 
potential planning ideas and concepts that may be of benefit. The purpose of the report is to illustrate how 
accepted financial and estate planning principles may improve your current situation.  


This report is based upon information and assumptions provided by you (the client). This report provides 
broad and general guidelines on the advantages of certain financial planning concepts and does not 
constitute a recommendation of any particular technique. The consolidated report is provided for 
informational purposes as a courtesy to you. We recommend that you review your plan annually, unless 
changes in your personal or financial circumstances require more frequent review. All reports should be 
reviewed in conjunction with your fact summary and this Disclaimer page.  


The term "plan" or "planning," when used within this report, does not imply that a recommendation has been 
made to implement one or more financial plans or make a particular investment. Nor does the plan or report 
provide legal, accounting, financial, tax or other advice. Rather, the report and the illustrations therein provide 
a summary of certain potential financial strategies. The reports provide projections based on various 
assumptions and are therefore hypothetical in nature and not guarantees of investment returns. You should 
consult your tax and/or legal advisors before implementing any transactions and/or strategies concerning 
your finances.  


Additionally, this report may not reflect all holdings or transactions, their costs, or proceeds received by you. It 
may contain information on assets that are not held at the broker/dealer with whom your financial 
representative is registered. As such, those assets will not be included on the broker/dealer’s books and 
records. Prices that may be indicated in this report are obtained from sources we consider reliable but are not 
guaranteed. Past performance is no guarantee of future performance and it is important to realize that actual 
results may differ from the projections contained in this report. The presentation of investment returns set 
forth in this report does not reflect the deduction of any commissions. Projected valuations and/or rates of 
return may not take into account surrender charges on products you might own. They will reflect any fees or 
product charges when entered by the advisor/ representative. Deduction of such charges will result in a lower 
rate of return.  


It is important to compare the information on this report with the statements you receive from the custodian(s) 
for your account(s). Please note that there may be minor variations due to calculation methodologies. If you 
have any questions, please contact your financial representative. Also, your account(s) may not be covered 
by FDIC or SIPC. FDIC and SIPC coverages apply only to certain assets and may be subject to limitations. 
Questions about coverage that may apply should be directed to the asset provider or sponsor.  


The information contained in this report is not written or intended as financial, tax or legal advice. The 
information provided herein may not be relied on for purposes of avoiding any federal tax penalties. You are 
encouraged to seek financial, tax and legal advice from your professional advisors.  


Tools such as the Monte Carlo simulation will yield different results depending on the variables inputted, and 
the assumptions underlying the calculation. For those reports that perform a Monte Carlo analysis, the term 
'Monte Carlo' will be included in the report title. The assumptions with respect to the simulation include the 
assumed rates of return and standard deviations of the portfolio model associated with each asset. The 
assumed rates of return are based on the historical rates of returns and standard deviations, for certain 
periods of time, for the benchmark indexes comprising the asset classes in the model portfolio. Since the 
market data used to generate these rates of return change over time your results will vary with each use over 
time.  


Monte Carlo Analysis is a mathematical process used to implement complex statistical methods that chart the 
probability of certain financial outcomes at certain times in the future. This charting is accomplished by 
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generating hundreds of possible economic scenarios that could affect the performance of your investments. 


The Monte Carlo simulation uses at most 1000 scenarios to determine the probability of outcomes resulting 
from the asset allocation choices and underlying assumptions regarding rates of return and volatility of certain 
asset classes. Some of these scenarios will assume very favorable financial market returns, consistent with 
some of the best periods in investing history for investors. Some scenarios will conform to the worst periods 
in investing history. Most scenarios will fall somewhere in between. 


The outcomes presented using the Monte Carlo simulation represent only a few of the many possible 
outcomes. Since past performance and market conditions may not be repeated in the future, your investment 
goals may not be fulfilled by following advice that is based on the projections.  


I/We have received and read this Disclaimer page and understand its contents and, therefore, the limitations 
of the report. Furthermore, I understand that none of the calculations and presentations of investment returns 
are guaranteed. 


Client(s): 


Timothy Smith Date 


Susan Smith Date 


Advisor: 


Randy Bruns, CFP® RICP® Date 












This analysis must be reviewed in conjunction with the limitations and conditions disclosed in the Disclaimer page. Projections are based on assumptions provided by the advisor/representative, and are not guaranteed. Actual results will vary, perhaps to 
a significant degree. The projected reports are hypothetical in nature and for illustrative purposes only. Return assumptions do not reflect the deduction of any commissions. They will reflect any fees or product charges when entered by the advisor/ 


representative. Deduction of such charges would result in a lower rate of return. Consult your legal and/or tax advisor before implementing any tax or legal strategies.  
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Net Worth Statement 
As of August 13, 2019 


Prepared for Timothy and Susan Smith
ASSETS: Timothy Susan Joint Total 


NON-QUALIFIED ASSETS: 


Cash Equivalents: 


-- -- $25,499 $25,499 
-- -- $25,395 $25,395 
-- -- $25,741 $25,741 
-- -- $31,670 $31,670 
-- -- $136,175 $136,175 


Discover CD (05/2020)     
Discover CD (09/2019)  
Discover CD (10/2019)  
Giant Bank Savings  
Money Market (Discover)  
Chase Checking Account -- -- $15,153 $15,153 


Taxable Investments: 


 Joint Investment Account -- -- $134,000 $134,000 


Total: Non-Qualified Assets -- -- $393,633 $393,633 


RETIREMENT ASSETS: 


Qualified Retirement: 


-- $273,067 -- $273,067 
-- $151,592 -- $151,592 


$122,667 -- -- $122,667 


Sue's 401(k) 
Sue's Employee Savings Plan          
Tim's IRA 
Tim's Union 401(k) $940,113 -- -- $940,113 


Roth IRAs: 


 Sue's Roth IRA -- $7,000 -- $7,000 
 Tim's Roth IRA $7,000 -- -- $7,000 


$1,069,780 $431,659 -- $1,501,439 


$1,069,780 $431,659 $393,633 $1,895,072 


-- -- $316,000 $316,000 


-- -- $316,000 $316,000 


-- -- $8,000 $8,000 
-- -- $11,000 $11,000 


-- -- $19,000 $19,000 


Total: Retirement Assets 


TOTAL LIQUID ASSETS 


REAL ESTATE ASSETS: 


 112 Main Street           
Total: Real Estate Assets 


PERSONAL ASSETS: 


     2012 Chevrolet


     2013 Buick
 Total: Personal Assets 


TOTAL ASSETS 


$1,069,780 $431,659 $728,633 $2,230,072 


LIABILITIES: Timothy Susan Joint Total 


TOTAL LIABILITIES $0 $0 $0 $0 


NET WORTH $1,069,780 $431,659 $728,633 $2,230,072 


TOTAL NET WORTH: $2,230,072 



rbruns

Sticky Note

This page is self-explanatory. Here's your net worth. It can be thought of as a snapshot of your wealth at this very moment (minus personal property, jewelry, etc.). Your net worth is $2.23 million and you have zero debt. 








Joint Account


Symbol Asset Class Value Allocation


VTSAX US Stocks 73,700 55.0%


VTIAX International Stocks 60,300 45.0%


Cash 0 0.0%


134,000 100.0%


Sue's 401(k) Plan
Symbol Asset Class Value Allocation


US Stocks $73,728 27.0%


International Stocks $49,152 18.0%


US Bonds $150,187 55.0%


Cash $0 0.0%


273,067 100.0%


Sue's Employee Savings Plan


Symbol Asset Class Value Allocation


VINIX US Stocks $40,930 27.0%


VTSNX International Stocks $27,287 18.0%


VBTIX US Bonds $83,376 55.0%


Cash $0 0.0%


151,592 0.0%


Tim's IRA


Symbol Asset Class Value Allocation


UPS Indiviudal Stock $12,250 10.0%


VTSAX US Stocks $29,813 24.4%


VTIAX International Stocks $19,812 16.2%


VBTLX US Bonds $60,537 49.5%


Cash $0 0.0%


122,411 100.0%


Tim's 401(k) Plan
Symbol Asset Class Value Allocation


US Stocks $253,831 27.0%


International Stocks $169,220 18.0%


US Bonds $517,062 55.0%


Cash $0 0.0%


940,113 100.0%


Sue's Roth IRA


Symbol Asset Class Value Allocation


VTWAX World Stock $7,000 100.0%


Cash $0 0.0%


7,000 100.0%


Tim's Roth IRA


Symbol Asset Class Value Allocation


VTWAX World Stock $7,000 100.0%


Cash $0 0.0%


7,000 100.0%


Aggregate Portfolio


Value Allocation


$103,513 6.3%


$73,728 4.5%


$40,930 2.5%


$253,831 15.5%


$12,250 0.7%


$107,399 6.6%


$169,220 10.3%


$49,152 3.0%


$14,000 0.9%


$150,187 9.2%


$143,912 8.8%


$517,062 31.6%


$0 0.0%


$1,635,183 100.0%


Bond Market Index


Cash


Total


Investment


Vanguard Total Stock Market Index


Cash


Total


Vanguard Institutional Index


S&P 500 Equity Index


Vanguard Total International Stock Index


Fidelity Total International Index


Vanguard Total World Stock Index


Vanguard Total Bond Market


Fidelity 500 Index Fund


Fidelity Advisor Total Bond Fund


Investment


Investment


S&P 500 Equity Index


Total


Investment


Vanguard Total World Stock Index


Investment


Vanguard Total Bond Market


Cash


Total


Vanguard Institutional Index


Vanguard Total International Stock


Total


Investment


Vanguard Total Stock Market Index


Total


Investment


Fidelity 500 Index Fund


Cash


Vanguard Total International Stock Index


Cash


Fidelity Advisor Total Bond Fund


Fidelity Total International Index


Company Stock


International Index Fund


Company Stock


Cash


International Index Fund


Bond Market Index


Vanguard Total International Stock Index


Vanguard Total Bond Market Index'


Total


Investment


Vanguard Total World Stock Index


Money Market


Money Market


Total


Pie Chart


Vanguard Total Stock Market Index


Investment advice offered through Model Wealth, Inc., a registered investment adviser.
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Market risk and reward
 �It’s important to have realistic expectations about the trade-offs between risk and reward. A balanced, diversified portfolio can help reduce portfolio volatility. This table shows 
long-term average annual returns for various asset allocations between U.S. stocks and bonds, and the performance of those allocations during select equity bear and bull markets.


Source: Vanguard, as of December 31, 2018.
Past performance is no guarantee of future returns. The performance of an index is not an exact representation of any particular investment, as you cannot invest directly in an index. 
There is no guarantee that any particular asset allocation or mix of funds will meet your investment objectives or provide you with a given level of income. 
When determining which index to use and for what period, we selected the index that we deemed to be a fair representation of the characteristics of the referenced market, given the information currently available. For U.S. stock market returns, we used the 
Standard & Poor’s 90 Index from 1926 to March 3, 1957; the S&P 500 Index from March 4, 1957, through 1974; the Dow Jones Wilshire 5000 Index from 1975 to April 22, 2005; the MSCI US Broad Market Index from April 23, 2005, to June 2, 2013; and the 
CRSP US Total Market Index thereafter. For U.S. bond market returns, we used the S&P High Grade Corporate Index from 1926 through 1968, the Citigroup High Grade Index from 1969 through 1972, the Lehman Brothers U.S. Long Credit AA Index from 1973 
through 1975, the Barclays U.S. Aggregate Bond Index from 1976 through 2009, and the Bloomberg Barclays U.S. Aggregate Float Adjusted Bond Index thereafter. For U.S. short-term returns, we used the Ibbotson U.S. 30-Day Treasury Bill Index from 1926 
through 1977 and the Citigroup 3-Month U.S. Treasury Bill Index thereafter.


 
 
Asset  
allocation


 
Average  


annual return 
(1926–2018)


Inflation-adjusted 
average annual 


return  
(1926–2018)


Number of  
years with  


a loss 
(1926–2018)


 
Cumulative  


return  
1973–1974


Cumulative  
return  


3/31/2000–
9/30/2002


Cumulative  
return  


9/30/2002–
12/31/2007


Cumulative  
return  


12/31/2007–
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Cumulative  
return  


3/31/2009–
12/31/2018


100% bonds 5.29% 2.34% 14 of 93 –4.82% 28.56% 26.12% 5.36% 40.91%


10% stocks  
and 90% bonds


5.94 2.97 12 of 93 –8.37 19.35 32.94 –0.52 57.72


20% stocks  
and 80% bonds


6.55 3.57 13 of 93 –11.85 10.61 40.04 –6.18 76.09


30% stocks  
and 70% bonds


7.13 4.13 15 of 93 –15.25 2.32 47.41 –11.60 96.12


40% stocks  
and 60% bonds


7.67 4.65 17 of 93 –18.58 –5.52 55.06 –16.81 117.89


50% stocks  
and 50% bonds


8.17 5.14 18 of 93 –21.84 –12.93 63.00 –21.81 141.48


60% stocks  
and 40% bonds


8.63 5.59 22 of 93 –25.04 –19.92 71.23 –26.59 166.97


70% stocks  
and 30% bonds


9.06 6.00 23 of 93 –28.16 –26.50 79.76 –31.18 194.41


80% stocks  
and 20% bonds


9.44 6.38 24 of 93 –31.21 –32.69 88.60 –35.57 223.86


90% stocks  
and 10% bonds


9.79 6.71 24 of 93 –34.20 –38.49 97.74 –39.76 255.37


100% stocks 10.09 7.01 26 of 93 –37.12 –43.92 107.20 –43.77 288.95


100% cash 3.40 0.50 1 of 93 15.49 10.25 16.08 1.84 3.51


Bear marketBull market
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Notes on risk: All investing is subject to risk, including possible loss of principal. Past performance does not 
guarantee future results. There is no guarantee that any particular asset allocation or mix of funds will meet 
your investment objectives or provide you with a given level of income. Diversification does not ensure a 
profit or protect against a loss. Bond funds are subject to the risk that an issuer will fail to make payments on 
time, and that bond prices will decline because of rising interest rates or negative perceptions of an issuer’s 
ability to make payments. High-yield bonds generally have medium- and lower-range credit-quality ratings 
and are therefore subject to a higher level of credit risk than bonds with higher credit-quality ratings. Although 
the income from a municipal bond fund is exempt from federal tax, you may owe taxes on any capital gains 
realized through the fund’s trading or through your own redemption of shares. For some investors, a portion 
of the fund’s income may be subject to state and local taxes, as well as to the federal Alternative Minimum 
Tax. Investments in stocks or bonds issued by non-U.S. companies are subject to risks including country/
regional risk and currency risk. These risks are especially high in emerging markets. Prices of mid- and small-
capitalization stocks often fluctuate more than those of large-company stocks. Funds that concentrate on a 
relatively narrow market sector face the risk of higher share-price volatility. The performance of an index is  
not an exact representation of any particular investment, as you cannot invest directly in an index.


Successful investment management companies base their business on a core 


investment philosophy, and Vanguard is no different. Although we offer many 


specific strategies through both internally and externally managed funds, an 


overarching theme runs through the investment guidance we provide to clients—


focus on those things within your control. 


Instead, too many focus on the markets, the economy, manager ratings, or the 


performance of an individual security or strategy, overlooking the fundamental 


principles that we believe can give them the best chance of success. 


These principles have been intrinsic to our company since its inception, and they 


are embedded in its culture. For Vanguard, they represent both the past and the 


future—enduring principles that guide the investment decisions we help our  


clients make.
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Goals


Balance


Cost


Discipline Maintain perspective 
and long-term discipline.	 24


Minimize cost.	 17


Develop a suitable asset  
allocation using broadly  
diversified funds.	 8


Create clear, appropriate  
investment goals.	 2
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Create clear, appropriate investment goals. 


An appropriate investment goal should be measurable and attainable. 


Success should not depend upon outsize investment returns, nor upon 


impractical saving or spending requirements.


	� Defining goals clearly and being realistic about ways to achieve them can help 


protect investors from common mistakes that derail their progress. Here we 


show that:


■■ Recognizing constraints, especially those that involve risk-taking, is essential to 


developing an investment plan.


■■ A basic plan will include specific, attainable expectations about contribution rates 


and monitoring.


■■ Discouraging results often come from chasing overall market returns, an unsound 


strategy that can seduce investors who lack well-grounded plans for achieving 


their goals.


■■ Without a plan, investors can be tempted to build a portfolio based on transitory 


factors such as fund ratings—something that can amount to a “buy high, sell 


low” strategy.


Goals
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Defining the goal and constraints


A sound investment plan—or policy statement, for institutions—begins by outlining the investor’s 


objective as well as any significant constraints. Defining these elements is essential because the 


plan needs to fit the investor; copying other strategies can prove unwise. Because most objectives 


are long-term, the plan should be designed to endure through changing market environments, 


and should be flexible enough to adjust for unexpected events along the way. If the investor has 


multiple goals (for example, paying for both retirement and a child’s college expenses), each needs 


to be accounted for. Once the plan is in place, the investor should evaluate it at regular intervals.


1	� There are many definitions of risk, including the traditional definitions (volatility, loss, and shortfall) and some nontraditional ones (liquidity, manager, and leverage). 
Investment professionals commonly define risk as the volatility inherent to a given asset or investment strategy. For more on the various risk metrics used in the 
financial industry, see Ambrosio (2007).


Figure 1. Example of a basic framework for an investment plan


Objective Save $1,000,000 for retirement, adjusted for inflation.


Constraints


30-year horizon.


Moderate tolerance for market volatility and loss; no tolerance for nontraditional risks.1 


Current portfolio value: $50,000.


Monthly net income of $4,000; monthly expenses of $3,000.


Consider the effect of taxes on returns.


Saving or spending target
Willing to contribute $5,000 in the first year.


Intention to raise the contribution by $500 per year, to a maximum of $10,000 annually.


Asset allocation target
70% allocated to diversified stock funds; 30% allocated to diversified bond funds.


Allocations to foreign investments as appropriate.


Rebalancing 
methodology


Rebalance annually.


Monitoring and 
evaluation


Periodically evaluate current portfolio value relative to savings target, return expectations, and long-term 
objective. 


Adjust as needed.


This example is completely hypothetical. It does not represent any real investor and should not be taken as a guide. Depending on an actual investor’s circumstances, 
such a plan or investment policy statement could be expanded or consolidated. For example, many financial advisors or institutions may find value in outlining the 
investment strategy; i.e., specifying whether tactical asset allocation will be employed, whether actively or passively managed funds will be used, and the like.


Source: Vanguard.







Most investment goals are straightforward—saving for retirement, preserving assets, funding 


a pension plan, or meeting a university’s spending requirements, for example. Constraints, on 


the other hand, can be either simple or complex, depending on the investor and the situation. 


The primary constraint in meeting any objective is the investor’s tolerance for market risk. 


Importantly, risk and potential return are generally related, in that the desire for greater return 


will require taking on greater exposure to market risk.


In most cases, the investment time horizon is another key constraint; for example, a university 


endowment with a theoretically infinite horizon might take some risks that would be unwise 


for an investor looking to fund a child’s college education. Other constraints can include 


exposure to taxes, liquidity requirements, legal issues, or unique factors such as a desire to 


avoid certain investments entirely. Because constraints may change over time, they should  


be closely monitored.


The danger of lacking a plan


Without a plan, investors often build their portfolios from the bottom up, focusing on 


investments piecemeal rather than on how the portfolio as a whole is serving the objective. 


Another way to characterize this process is “fund collecting”: These investors are drawn to 


evaluate a particular fund, and, if it seems attractive, they buy it, often without thinking about 


how or where it may fit within the overall allocation.


Figure 2 demonstrates a risk of such behavior. It shows how investors have tended to flock  


to funds with high performance ratings, and how those highly rated funds have tended to 


underperform immediately after receiving the high marks.


While paying close attention to each investment may seem logical, this process can lead 


to an assemblage of holdings that doesn’t serve the investor’s ultimate needs. As a result, 


the portfolio may wind up concentrated in a certain market sector, or it may have so many 


holdings that portfolio oversight becomes onerous. Most often, investors are led into such 


imbalances by common, avoidable mistakes such as performance chasing, market-timing,  


or reacting to market “noise.” 


4







5


Figure 2. Investors tend to buy highly rated funds even as they underperform


Notes: Morningstar ratings are designed to bring returns, risks, and adjustments for sales loads together into one evaluation. To determine a fund’s star rating for a 
given time period (three, five, or ten years), the fund’s risk-adjusted return is plotted on a bell curve. If the fund scores in the top 10% of its category, it receives five 
stars; in the next 22.5%, four stars; in the middle 35%, three stars; in the next 22.5%, two stars; and in the bottom 10%, one star. The overall rating is a weighted 
average of the available three-, five-, and ten-year ratings. 


To calculate the median performance versus style benchmarks, Vanguard first assigned each fund to a representative benchmark according to both size and style 
(growth versus value). We then compared the performance of each fund to the performance of its style benchmark for each 36-month period since June 1992. Funds 
were grouped according to their star ratings, and we then computed the median relative return versus the style benchmark for the subsequent 36-month period. Data 
are through December 2016. Although Morningstar changed its rating methodology during this period, there was no material impact on our analysis. The analysis 
includes all share classes of U.S. equity funds, both live and obsolete.


Sources: Data on cash flows, fund returns, and ratings were provided by Morningstar, Inc.. Index data to compute relative excess returns were provided by Thomson 
Reuters Datastream. More information is available in the Vanguard research paper Mutual Fund Ratings and Future Performance (Philips and Kinniry, 2010). 
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Many investors—both individuals and institutions—are moved to action by the performance 


of the broad stock market, increasing their stock exposure during bull markets and reducing it 


during bear markets. Such “buy high, sell low” behavior is evident in mutual fund cash flows 


that mirror what appears to be an emotional response—fear or greed—rather than a rational 


one. Figure 3 shows that not only do investors in aggregate allow their portfolios to drift with 


the markets, they also tend to move cash in and out of equity investments in patterns that 


coincide with recent performance of the equity market. Together with a failure to rebalance, 


the pattern of these cash flows often amounted to buying high and selling low. 


6


Notes: Net flows represent net cash moving in or out of equity funds for all U.S.-domiciled mutual funds and ETFs. Market returns are based on the MSCI USA 
Investable Market Index.


Sources: Morningstar, Inc., for equity allocations and cash-flow data; Thomson Reuters Datastream for market returns.


Figure 3. Mutual fund cash flows often follow performance
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A sound investment plan can help the investor avoid such behavior, because it demonstrates 


the purpose and value of asset allocation, diversification, and rebalancing. It also helps the 


investor stay focused on intended contribution and spending rates. 


We believe investors should employ their time and effort up front, on the plan, rather than in 


evaluating each new idea that hits the headlines. This simple step can pay off tremendously  


in helping them stay on the path toward their financial goals. 


The key takeaway


The best way to work toward an investment goal is to start by defining it clearly, take a 


level-headed look at the means of getting there, and then create a detailed, specific plan. 


Being realistic is essential to this process: Investors need to recognize their constraints and 


understand the level of risk they are able to accept.


They also need to be clear-eyed about the markets, because research has shown that pinning 


one’s hopes on outsize market returns—or on finding some investment that will outperform 


the markets—is not the most likely road to success.


7
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Develop a suitable asset allocation using broadly diversified funds.


A sound investment strategy starts with an asset allocation suitable for 


the portfolio’s objective. The allocation should be built upon reasonable 


expectations for risk and returns, and should use diversified investments 


to avoid exposure to unnecessary risks. 


	� Both asset allocation and diversification are rooted in the idea of balance. Because 


all investments involve risk, investors must manage the balance between risk 


and potential reward through the choice of portfolio holdings. Here we provide 


evidence that: 


■■ A diversified portfolio’s proportions of stocks, bonds, and other investment types 


determine most of its return as well as its volatility.


■■ Attempting to escape volatility and near-term losses by minimizing stock 


investments can expose investors to other types of risk, including the risks of 


failing to outpace inflation or falling short of an objective.


■■ Realistic return assumptions—not hopes—are essential in choosing an allocation. 


■■ Leadership among market segments changes constantly and rapidly, so investors 


must diversify both to mitigate losses and to participate in gains.


Balance







The importance of asset allocation


When building a portfolio to meet a specific objective, it is critical to select a combination 


of assets that offers the best chance for meeting that objective, subject to the investor’s 


constraints.2 Assuming that the investor uses broadly diversified holdings, the mixture  


of those assets will determine both the returns and the variability of returns for the  


aggregate portfolio. 


This has been well documented in theory and in practice. For example, the seminal 1986 


study by Brinson, Hood, and Beebower was confirmed by Scott et al. (2016), a paper that 


showed that the asset allocation decision was responsible for 91.1% of a diversified portfolio’s 


return patterns over time (Figure 4).


9


Note: Calculations are based on monthly returns for 709 American funds from January 1990 to September 2015. For details of the methodology,  
see the Vanguard research paper The Global Case for Strategic Asset Allocation and an Examination of Home Bias (Scott et al., 2016).


Sources: Vanguard calculations, using data from Morningstar, Inc.


Figure 4. Investment outcomes are largely determined �by the long-term mixture of assets �in a portfolio


Percentage of a 


portfolio’s movements 


over time explained by:


Security selection �and market timing� 	 8.9%


Asset allocation	 91.1%


2	 For asset allocation to be a driving force of an outcome, one must implement the allocation using vehicles that approximate the return of market indexes. This is 
because market indexes are commonly used in identifying the risk and return characteristics of asset classes and portfolios. Using a vehicle other than one that 
attempts to replicate a market index will deliver a result that may differ from the index result, potentially leading to outcomes different from those assumed in the 
asset allocation process. To make the point with an extreme example: Using a single stock to represent the equity allocation in a portfolio would likely lead to very 
different outcomes than either a diversified basket of stocks or any other single stock.







In Figure 5 we show a simple example of this relationship using two asset classes—U.S. 


stocks and U.S. bonds—to demonstrate the impact of asset allocation on both returns and 


the variability of returns. The numbers in the middle of the bars in the chart show the average 


yearly return since 1926 for various combinations of stocks and bonds. The bars represent the 


best and worst one-year returns. Although this example covers an unusually extended holding 


period, it shows why an investor whose portfolio is 20% allocated to U.S. stocks might 


expect a very different outcome than an investor with 80% allocated to U.S. stocks.


10


Figure 5. The mixture of assets defines the spectrum of returns


Best, worst, and average returns for various stock/bond allocations, 1926–2016


Notes: Stocks are represented by the Standard & Poor’s 90 Index from 1926 to March 3, 1957; the S&P 500 Index from March 4, 1957, through 1974; the Wilshire 
5000 Index from 1975 through April 22, 2005; and the MSCI US Broad Market Index thereafter. Bonds are represented by the S&P High Grade Corporate Index from 
1926 to 1968; the Citigroup High Grade Index from 1969 to 1972; the Bloomberg Barclays U.S. Long Credit AA Index from 1973 to 1975; and the Bloomberg Barclays 
U.S. Aggregate Bond Index thereafter. Data are through December 31, 2016.


Source: Vanguard.
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Stocks are risky—and so is avoiding them


Stocks are inherently more volatile than investments such as bonds or cash instruments. 


This is because equity owners are the first to realize losses stemming from business risk, 


while bond owners are the last. In addition, whereas bond holders are contractually promised 


a stated payment, equity holders own a claim on future earnings. But the level of those 


earnings, and how the company will use them, is beyond the investor’s control. Investors thus 


must be enticed to participate in a company’s uncertain future, and the “carrot” that entices 


them is higher expected or potential return over time. 


Figure 5 also demonstrates the short-term risk of owning stocks: Even a portfolio with 


only half its assets in stocks would have lost more than 22% of its overall value in at least 


one year. Why not simply minimize the possibility of loss and finance all goals using low-


risk investments? Because the attempt to escape market volatility associated with stock 


investments by investing in more stable, but lower-returning, assets such as U.S. Treasury 


bills can expose a portfolio to other, longer-term risks. 


One such risk is “opportunity cost,” more commonly known as shortfall risk: Because the 


portfolio lacks investments that carry higher potential return, it may not achieve growth 


sufficient to finance ambitious goals over the long term. Or it may require a level of saving that 


is unrealistic, given more immediate demands on the investor’s income or on cash flow (in the 


case of an endowment or pension fund, for example). Another risk is inflation: The portfolio 


may not grow as fast as prices rise, so the investor loses purchasing power over time. For 


longer-term goals, inflation can be particularly damaging, as its effects compound over long 


time horizons. For example, Bennyhoff (2009) showed that over a 30-year horizon, an average 


inflation rate of 3% would reduce a portfolio’s purchasing power by more than 50%. 


For investors with longer time horizons, inflation risks may actually outweigh market risks, 


often necessitating a sizable allocation to investments such as stocks.







Use reasonable assumptions in choosing an allocation


Just as important as the combination of assets that are used to construct a portfolio are the 


assumptions that are used to arrive at the asset allocation decision. By this we mean using 


realistic expectations for both returns and volatility of returns. Using long-term historical data 


may serve as a guide, but investors must keep in mind that markets are cyclical and it is 


unrealistic to use static return assumptions. History does not repeat, and the market conditions  


at a particular point in time can have an important influence on an investor’s returns.


For example, over the history of the capital markets since 1926, U.S. stocks returned an 


average of 10.2% annually and U.S. bonds 5.4% (based on the same market benchmarks 


used in Figure 5). For this 91-year period, a half-stock, half-bond portfolio would have returned 


8.2% a year on average if it matched the markets’ return. 


But look at a shorter span, and the picture changes. For example, from 1980 through 2016, 


U.S. stocks returned an average of 11.4% a year, while bonds returned 7.8%. A portfolio split 


evenly between the two asset classes and rebalanced periodically would have generated 


an average annual return of 10.0%. As you can see, anyone with such a portfolio over this 


particular period could have earned 1.8 percentage points a year more than the long-term 


historical average. Contrast that with the period from 2000 through 2016, when U.S. stocks 


provided a 5.0% average return and U.S. bonds 5.2%; then, the same balanced portfolio 


would have averaged 5.7% a year. 


In practice, investors will always need to decide how to apply historical experiences to current 


market expectations. For example, as Davis et al. reported in Vanguard’s 2017 Economic 


and Market Outlook (2016), returns over the next decade may look very different from the 


examples above as a result of current market conditions. Particularly for bonds, the analysis 


provided in the paper suggests that returns may be lower than what many investors have 


grown accustomed to. The implication is that investors may need to adjust their asset 


allocation assumptions and contribution/spending plans to meet a future objective that  


could previously have seemed easily achievable based on historical values alone. 
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Figure 6. Market segments display seemingly random patterns of performance


Annual returns for various investment categories ranked by performance, best to worst: 2002–2016


Notes: Benchmarks reflect the following asset classes—for large-capitalization U.S. stocks, the S&P 500 Index; for mid- and small-cap U.S. stocks, the Wilshire 
4500 Completion Index; for developed international stock markets, the MSCI World ex USA Index; for emerging markets, the MSCI Emerging Markets Index; for 
commodities, the Bloomberg Barclays Commodity Index; for U.S. real estate, the FTSE NAREIT Equity REIT Index; for international real estate, the S&P Global  
ex-U.S. Property Index; for U.S. investment-grade bonds, the Bloomberg Barclays U.S. Aggregate Bond Index; for U.S. high-yield bonds, the Bloomberg Barclays  
U.S. Corporate High Yield Bond Index; for international bonds, the Bloomberg Barclays Global Aggregate ex-U.S. Index (Hedged); and for emerging-market bonds,  
the Bloomberg Barclays Emerging Markets USD Aggregate Bond Index. 


Sources: Vanguard, using data from Morningstar, Inc., and Barclays.
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–17.85% 4.10% 5.26% 2.74% 3.19% 1.87% –52.98% 5.93% 6.54% –16.01% 4.22% –4.12% –3.88% –13.55% 2.65%


–22.10% 2.42% 4.34% 2.43% 2.07% –15.70% –53.63% 4.43% 3.28% –19.24% –1.06% –9.52% –17.01% –24.66% 2.02%







Diversify to manage risk 


Diversification is a powerful strategy for managing traditional risks.3 Diversifying across asset 


classes reduces a portfolio’s exposure to the risks common to an entire class. Diversifying 


within an asset class reduces exposure to risks associated with a particular company, sector, 


or segment.


In practice, diversification is a rigorously tested application of common sense: Markets will 


often behave differently from one another—sometimes marginally, sometimes greatly—at 


any given time. Owning a portfolio with at least some exposure to many or all key market 


components ensures the investor of some participation in stronger areas while mitigating 


the impact of weaker areas. See for example Figure 6, on page 13, where we show annual 


returns for a variety of asset and sub-asset classes. The details of Figure 6 don’t matter so 


much as its colorful patchwork, which shows how randomly leadership can shift among 


markets and market segments. 


Performance leadership is quick to change, and a portfolio that diversifies across markets 


is less vulnerable to the impact of significant swings in performance by any one segment. 


Investments that are concentrated or specialized, such as real estate investment trusts 


(REITs), commodities, or emerging markets, also tend to be the most volatile. This is why 


we believe that most investors are best served by significant allocations to investments 


that represent broad markets such as U.S. stocks, U.S. bonds, international stocks, and 


international bonds.4
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3	 Diversification carries no guarantees, of course, and it specifically may not mitigate the kinds of risks associated with illiquid assets, counterparty exposure, 
leverage, or fraud.


4	 We believe that if international bonds are to play an enduring role in a diversified portfolio, the currency exposure should be hedged. For additional perspective, 
including an analysis of the impact of currency on the return characteristics of foreign bonds, see Philips et al. (2014). 







Although broad market diversification cannot insure an investor against loss, it can help to 


guard against unnecessarily large losses. One example: In 2008, the Standard & Poor’s 


500 Index returned –37%. However, more than a third of the stocks in the index that year 


had individual returns worse than –50%.5 Some of the worst performers in the index would 


probably have been viewed as blue chip companies not long before. They were concentrated 


in the financial sector, considered a staple in many dividend-focused portfolios (Figure 7).6


Although this example comes from the stock market, other asset classes and sub-classes 


can provide many of their own. It’s worth saying again that, while diversification cannot insure 


against loss, undiversified portfolios have greater potential to suffer catastrophic losses.
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Figure 7. The ten worst and best stocks in the S&P 500 Index in 2008


  Worst performers Return   Best performers Return


Lehman Brothers Holdings Inc. –99.67% Family Dollar Stores, Inc. 38.62%


Washington Mutual, Inc. –99.39 UST Inc. 31.96


American International Group, Inc. –97.25 H&R Block, Inc. 25.77


General Growth Properties, Inc. –96.49 Amgen Inc. 24.35


Fannie Mae –96.06 Barr Pharmaceuticals, Inc. 23.92


Freddie Mac –94.87 Synovus Financial Corp. 23.40


Ambac Financial Group, Inc. –94.75 Wal-Mart Stores, Inc. 20.00


XL Capital Ltd. (Class A) –92.15 Celgene Corp. 19.63


American Capital, Ltd. –89.05 Rohm and Haas Co. 19.44


National City Corp. –88.75 Hasbro, Inc. 16.82


Sources: FactSet and Vanguard.


5	 A 50% loss requires a 100% return to break even, while a 37% loss requires a 59% return to break even.


6	 For further discussion, see Did Diversification Let Us Down? (Bennyhoff, 2009).







16


The key takeaway


Asset allocation and diversification are powerful tools for achieving an investment goal. A 


portfolio’s allocation among asset classes will determine a large proportion of its return—and 


the majority of its volatility risk. Broad diversification reduces a portfolio’s exposure to specific 


risks while providing opportunity to benefit from the markets’ current leaders.
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Minimize cost.


Markets are unpredictable. Costs are forever. The lower your costs,  


the greater your share of an investment’s return. And research suggests 


that lower-cost investments have tended to outperform higher-cost 


alternatives. To hold onto even more of your return, manage for tax 


efficiency. You can’t control the markets, but you can control the bite  


of costs and taxes.


	� To show why it is essential to consider cost when choosing investments,  


we provide evidence that:


■■ Higher costs can significantly depress a portfolio’s growth over long periods.


■■ Costs create an inevitable gap between what the markets return and what 


investors actually earn—but keeping expenses down can help narrow that gap.


■■ Lower-cost mutual funds have tended to perform better than higher-cost funds 


over time.


■■ Indexed investments can be a useful tool for cost control. 


Cost
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Why cost matters


Minimizing cost is a critical part of every investor’s toolkit. This is because in investing,  


there is no reason to assume that you get more if you pay more. Instead, every dollar paid  


for management fees or trading commissions is simply a dollar less earning potential return. 


The key point is that—unlike the markets—costs are largely controllable.


Figure 8 illustrates how strongly costs can affect long-term portfolio growth. It depicts the 


impact of expenses over a 30-year horizon in which a hypothetical portfolio with a starting 


value of $100,000 grows an average of 6% annually. In the low-cost scenario, the investor 


pays 0.25% of assets every year, whereas in the high-cost scenario, the investor pays 


0.63%, or the approximate asset-weighted average expense ratio for U.S. stock funds as 


of December 31, 2016 (average expense ratio according to Morningstar calculations). The 


potential impact on the portfolio balances over three decades is real—a difference of more 


than $50,000 between the low-cost and high-cost scenarios.


Notes: The portfolio balances shown are hypothetical and do not reflect any particular investment. The rate is not guaranteed. The final account balances do not reflect 
any taxes or penalties that might be due upon distribution. Costs are one factor that can impact returns. There may be other material differences between products 
that must be considered prior to investing.


Source: Vanguard. 


Figure 8. The long-term impact of investment costs on portfolio balances


Assuming a starting balance of $100,000 and a yearly return of 6%, which is reinvested
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Figure 9 looks at the impact of costs in another way—by illustrating how they cause the 


return of investors in aggregate to trail the overall market return. It shows a bell-shaped 


distribution of returns, from lowest to highest, with the average return marked by a vertical 


line. In any market, the average return for all investors before costs is, by definition, equal to 


the market return. Once various costs are accounted for, however, the distribution of returns 


realized by investors moves to the left, because their aggregate return is now less than the 


market’s. The actual return for all investors combined is thus the market return reduced by all 


costs paid. One important implication of this is that, after costs, fewer investors are able to 


outperform the markets (occupying the green area in Figure 9).


Reduce cost to help improve return


There are two ways to shift an investor’s after-cost return to the right, toward the green 


region. The first is to earn higher returns than the average investor by finding a winning 


manager or a winning investment strategy (an “alpha” or “skill-based” approach). 
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Note: These distributions are theoretical and do not reflect any set of actual returns.


Source: Vanguard.


Figure 9. The impact of costs on overall investor returns


Hypothetical distributions of market returns before and after costs


Distribution of investor returns
after costs are considered:


Less than 50% of invested
dollars outperform; more than


50% underperform


Average investor return after costs
is less than market return


Average investor return before costs
equals market return


Lower return Higher return


Distribution of investor returns
before costs are considered:
50% of invested dollars outperform;
50% underperform


Impact of
costs
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Unfortunately, research shows that this is easier said than done (Harbron et al., 2016). 


The second way is to minimize expenses. Figure 10 highlights five studies evaluating the 


impact of costs on performance. The common thread among them is that higher costs 


lead to worse performance for the investor.


Figure 11 compares the ten-year records of the median funds in two groups: the 25% of 


funds that had the lowest expense ratios as of year-end 2016 and the 25% that had the 


highest, based on Morningstar data. In every category we evaluated, the low-cost fund 


outperformed the high-cost fund.


Indexing can help minimize costs 


If—all things being equal—low costs are associated with better performance, then costs 


should play a large role in the choice of investments. As Figure 12 shows, index funds and 


indexed exchange-traded funds (ETFs) tend to have costs among the lowest in the mutual 


1996


Martin J. Gruber, in a study on growth in the mutual fund industry, found that high fees were associated with inferior 
performance, and that better-performing managers tended not to raise fees to reflect their success. After ranking 
funds by their after-expense returns, Gruber reported that the worst performers had the highest average expense  
ratio and that the return differences between the worst and best funds exceeded the fee differences.


1997


Mark Carhart followed with a seminal study on performance persistence in which he examined all the diversified  
equity mutual funds in existence between 1962 and 1993. Carhart showed that expenses proportionally reduce  
fund performance.


2002


Financial Research Corporation evaluated the predictive value of various fund metrics, including past performance, 
Morningstar rating, alpha, and beta, as well as expenses. The study found that a fund’s expense ratio was the most 
reliable predictor of its future performance, with low-cost funds delivering above-average performance in all the  
periods examined.


2010


Christopher B. Philips and Francis M. Kinniry Jr. showed that using a fund’s Morningstar rating as a guide to future 
performance was less reliable than using the fund’s expense ratio. Practically speaking, a fund’s expense ratio is a 
valuable guide (although of course not a certain one), because the expense ratio is one of the few characteristics  
that are known in advance.


2015


Daniel W. Wallick and colleagues evaluated the associations between a fund’s performance and its size, age, turnover, 
and expense ratio. They found that the expense ratio was a significant factor associated with future alpha (return above 
that of a market index). 


Figure 10. Higher costs make for unhappy news: Studies document effects on performance 
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Notes: All mutual funds in each Morningstar category were ranked by their expense ratios as of December 31, 2016. They were then divided into four equal groups, from 
the lowest-cost to the highest-cost funds. The chart shows the ten-year annualized returns for the median funds in the lowest-cost and highest-cost quartiles. Returns 
are net of expenses, excluding loads and taxes. Both actively managed and index funds are included, as are all share classes with at least ten years of returns. 


Sources: Vanguard calculations, using data from Morningstar, Inc. 


Figure 11. Lower costs can support higher returns


Average annual returns over the ten years through 2016


Figure 12. Asset-weighted expense ratios of active and index investments


Average expense ratio as of December 31, 2016


Investment type Actively managed funds Index funds ETFs


U.S. stocks


Large-cap 0.72% 0.09% 0.13%


Mid-cap 0.89 0.14 0.21


Small-cap 0.93 0.15 0.17


U.S. sectors
Industry sectors 0.91 0.27 0.29


Real estate 0.87 0.38 0.43


International stocks
Developed market 0.84 0.14 0.24


Emerging market 1.02 0.20 0.35


U.S. bonds
Corporate 0.50 0.08 0.11


Government 0.42 0.29 0.14


Notes: “Asset-weighted” means that the averages are based on the expenses incurred by each invested dollar. Thus, a fund with sizable assets will have a greater 
impact on the average than a smaller fund. ETF expenses reflect indexed ETFs only. We excluded “active ETFs” because they have a different investment objective 
from indexed ETFs.  


Sources: Vanguard calculations, using data from Morningstar, Inc.
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fund industry. As a result, indexed investment strategies can actually give investors the 


opportunity to outperform higher-cost active managers—even though an index fund simply 


seeks to track a market benchmark, not to exceed it. Although some actively managed 


funds have low costs, as a group they tend to have higher expenses. This is because of 


the research required to select securities for purchase and the generally higher portfolio 


turnover associated with trying to beat a benchmark.7


There is much data to support the outperformance of indexed strategies, especially over 


the long term, across various asset classes and sub-asset classes. Figure 13 shows 


the percentage of actively managed funds that have outperformed the benchmarks for 


common asset categories over the ten years through 2016. It provides the results in two 


Notes: Data cover the ten years ended December 31, 2016. The actively managed funds are those listed in the respective Morningstar categories. �


Sources: Vanguard and Morningstar, Inc.
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Figure 13. Percentage of active funds outperforming their prospectus benchmark over ten years through December 2016


7	� Turnover, or the buying and selling of securities within a fund, results in transaction costs such as commissions, bid-ask spreads, and opportunity cost. These 
costs, which are incurred by every fund, are not spelled out for investors but do detract from net returns. For example, a mutual fund with abnormally high turnover 
would be likely to incur large trading costs. All else equal, the impact of these costs would reduce total returns realized by the investors in the fund.
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ways: first, measuring only those funds that survived for the entire decade; and second, 


including the funds that disappeared along the way.8 The chart shows how difficult it can 


be for active managers to outperform index funds. The results are especially telling when 


they account for funds that were closed or merged during the ten-year period. Research 


has shown that low costs, inherent in passive investing, are a key driver in the long-term 


outperformance of indexed portfolios (Harbron et al., 2016).


Tax-management strategies can enhance after-tax returns


Taxes are another potentially significant cost. For many investors, it may be possible 


to reduce the impact by allocating investments strategically among taxable and tax-


advantaged accounts. The objective of this “asset location” approach is to hold relatively 


tax-efficient investments, such as broad-market stock index funds or ETFs, in taxable 


accounts while keeping tax-inefficient investments, such as taxable bonds, in retirement 


accounts. In the fixed income markets, tax-sensitive investors with higher incomes can 


consider tax-exempt municipal bonds in nonretirement accounts.9


The key takeaway


Investors cannot control the markets, but they can often control what they pay to invest. 


And that can make an enormous difference over time. The lower your costs, the greater 


your share of an investment’s return, and the greater the potential impact of compounding. 


Further, as we have shown, research suggests that lower-cost investments have tended to 


outperform higher-cost alternatives. 


8	 For additional analysis regarding the performance of funds that have been closed, see Schlanger and Philips (2013). 


9	� See Jaconetti (2007) for an in-depth discussion of asset location, and Donaldson and Kinniry (2008) for a discussion of tax-efficient investing.
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Maintain perspective and long-term discipline.


Investing can provoke strong emotions. In the face of market turmoil, 


some investors may find themselves making impulsive decisions or, 


conversely, becoming paralyzed, unable to implement an investment 


strategy or rebalance a portfolio as needed. Discipline and perspective 


are the qualities that can help investors remain committed to their long-


term investment programs through periods of market uncertainty.


	� Here we show the benefits of a disciplined approach to investing and the cost  


of allowing emotional impulse to undermine it. We provide evidence that:


■■ Enforcing an asset allocation through periodic rebalancing can help manage a 


portfolio’s risk.


■■ Spontaneous departures from such an allocation can be costly.


■■ Attempts to outguess the market rarely pay.


■■ Chasing winners often leads to a dead end.


■■ Simply contributing more money toward an investment goal can be a surprisingly 


powerful tool.


Discipline







The case for discipline


Although the asset allocation decision is one of the cornerstones for achieving an objective,  


it only works if the allocation is adhered to over time and through varying market environ-


ments. Periodic rebalancing will be necessary to bring the portfolio back into line with 


the allocation designed for the objective. In a 2015 paper, Jaconetti, Kinniry, and Zilbering 


concluded that for most broadly diversified portfolios, the asset allocation should be checked 


annually or semiannually, and the portfolio should be rebalanced if it has deviated more than  


5 percentage points from the target.


Of course, deviations resulting from market movements offer an opportunity to revalidate the 


targeted asset allocation. However, abandoning an investment policy simply because of these 


movements can harm progress toward an objective. Figure 14 shows how an investor’s risk 


exposure can grow unintentionally when a portfolio is left to drift during a bull market.  
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Figure 14. The importance of maintaining discipline: Failure to rebalance can increase an investor’s exposure to risk


Changes in stock exposure for a rebalanced portfolio and a “drifting portfolio,” 2003–2016
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Notes: The initial allocation for both portfolios is 42% U.S. stocks, 18% international stocks, and 40% U.S. bonds. The rebalanced portfolio is returned to this 
allocation at the end of each June and December. Returns for the U.S. stock allocation are based on the Dow Jones U.S. Total Stock Market Index. Returns for the 
international stock allocation are based on the MSCI All Country World Index ex USA, and returns for the bond allocation are based on the Bloomberg Barclays U.S. 
Aggregate Bond Index. 


Sources: Vanguard, using data provided by Thomson Reuters Datastream.
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It compares the stock exposures of two portfolios—one that is never rebalanced and 


one that is rebalanced twice a year—over changing market environments since early 


2003. Both of these hypothetical portfolios start at 60% stocks, 40% bonds, but 


four years later the “drifting” portfolio has moved to 75% stocks. That much equity 


exposure might seem appealing during a bull market, but by late 2007 the portfolio 


would have faced significantly greater downside risk as the financial crisis began. 


Figure 15 shows the impact of fleeing an asset allocation during a bear market for 


equities. In this example, the investor moves out of equities on February 28, 2009, to 


avoid further losses. While the 100% fixed income portfolio experienced less volatility, 


the investor who chose to stay with the original asset allocation recovered most 


completely from the 2009 setback to earn a superior return.


Notes: October 31, 2007, represents the equity peak of the period, and has been indexed to 100. It is assumed that all dividends and income are reinvested in the 
respective index. The initial allocation for both portfolios is 42% U.S. stocks, 18% international stocks, and 40% U.S. bonds. The rebalanced portfolio is returned to 
this allocation at month end. Returns for the U.S. stock allocation are based on the MSCI US Broad Market Index. Returns for the international stock allocation are 
based on the MSCI All Country World Index ex USA. Returns for the bond allocation are based on the Barclays U.S. Aggregate Bond Index, and returns for the cash 
allocation are based on the Citigroup 3-month U.S. Treasury Bill Index.


Sources: Vanguard, using data provided by Thomson Reuters Datastream.
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Figure 15. The importance of maintaining discipline: Reacting to market volatility can jeopardize return


What if the “drifting” investor fled from equities after the 2008 plunge and invested 100% in either fixed income or cash?
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It’s understandable that during the losses and uncertainties of a bear market in stocks, 


many investors will find it counterintuitive to rebalance by selling their best-performing 


assets (typically bonds) and committing more capital to underperforming assets  


(such as stocks). But history shows that the worst market declines have led to  


some of the best opportunities for buying stocks. Investors who did not rebalance 


their portfolios by increasing their stock holdings at these difficult times not only 


may have missed out on subsequent equity returns but also may have hampered 


their progress toward long-term investment goals—the target for which their asset 


allocation was originally devised.


Ignore the temptation to alter allocations


In volatile markets, with very visible winners and losers, market-timing is another 


dangerous temptation. The appeal of market-timing—altering a portfolio’s asset 


allocation in response to short-term market developments—is strong. This is because 


of hindsight: An analysis of past returns indicates that taking advantage of market 


shifts could result in substantial rewards. However, the opportunities that are clear in 


retrospect are rarely visible in prospect.


Indeed, Vanguard research has shown that while it is possible for a market-


timing strategy to add value from time to time, on average these strategies have 


not consistently produced returns exceeding market benchmarks (Stockton and 


Shtekhman, 2010). Vanguard is not alone in this finding. Empirical research conducted 


in both academia and the financial industry has repeatedly shown that the average 


professional investor persistently fails to time the market successfully. Figure 16, 


on page 28, lists nine studies making this point, starting in 1966, when J.L. Treynor 


and Kay Mazuy analyzed 57 mutual funds and found that only one showed significant 


market-timing ability.
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Figure 17 looks at the record of market-timing mutual funds since 1997. Presumably, 


most such funds are run by sophisticated investment managers with data, tools, time, 


and experience on their side. Generally speaking, their common objective is to outperform 


a benchmark in any market environment. To do this, the managers may be authorized to 


invest in any asset class or sub-asset class of their choosing, at any time. Figure 17 shows 


the record of these “flexible-allocation funds” since 1997 in five distinct periods—three bull 


markets and two bear markets. We compare them against a broad benchmark consisting  


of U.S. and non-U.S. stocks and U.S. bonds.


An important conclusion can be drawn from this analysis: In only one period did a majority 


of the flexible-allocation funds outperform the balanced benchmark. The lesson? If market 


timing is difficult for professional managers with all their advantages, investors without such 


advantages should think twice before altering a thoughtfully designed portfolio.10


Figure 16. Casualties of market-timing


These are groups found to have failed, on average, to successfully time the markets, along with the researchers responsible for the findings.  


(All the studies are listed in the References.)


Asset allocation funds Becker et al. 1999


Investment clubs Barber and Odean 2000


Pension funds Coggin and Hunter 1983


Investment newsletters Graham and Harvey 1996


Mutual funds


Chang and Lewellen 1984


Henriksson and Merton 1981


Kon 1983


Treynor and Mazuy 1966


Professional market-timers Chance and Hemler 2001


10	� For more on the performance of flexible-allocation funds, see Shtekhman et al. (2014).
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As Figures 16 and 17 show, the failure of market-timing strategies has not been limited to 


mutual funds. Investment newsletters, pension funds, investment clubs, and professional 


market-timers have also failed to demonstrate consistent success. Why is success so elusive? 


In a word—uncertainty. In reasonably efficient financial markets, the short-term direction 


of asset prices is close to random. In addition, prices can change abruptly, and the cost of 


mistiming a market move can be disastrous.


Notes: The balanced benchmark consists of the MSCI US Broad Market Index (42%), the MSCI All Country World Index ex USA (18%), and the Bloomberg  
Barclays U.S. Aggregate Bond Index (40%). Flexible-allocation funds are those defined by Morningstar as having “a largely unconstrained mandate to  
invest in a range of asset types.”


Sources: Vanguard, using data from Morningstar, Inc.


Figure 17. Market-timing versus a market benchmark: A spotty record
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Ignore the temptation to chase last year’s winner


Another component of performance chasing has to do with investment managers 


themselves. For years, academics have studied whether past performance has any predictive 


power regarding future performance. Researchers dating back to Sharpe (1966) and Jensen 


(1968) have found little or no evidence that it does. Carhart (1997) reported no evidence of 


persistence in fund outperformance after adjusting for the common Fama-French risk factors 


(size and style) as well as for momentum. More recently, in 2010, Fama and French’s  


22-year study suggested that it is extremely difficult for an actively managed investment  


fund to regularly outperform its benchmark.


Figure 18 demonstrates the challenge of using past success as a predictor of future success. 


The ten years through December 2016 were split into two five-year periods. Based on their 


performance in the first five-year period, funds were sorted into quintiles. Investors who 


selected one of the funds that had finished in the top quintile at the end of the first five-year 


period stood a significant chance of disappointment. Only 16% of these one-time all-stars 


were able to remain in the top-performing quintile for the subsequent five-year period.


This inconsistency among winners is also a reason why abandoning managers simply because 


their results have lagged can lead to further disappointment. For example, in a well-reported 


study, authors Amit Goyal and Sunil Wahal (2008) looked at U.S. institutional pension plans 


that replaced underperforming managers with outperforming managers. The results were far 


different than expected. The authors found that, following termination, the fired managers 


actually outperformed the managers hired to replace them over the next three years.







Figure 18. Fund leadership is quick to change 


How the top-performing stock funds of 2011 fared in the rankings five years later
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Notes: The chart ranks all actively managed U.S. equity funds within each of the Morningstar style categories based on their excess returns  
relative to their stated benchmark during the first five years through 2011 and compares how they fared over the next five years through 2016. 


Sources: Vanguard calculations using data from Morningstar, Inc.
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Market-timing and performance chasing can be a drag on returns 


A number of studies address the conceptual difficulties of market timing. Some examine the 


records of professional market-timers. The results are discouraging for proponents of market-


timing. But what about the experience of the typical investor? Has timing been a net positive 


or negative? 
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We can answer that question indirectly by looking at the difference between fund returns  


and investor returns. Figure 19 examines the annual impact of investors’ buy/sell decisions  


on the returns they earn (investor return) relative to the returns reported by the funds they  


are invested in (fund return) across different fund categories since January 1, 2002. There 


are two key implications to be drawn from the data. First, investors generally trail the funds 


they are invested in as a result of the timing of cash flows.11 Second, the difference between 


balanced funds (to the left) and generally specialized, volatile funds (to the right) has been 


significant. Investors in these niche vehicles have often earned significantly less than the 


funds themselves—in part because many invest only after a fund starts looking “hot,”  


and thus never see the gains that got it that reputation. The data suggest that, on average,  


market-timing is hazardous to long-term investing success.


Figure 19. How investors’ returns lagged their funds’ returns, 2002–2016 


When investors chase performance, they often get there late


Notes: The average difference is calculated based on Morningstar data for investor returns and fund returns. Morningstar Investor Return™ assumes that the change 
�in a fund’s total net assets during a given period is driven by both market returns and investor cash flow. To calculate investor return, the change in net assets is 
discounted by the fund’s investment return to isolate the amount of the change driven by cash flow; then a proprietary model is used to calculate the rate of return 
that links the beginning net assets and the cash flow to the ending net assets.


Sources: Vanguard and Morningstar, Inc. Data cover the period from January 1, 2002, through December 31, 2016.
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11	 An investor’s performance, of course, is influenced not only by the timing of cash flows but also by the return of the investments themselves.







Saving/spending > Market performance 


Increasing the savings rate can have a substantial impact on wealth accumulation (Bruno 


and Zilbering, 2011). To meet any objective, one must rely on the interaction of the portfolio’s 


initial assets, the contribution or spending rate over time, the asset allocation, and the 


return environment over the duration of the objective. Because the future market return is 


unknowable and uncontrollable, investors should instead focus on the factors that are within 


their control—namely asset allocation and the amount contributed to or spent from the 


portfolio over time.12


Figure 20 shows a simple example of the power of increasing contribution rates to meet a given 


objective. For this example we have an investor who has a goal of $500,000 (in today’s dollars 
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Figure 20. Increasing the savings rate can dramatically improve results


Years needed to reach a target using different contribution rates and market returns


Notes: The portfolio balances shown are hypothetical and do not reflect any particular investment. There is no guarantee that investors will be able to achieve similar 
rates of return. The final account balances do not reflect any taxes or penalties that might be due upon distribution. 


Source: Vanguard.
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12	 It is also essential to control costs—another cornerstone of Vanguard’s investment philosophy. The time horizon may or may not be within the investor’s control.
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adjusted for inflation), invests $10,000 to start, and—in the baseline case—contributes $5,000 


each year (without adjusting for inflation). The example shows varying rates of market return.


The first set of two scenarios assumes that the contribution level is steady, with the investor 


relying more heavily on the markets to achieve the target. Simply increasing the contribution 


by 5% each year ($5,250 in year 2, $5,512 in year 3, etc.) or 10% per year significantly 


shortens the time needed to meet the $500,000 objective. Note that getting an 8% return 


while increasing savings by 5% a year produces almost the same result as getting a 4% return 


while boosting savings by 10% a year. In real-world terms, the big difference in those two 


scenarios is risk: An investor pursuing an 8% long-term return would most likely be forced  


to take on much more market risk than someone looking for 4%.


This reinforces the idea that a higher contribution rate can be a more powerful and reliable 


factor in wealth accumulation than trying for higher returns by increasing the risk exposures  


in a portfolio.


The key takeaway


Because investing evokes emotion, even sophisticated investors should arm themselves 


with a long-term perspective and a disciplined approach. Abandoning a planned investment 


strategy can be costly, and research has shown that some of the most significant derailers  


are behavioral: the failure to rebalance, the allure of market-timing, and the temptation to 


chase performance.


Far more dependable than the markets is a program of steady saving. Making regular 


contributions to a portfolio, and increasing them over time, can have a surprisingly powerful 


impact on long-term results.
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